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Overview: 
 
Every year we see a great variety of financial statements provided with the intent for us to prepare a                   
business (or other type of) tax return. Our clients’ creativity with numbers keeps us entertained when the                 
drear of tax season in Seattle cannot. 
 
Many of you use Quickbooks, Xero, or other types of accounting software; some of you prefer the                 
shoebox and paper method. Many of you have an employee or contract bookkeepers to manage the                
day-to-day books of your business, while some of you do it yourself. As we work toward more consistent                  
accounting processes and procedures across our client base, we present to you this document. If you do                 
not follow each tenet of below, that’s OK, we won’t fire you; just don’t be surprised if you see additional                    
“accounting services” included on your tax return invoice. 
 
It is our hope that you read the below, and at the very least, pretend that you understand why we are                     
sticklers about so many things. Regardless of the format of your records when they arrive in our office, as                   
tax professionals, we are held to a higher standard of accounting, and additional accounting work may be                 
required so that we can adequately prepare a tax return and create legible workpapers to support it. 
 
In our engagement letters we clearly state that we do not audit your financial statements as part of our tax                    
preparation process. Sure, we will ask questions and perform due diligence, but we are not going to                 
review each transaction to verify its authenticity. As such, our efficiency is heavily dependent upon the                
quality of the accounting records we are provided, and there are many things you can do as the business                   
owner to keep our fees to a minimum and to achieve more accurate reporting. 
 
In this document there will be references to corporations, businesses, not-for-profits, trusts, estates, and              
other types of organizations -- for brevity, we may refer to them all as “businesses” or “entities.”                 
Similarly, if you are an owner, partner, shareholder, director, or other type of officer of your organization,                 
we may refer to you as an “owner” or “shareholder” in this document, regardless of your official title.                  
While the tax and legal classifications differ by the type of entity you have, the common thread is that                   
these different entities usually file US tax returns, and to do this, accounting records are necessary. This                 
document speaks to our expectations for the types of records required, so that we may file an efficient and                   
accurate tax return for you! 
 
 
 
 
 

-continued on next page- 
 

 
RANTA CPA + ASSOCIATES 

1818 WESTLAKE AVE N - SUITE 424 
SEATTLE, WA 98109 

RANTA-CPA.COM 
206-420-2246 



 
 

 
 
Why Form a Corporation or Other Type of Entity? 
 
It will be helpful to briefly discuss why any of this accounting nonsense is necessary in the first place.                   
We will not be covering the history of businesses in this document, but here is a link to one such article                     
provided by Fordham University. What is most important for our clients to understand here, is that                
corporations and other types of organizations, which can include for-profit and not-for-profit entities, are              
legal entities with governing rules and tax regulation. The main reason to form a corporation, S-Corp,                
LLC, partnership, not-for-profit, and/or trust, is usually for some tax or legal benefit.  Or else, why do it? 
 
To maintain the benefits afforded to your type of entity, among many other things, the entity must                 
maintain in good standing with it’s relevant governing bodies, and also must maintain accurate books               
and records. 
 
In summary, if you have a business, not-for-profit, trust, or other type of entity, you need to do, or hire                    
someone to do, your accounting! 
 
 

 
 
 
General Accounting: 
 
In this section we will briefly touch on a few topics and various expectations we have for business                  
accounting records, and their format and presentation. 
 
 
Intermingling of Personal and Company Funds; the “Corporate Veil” and Limited Liability            
Protections: 
 
Remember when we were talking about corporations, above? A significant (legal) reason for forming a               
corporation, LLC, or LLP is to limit shareholder or partners’ personal liability in the event the business                 
makes a mistake. This is a simplification of the matter and is not intended to serve as legal advice, so                    
please talk to your attorney if you get nervous when reading this section. 
 
For tax and accounting purposes, it is very important for shareholders, trustees, and managers of an entity                 
to keep their personal funds separate from business funds. This means that your kid’s school tuition and                 
groceries should not be paid directly by your organization, nor should you be paying for business                
inventory on your personal credit card as a normal procedure. Honest mistakes happen, and if personal                
transactions occur in your business accounts, they should be labeled as draws, distributions, dividends,              
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and/or reimbursed. Ideally, you would be first making a cash transfer to yourself, or running payroll, then                 
making personal payments out of your personal bank or credit card accounts. 
 
Each time a personal transaction occurs within the business accounts, or vice versa, it is said to have                  
“pierced the corporate veil.” What is considered “too much (piercing)” is for your attorney to argue and                 
for the judge to determine. What this could mean is that the limited liability protection you thought you’d                  
have by creating a corporation or LLC is effectively null and void, and your personal assets are now on                   
the line in your business lawsuit. This does not generally end well for the piercer. The corporate veil is                   
one of those things that may not seem important until it becomes very important, and at that point, it could                    
be too late. 
 
From a practicality standpoint, the more intermingling there is between personal and business funds, the               
harder the accounting and tax returns will be to complete, and the more you will pay in our fees to sort                     
things out. We are not opposed to getting paid to do accounting work -- we are accountants, after all. In                    
short, to maintain the best legal protections provided by your choice of entity, and to keep our fees to a                    
minimum, keep your organization’s and personal assets separate, and maintain good accounting records. 
 
 
Accounting Software: 
 
The best way to maintain books and records is by using accounting software, such as Quickbooks                
(desktop or online), Xero, Freshbooks, Sage, or other type of program. There is software built for specific                 
types of organizations, industries, and functionality, and your accounting software should be thought of as               
part of your cost of doing business. Separate legal and tax entities should (generally) have their own                 
records, accounting systems, and be managed with discipline. 
 
Quickbooks Desktop has been the staple of the accounting industry for decades, and there are a lot of new                   
cloud-based accounting systems out there. Overall, the online platforms are proving very convenient and              
adaptable to a mobile workforce and business, and we usually recommend cloud-based systems for new               
businesses. That is not to say that desktop-based software is ineffective, they just usually require more IT                 
work to ensure your team has access and data is secure. We will take an accurate set of books in any                     
format over a spiffy online accounting system that is entirely wrong, any day. 
 
Please contact us if you’d like a software recommendation for your business! 
 
 
Placing “Lock Dates” on Prior Periods: 
 
Once a prior accounting period has been closed (tax return filed, etc), accounting software usually has a                 
“lock date” feature that prevents changes to prior (or “closed”) periods. This is very helpful and                
important to use for data integrity, and also to reduce the amount of potential changes to your financial                  
records in closed periods, which will require more time to review and resolve. 
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Reconciling Bank Accounts and Completeness of Accounting Data: 
 
When we receive a client’s accounting information, we expect that each bank account and credit card has                 
been reconciled through the end of the tax year. 
 
Great, you now have your accounting system set up and are working on your first few months of bank                   
statements. In your software, each bank account and credit card has a register, which is where the                 
transactions for the period are entered. There are a number of ways that your accounting software can get                  
the data from your bank, either through live “feeds” using your online banking information, or by manual                 
imports and exports of transactions. Once the software has all the transactions from the source statement,                
you are able to reconcile the account. While the reconciliation process varies by software, regularly               
reconciling your accounts helps ensure that your accounting records are complete, and erroneous or              
lingering transactions are addressed. 
 
While some adjustments or journal entries may yet be posted, or we may recategorize some transactions                
to better match their purpose, when a client’s accounts are reconciled we can have confidence that we are                  
working with a full set of data. When bank accounts are not being reconciled, it is common to get an                    
email such as “Wait, I forgot this expense!” and we now need to revise or amend your tax return to                    
include this new information, which will result in higher tax prep or accounting fees. 
 
When we receive a client’s accounting information, we expect that each bank account and credit card has                 
been reconciled through the end of the tax year (it’s worth repeating). 
 
 
Recording Other Assets and Receivables: 
 
If you bill your clients on account, you are using a form of accounts receivable and these invoices should                   
be tracked (so you get paid!). If you loan an employee an advance, that is money owed back to the                    
company. If you purchase or pay for a major asset ($2,500+), that should be noted in your fixed assets. If                    
you sign a new office lease and pay a deposit, it’s likely that not all of the payment can be deducted in the                       
first year. 
 
All of these types of transactions should be maintained in your accounting system, and as the                
owner/manager/trustee, you should be conscious of how to track these items. 
 
Please let us know if you have any questions when more complicated transactions arise! 
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Reconciling Loans and Other Liabilities: 
 
In addition to bank accounts and credit cards, your business may also have loans, lines of credit, and other                   
payables or liabilities to track. We don’t expect all clients and bookkeepers to know how to account for                  
every type of transaction, but loans received should be noted on your company balance sheet, and                
payments or transfers to these accounts should be coded accordingly. 
 
If your company has loans or other liabilities, please ensure you are including the following in your                 
accounting records for tax return preparation: 
 

● Year-end loan statements, to confirm annual interest paid and ending loan balances 
○ Could include mortgages, auto or equipment loans, lines of credit 

● Payroll and sales tax liabilities 
○ Copies of final payroll tax reports and state/local tax returns will help determine ending              

liability balances for the year 
● Benefits payable 

○ Would include retirement plan contributions payable as of the end of the year 
 
 
Equity Transactions: 
 
It is often easier to define equity by what is not. However, for the sake of this document, equity                   
transactions usually include the following types of transactions: 
 

● Capital contributions into the business from owners 
● Owner distributions/draws/dividends out of the organization 
● Profits from current periods and retained earnings from prior periods 
● Stock issued by a corporation 

 
These types of transactions should be clearly labeled in your accounting records and reflected on your                
balance sheet. For tax purposes, an owner’s equity and tax basis in a company has significant tax                 
implications, and can limit the amount of losses that one can deduct at the personal level, among other                  
things. Equity transactions should not be reported on your P&L, and are generally not tax deductible                
expenses. 
 
 
Reviewing your Accounting Data -- the Smell Test: 
 
Now that you have your bank accounts and loans reconciled, it’s important to review your year-end                
balance sheet and profit and loss statements. It is most helpful to run these reports with comparable                 
columns to the prior year, as this will highlight anomalies, changes, and other interesting or helpful                
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information. When you furnish us with your accounting records for the year, we assume that you have                 
reviewed the reports and that they are accurate to the best of your knowledge and abilities. 
 
Here are some of the questions we ask ourselves: 
 

● Income Statement / Profit & Loss Report: 
○ Do the revenue figures align with sales reports, and reconcile to the state/local filings              

during the year? 
○ Is the gross margin (sales relative to cost of goods sold) consistent with prior years? 
○ Do the payroll expenses (wages, taxes, benefits) reconcile to payroll processor records            

and tax filings? 
○ Are any expenses drastically higher (or lower) than they were in the prior year? 
○ Are there any nominal, miniscule, or duplicate expense accounts that could be            

consolidated, for more concise reporting? 
● Balance Sheet: 

○ Have the cash accounts been reconciled to the bank statements? 
○ Were there any new fixed asset purchases (cars, equipment, etc)? If so, purchase receipts              

may be necessary to complete the tax return. 
○ Do the year-end liabilities reconcile to their statements? 
○ Does the opening equity match what was on the prior year tax return? If not, this                

indicates that some data was changed in the prior accounting period (finger-wagging            
emoji), and may warrant additional accounting work. 

○ Have you reviewed all the owner contributions and distributions to ensure they are             
allocated to the correct shareholder? 

○ Do any of the equity transactions include expenses that could be deductible for tax              
purposes? 

 
If you notice any irregularities or questions within your financial statements, note them for us! It is                 
helpful to know where to look to fix certain issues if they have already been identified.  
 
 
Understanding Partially-Deductible and Non-Deductible Expenses: 
 
Certain expenses are important to label clearly, because they are either non-deductible or             
partially-deductible for tax purposes.  The most common ones are listed below: 
 

● Meals: 
○ 50% deductible: snacks, food, and beverages 
○ 100% deductible: meals with colleagues, clients, potential clients, and/or employees (for           

2021-2022 only for COVID-19 stimulus, used to only be 50% deductible for 2020 and              
prior) 

○ 100% deductible: working meals if provided by a restaurant, provided so that people can              
work while they eat. 
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● Entertainment: 
○ Seahawks or Sounders tickets; now are 0% deductible. 

● Auto expenses: 
○ Deductibility is determined by mileage (business portion relative to total mileage), to            

determine the percentage that the given vehicle and its expenses are allocable to the              
business.  If you use a car in your business, track your mileage! 

● Political donations: 
○ 0% deductible; keep separate from other charitable contributions. 

● Fringe benefits, like cell phone service: 
○ This would be determined by the amount of time spent on work relative to personal usage                

of the device. Usually, 50-80% can be justified, and there are cases where 100%              
deductibility is OK, such as if you have a separate company plan. 

● Home office expenses: 
○ These are largely driven by the square footage of your workspace relative to your total               

dwelling space; a percentage is applied to home mortgage interest, property taxes, rent,             
utilities, repairs, and other expenses necessary to keep your home functional for work. 

○ Use our worksheet! (link to our website) 
● Personal expenses: 

○ Groceries, expenses for your kids, etc. -- these should be coded as (equity) draws or               
distributions, and not deducted as business expenses. 

 
If you are unsure of something, please ask! 
 
 

 
 
Documents Needed to File an Entity Tax Return: 
 
To recap much of the above, here is a list of essential documents we will need to complete your entity tax                     
return, as well as additional supporting documents if they apply. Please note that if you are able to invite                   
us to your online accounting system, or send us a copy of your Quickbooks file, we will be able to get                     
some of this information ourselves. 
 

● Profit & Loss Statement (also called an Income Statement) 
○ Forms W-2 and W-3 (if you have payroll) 
○ Forms 1099 issued 
○ Mileage records for vehicles 
○ Home office expenses and calculations (link to our worksheets) 
○ Confirmation of corporate or individual income taxes paid during the year (EFTPS            

records, cancelled checks, etc) 
● Balance Sheet 

○ Ending bank and credit card statements for the year 
○ Details for new fixed assets (purchase receipts, etc) 
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○ Year-end loan statements 
○ Capital tables for partners/shareholders (if changes were made to ownership) 
○ Summary of owner distributions or dividends issued 

 
 

 
 
 
Summary: 
 
We congratulate you, and thank you, for making it all the way through this document! We’d like to say                   
we have a cash reward in store, but knowledge and goodwill is the best we can offer right now.                   
Realistically, we do not expect our clients to have the tax and accounting knowledge that we possess, but                  
it is nice when clients respect what we do, have patience with the process, and have made a good effort to                     
provide us with clean and accurate accounting records. 
 
Part of the reason we are releasing this document now, in January 2021, is because we know the profound                   
effect that 2020 has had on everyones’ lives and budgets. If you are fee conscious and looking for ways                   
to reduce unnecessary costs, we hope that by providing this document we can save everyone a little time                  
and money in the long run. Having an educated client base is generally good for business, anyway.                 
We’re looking forward to another year with you, and we thank you for your partnership with our firm. 
 
Please let us know if you have any questions or concerns about your financial data in light of this                   
document! 
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