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*A100 INTRODUCTION

.100 Audit is an essential element of ensuring compliance with the International Fuel Tax
Agreement (IFTA). Under the provisions of IFTA, the jurisdiction must audit the tax returns
and supporting documents of licensees based in that jurisdiction. The purpose of these-this
manual is to set standards for auditors and member jurisdictions and to provide guidance
and procedures specmcallv for the performance of IFTA audlts qerelehnes—re—te—estab%h—a

.200 The Audit Procedures Manual is the basis used by the Program Compliance Review
Committee in evaluating a member jurisdictions compliance with the audit requirements as
set forth in Article XllI of the Agreement and in the Procedures Manual. A standard or
procedure using the word must, shall or will specify a requirement where conformance is
expected unless, when applying professional judgment, circumstances justify deviation. In
all instances where deviation is required the rational must be documented in the work

papers.

*A200 GENERAL AUDITING STANDARDS
A210 GENERAL STANDARDS

.100 Frainingand-Proficiency_ and Due Professional Care

Audit engagements must be performed with proficiency and due professional care. Auditors
must possess the knowledge, skills and other competencies needed to perform an IFTA
audit. Auditors must apply the care and skill expected of a reasonably prudent and
competent auditor. Due professional care does not imply infallibility. Auditors must exercise
due professional care by considering; the extent of the work needed to achieve the
engagements objectives, relative complexity, materiality or significance of matters to which
assurance procedures are applied.
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.200 Auditor Independence

Auditors and the audit organization must be independent and individual auditors must be
objective in performing their audit work. The audit function must be free from interference in
determining the scope of the audit, performing work and communicating results. Auditors
must have an impartial, unbiased attitude and avoid conflicts of interest. Impairments to
mdependence mclude but are not limited to auditors processmq Ilcensmq applications.

.310 An audit must be adequately planned and supervised. Planning consists of developing
an overall strategy and a detailed approach to the execution of the audit. All persons
performing the audit need to understand the objectives of the work assigned and how the
work relates to the overall objective of the audit. Adequate supervision ensures that the
work of all persons is properly executed.

Planning and supervision continue as the audit progresses. The nature, timing and extent of
planning and supervision will vary with the complexity of the audit and the experience of the
auditor(s). Plans may need to be changed as the audit progresses.

.320 The audit function must include a supervisory review of the audit file for accuracy and
completeness. This review must be documented in the audit file.

*A220 EXAMINATHON-STANDARDSAUDITOR QUALIFICAIONS AND
RESPONSIBILITIES

.100 Member jurisdictions are responsible for the staffing of qualified auditors based upon
the member jurisdiction’s personnel quidelines. The staff assigned to conduct audits must
possess professional proficiency for the tasks required. In cases where the audit is
performed by a third party or contract auditors, the member jurisdiction must ensure the
third party or contract auditors meet applicable professmnal standards. Preauditanalysis
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.200 Auditors must give all licensees and member jurisdictions fair consideration in order to
promote consistency in the IFTA Articles of Agreement, Procedures Manual and the Audit
Manual.

.300 Auditors should conduct themselves in a manner promoting cooperation and good
relations with licensees and member jurisdictions.

.400 The auditor is encouraged to take advantage of educational opportunities that enhance
and maintain auditing proficiency.

Commentary
Auditors should conduct themselves at all times in a manner which will maintain the good
reputation of the auditing profession. In doing so, auditors are expected to avoid any action
that would discredit the profession. An auditor is expected to act in relation to other
professional colleagues with the courtesy and consideration he or she would expect to be
accorded by them.

A300 HHA-AUBHHING-STANDARDSJURISDICTION AUDIT REQUIREMENTS

A310 Each jurisdiction should use an audit program. An audit program provides for
consistent application of audit procedures, serves as a training tool for new auditors and
facilitates the review of the audit. An audit program does not preclude the use of auditor
judgment. Deviations from an audit program are acceptable if they are reasonable given the
audit circumstances and must be documented in the audit file and approved by the audit

supervisor.

*A310-A320 NUMBER OF AUDITS

.100 Jurisdictions are required to complete audits on an average of three (3) % of the
number of IFTA accounts reported annually by that jurisdiction, excluding the number of
new licensees for each year of a program compliance review period. The number of IFTA
accounts annually reported is defined by Section P1110.300.005 in the IFTA Procedure
Manual. Jurisdictions are excluded from this requirement during their IFTA implementation
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.200Sueh aAudits shall cover at least one registration-license year. This does not preclude
audits of individual licensees several times during_ the program compliance review period.
However, audits for a licensee selected that cover multiple registration-license years, fuel
types, or both shall be counted as one audit for program_compliance review purposes.

*A320-A330 SELECTION OF AUDITS
All licensees are subject to audit. The following guidelines shall be used in selecting audits
to fulfill the IFTA auditing_requirements:

.100 Low-Distance/High-Distance Accounts Requirement

At least 15 percent of each member jurisdiction’'s audit requirement shall involve
low-distance accounts. (Low-distance accounts are considered to be the 25
percent of the previous year's licensees who had the lowest number of
miles/kilometers reported in all member jurisdictions). At least 25 percent of each
member jurisdiction's audit requirement shall involve high-distance accounts.
High-distance accounts are considered to be the 25 percent of the previous
year's licensees who had the highest number of miles/kilometers reported in all
member jurisdictions.)

.200 Low-Distance/High-Distance Computations

Low-distance computations and high-distance computations shall be based on
total miles/kilometers reported by all IFTA licensees included on the annual report
filed by the jurisdiction pursuant to the IFTA Procedures Manual, Section
P1110.300.005 excluding new licensees, but including licensees who report no
operations during a quarter, for the first three quarters of each calendar year.
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A500-A400 GENERAL GUIDELINES

A510-A410 UNIFORMITY

For an audit to be acceptable to all member jurisdictions, it must be conducted in &
prefessienal-manner accordance with established audit procedures and the results clearly
documented. Standard terminology is to be used in reporting audit findings (See the IFTA
Agreement and Procedures Manual). However,_it is necessary that each audit reflect
adequate information necessary to satisfy the.commissioners of the various member
jurisdictions.

*A520-A420STANDARD APPROACH

.100 Preliminary Audit Procedures
The purpose of performing preliminary audit procedures is to familiarize the auditor with
the licensee’s business and reporting history.
.005 If a previous audit was conducted and available, any findings of should be
documented in the audit file.

.010 The auditor should apply analytical procedure to the licensee’s IFTA tax returns
subject to audit. As a part of this process, the auditor should summarize return
information, note unusual trends or variances and draw conclusions. The procedures
must be documented in the audit file.

.200 Study and Evaluation

Audit-eEmphasis should be placed on evaluation of the licensee's distance_and fuel
accounting_system_-as-distance-allocation-byjurisdictionis-the-basisfor-determiningthe
e

.005 The auditor must gain an understanding of and document the licensee’s
distance and fuel accounting system by evaluating the internal control.

.010 Identify any weaknesses. Any weaknesses must be documented in the audit file
and should be communicated to the licensee before finalization of the audit.

.015 The auditor should obtain sufficient and appropriate audit evidence in order to
draw reasonable conclusions on which to base the audit opinion of the licensee’s
distance and fuel accounting system..

.300 Study and Examination
.005 It is suggested, but not required, that fleet-miles/kitemetersdistance and fuel be
verified to seurce-summary documentation for at least three representative quarters.

Fhe-auditorshal al_sl © vell”& Ell'at the-totad “.”'el.s".E'le“l'ete's Rave

.010 Not less than three representative months should be selected for audit with
respect to computations of jurisdiction distance via routes traveled and fuel
purchases to assure that all miles/kilometersdistance and fuel are reported. inte-the

system.
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.005 In the event that an auditor is unable to determine any

reasonable method to assign or allocate unreported miles/kiltemetersdistance,
such_distance shall be assigned to all jurisdictions on the basis of each
jurisdiction’s_audited percentage of total distance.

.010 Any audit adjustment to total fleet mies/kiltemetersdistances and/or fuel
of individual jurisdictions wit-may require recomputation of the licensee's
miles per_gallon/kilometers per liter. and,-conseguentlythe-fueltax-obligation
to-variousjurisdictions.

A53€LA430 SAMPLING

baSISSampllnq S|qn|f|cantlv reduces the amount of time for the Ilcensee and faC|I|tates a
timely completion of audit. Therefore sampling should be used unless a specific situation
dictates otherwise.

.100 Sample period(s) must be representative of the licensee's operations.

.200 Sample period(s) may be different for member jurisdictions due to seasonal
operations.

.300 The licensee should be allowed input into sample selection if legitimate reasons
exist.

.400 An agreement that the sampling methodology is appropriate and representative should
be signed by the licensee and the auditor.

*A540-A440 VERIFICATION OF LICENSEE RECORDS

.100 If the licensee's operational records are not located in the base jurisdiction and
the base jurisdiction's auditors must travel to where such-records are maintained,
the base jurisdiction may require the licensee to pay the base jurisdiction per

diem and travel expenses incurred by the auditor(s) in performance of such-an
audit.

.200 The audit will be completed using the best information available to the base

| jurisdiction. The burden of proof is on the licensee.

.300 The auditor will make any reasonable attempt to verify information reported on the
tax returns.

400 If the base jurisdiction utilizes a distance reporting software program to verify the
records of the licensee, that software program shall be used as an audit tool. Fhe

auditor must use discretion when verifying the licensee's records. All_ documentation
required to be maintained in accordance with Section P540 of the IFTA Procedures Manual,
and any other records used by the licensee to_substantiate its distance traveled, must be
considered by the auditor(s) in_determining an-aceeptable the adequacy of the distance
reporting system and the accuracy of reported distance traveled.
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*A550-A450 INADEQUATE LICENSEE RECORDS/ASSESSMENT

.100 FuelUseMPG/KPL Estimation

If the licensee's records are lacking or inadequate to support any tax return filed

by the licensee or to determine the licensee's tax liability, the base jurisdiction

shall have authority to estimate the MPG/KPL fueluse upon{butis-netlimited-to}based on

factors such as-the-fellowing:

.005 Prior experience of the licensee;

.010 Licensees with similar operations;

.015 Industry averages;

.020 Records available from fuel distributors; and

.025 Other pertinent information the auditor may obtain or examine.

Unless the auditor finds substantial evidence to the contrary by reviewing the
above, in the absence of adequate records, a standard of 4 MPG/1.7KPL will be

used.( look at possibility to use a % factor adjustment that increases each audit
engagement for continued inadequate records.)

.200 Tax Paid Fuel Credits
When tax paid fuel documentation is unavailable, all claims for tax paid fuel will be
disallowed.

AB00-A500 THE AUDIT PROCESS

AB10-A510 AUDIT NOTIFICATION

At least 30 days prior to conducting a—reutine-the audit, the licensee sheuld-must be
contacted and advisedin an audit is to be conducted of the records substantiating distance
and fuel reported during the proposed audit period. Through the initial or subsequent audit
contacts, the licensee must be advised of the quarters to be audited, the type of records to
be audlted and the proposed audlt start date

aA copy of the

notlflcatlon letter should be mee#perateel—lncluded inte the audlt file. detailing the tentative
audit date and the documentation the licensee is required to furnish.

.200 Forjust-cause,nNotification requirements may be waived. Any waiver or
postponement must be documented in the audit file.

| .300 Al pre-audit contact should be confirmed in writing.
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elselesu%epelw Belonqs in best practlces

:*%3&A520 OPENING CONFERENCE

An opening conference shall be conducted with the licensee and documented in the audit
file. The purpose of this conference is to verify the licensee’s operation and inform the
licensee of the scope of the audit, the records to be examined and describe the audit
procedures which will be used to conduct the engagement.

exacmmeel—samplepened—samng—pFeeedwes—e%c—lf an openlnq conference iS not
conducted, the reason must be documented i in the audlt flle Iheme#}ed—b%whmh—said

messag+ng—The Ilcensee and audltor should determlne who has the
responsibility for the final acceptance of audit findings and who should be involved
in the closing conference.

*AB640-A530 EVALUATION OF INTERNAL CONTROL
The auditor's study and evaluation of the licensee's internal accounting control system
has several identifiable phases.

.100 Review and Documentation
The review of the system is an information-gathering phase in which the auditor,
through inquiry and observation, determines the licensee's accounting policies
and procedures. The auditor's objective is to obtain an understanding of the flow
of transaction processing. As part of this process, the auditor will:
.005 Find out if there have been changes in the licensee's accounting
procedures or operations during the audit period,;

.010 Identify the records that the licensee keeps to support the tax return;
.015 Audit the support documentation and check with the licensee to determine

if any pre-auditing of support documentation is done prior to data entry;
and



389
390
391
392
393
394
395
396
397
398
399
400
401
402
403
404
405
406
407
408
409
410
411
412
413
414
415
416
417
418
419
420
421
422
423
424
425
426
427
428
429
430
431
432
433
434
435
436
437

The auditor must documents the-understanding-of-the licensee's distance and fuel
accounting systems ef-and internal_controls in the work papers. The auditor may use by

eemple&ng a questlonnalre de&gned—ter—thls

in- a flowchart or a

narratlve;

e

To clarify this understanding, the auditor may select a few transactions of each
transaction type and trace them through the accounting system from initiation to
ultimate recording._This is to ensure internal controls are functioning as described.

.200 Preliminary Evaluation
By studying and evaluating the internal control procedures, the auditor identifies
apparent weaknesses in the internal control system.

.300 Tests of Compliance

If controls are inadequate to permit reliance, the auditor may make a more
extensive review and perform tests of compliance. If weaknesses identified in the
preliminary evaluation preclude reliance, or if the auditor believes that more
efficient or effective audit tests are possible without reliance, the auditor will plan
audit procedures without any further study and evaluation of accounting control.

400 Report on Weaknesses

%madeeremattepseeﬁmeaedrtet—sqedgmet% Any serious weaknesses
identified wil-should be fermalhy-promptly reported premptly to the licensee rather than at

completion of the audit.

*AB50-A540 CLOSING CONFERENCE

A closing conference shall be conducted with the licensee and documented in the audit file.
The purpose of this conference is to inform the licensee of the preliminary audit findings and
any changes to the licensee’s tax liability resulting from the examination. The auditor
should provide the licensee with recommendations for improvement, if applicable, and
advise the licensee of their rights of appeal. The auditor should verify with the licensee who

should receive the audit report.

theﬂaudttetcepen—sheelel—leeﬂadd#essedrlf a cIosmq conference is not conducted the reason

must be documented in the audlt flle e
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*A660-A550 AUDIT REPORTS

REPORTING STANDARDS
A report must be issued which must contain a clear statement of the scope of the audit and
must also clearly state, describe and support the results.

.100 Licensee-Audit Report
An complete audit report documenting the audit must be prepared by the auditor and_sent to
the licensee and affected member jurisdiction. The report shall containbut-not-be-limited-to
at least, the following information:
.005 Name of the Base Jurisdiction;
.005-010 Name and address of licensee;
.810-015Account number;
.020 FEIN or equivalent;
.045-025 Audit period;
.020-030 Types of records audited;
.025-035 Description of audit techniques employed,;
.8306-040 Net distance adjustment;
.035-045 Net tax paid fuel purchases adjustment;
.840-050 MPG/KPL as reported;
.045-055 MPG/KPL as result of audit;
.060 Reported Tax by jurisdiction;
.065 Audited Tax by jurisdiction;
.050-070 Net fuel tax adjustment per jurisdiction;
.075 Interest by jurisdiction;
.080 Penalty;
.080 Total by jurisdiction;
.085 Requirements and Recommendations:
.005 Identify deficiencies with requirements of the agreement;
.010 Recommendations as a result of the findings;
.015 Areas of improvements;
.020 Identify potential consequences for continued non-compliance.

055 Remarks-andrecommendations: and
.060-085 Signature of auditor or reviewing jurisdictional official and date.




487 | *AB70-A560 AUDIT DOCUMENTATION

488 | The audit documentation shall accomplish the following:

489

490 .100 Communicate the results of the audit, showing adjusted distance, fuel and the
491 | monetary results;

492

493 | .200 Document and justify procedures conducted by the auditor;

494

495  .300 Indicate source of audit results. For example, audited fuel determined from retail
496 | purchase receipts;

497

498 | .400 Communicate suggestions and recommendations made to the licensee; and
499

288 | .500 Clearly support audit findings.

502 | *A680-A570 AUDIT FILE CONTENTS
503  The audit file will contain, but not be limited to, the following:
504  .100 Schedules

505 .005 Summary schedules

506 Summary schedules shall include reported and audited fuel and distance
507 for each affected jurisdiction. They shall also include the assessment or
508 refund for the jurisdictions and the net total assessment or refund due for
509 | the audit, including all penalties and interest.

510

511 .010 Supplementary schedules

512 Supplementary schedules shall provide additional detail for results on the
513 summary schedules. Supplementary schedules will contain, but not be
514 limited to, schedules showing how audited fuel and distances were

515 calculated and the computation of adjustment factors determined from a
516 | sample, if applicable.

517

518 .200 Support Documentation

519 .005 Detail Information

520 Detail Information is documentation of actual records reviewed, which
521 support the audit results. Detail information includes, but is not limited to,
522 the following; detail of retail or bulk purchases, detail of bulk fuel

523 withdrawals and analysis of trips audited, showing audited distance in total
524 and per jurisdiction. This information may be maintained on a workpaper
525 or electronically, on a database.

526 .010 Listing of Records Maintained

527 A listing of records maintained shall indicate what records are maintained
528 and presented by the licensee and whether the records comply with the
529 | Agreement.

530

531 .015 A synopsis of opening and closing conference notes with licensee
532 indicating date and persons attending.

533
534



535

536
537
538
539
540
541
542
543
544
545
546
547
548
549
550
551
552
553
554
555
556
557
558
559
560
561
562
563
564
565
566
567
568
569
570
571
572
573
574
575
576
S77
578
579
580
581
582

Please note: Another working group has been tasked by the Board to

review appeals of audits.

*A690-A580 COMMUNICATION OF AUDIT FINDINGS

.100 Following the close-out conference and any review period deemed necessary, the
base jurisdiction will furnish the licensee with the Licensee Audit Report and its
customary notice of assessment, billing or other notification which would signify
the beginning of the licensee’s appeal period.

.200 Within 45 days of furnishing the licensee with the finalized Licensee Audit Report
and its customary notification of assessment or billing, the commissioner shall
send an Interjurisdictional Audit Report to all affected member jurisdictions
notifying those jurisdictions of the accuracy of the records of said licensee and
any resulting adjustment of fuel taxes. An affected jurisdiction is any jurisdiction in
which the licensee reported or accrued miles/kilometers, fuel or experiences any
changes in the reported vs. audited calculations during the audit period. The
Licensee Audit Report shall be considered to be finalized when the notification of
assessment or billing issued to the licensee triggers the right to appeal such
assessment or billing. Where a licensee does not agree with the initial notification
of audit findings and the base jurisdiction has granted more time to review the
audit results and/or review additional records before the formal appeals process
begins, the Licensee Audit Report will not be considered finalized.

.300 Member jurisdictions may request copies of the audit reports and work papers. A
copy of the audit report, work papers, supporting documentation and any pertinent
post-audit communications must be maintained by the base jurisdiction as part of
the audit file for a period of four years from the date of completion of the audit.
400 Fuel tax adjustments resulting from audit findings will be documented and
included on monthly transmittals.

.500 In the event that the results of audit indicate funds owed to affected member
jurisdictions and the licensee remits payment in full on or before the due date
established by the base jurisdiction, such funds shall be remitted by the base
jurisdiction to affected member jurisdictions in the manner and at the time
prescribed by P1040. In the event the base jurisdiction sends or causes to be
sent a transmittal to a member jurisdiction which shows money owing to the base
jurisdiction, the jurisdiction being billed shall remit payment to the base jurisdiction
as prescribed by P1040

.600 Should a licensee fail to remit payment in full on or before the due date
established by the base jurisdiction, the base jurisdiction may choose one of the
following options in remitting audit funds to affected member jurisdictions:

Option 1

The base jurisdiction may remit any additional money owed by a licensee to
affected member jurisdictions when payment is received. Upon receipt of a

partial payment, the base jurisdiction must remit the payment on a pro-rata basis
to affected member jurisdictions by the last day of the month following the month
in which payment is received from the licensee. Credits due the licensee from
one or more affected member jurisdictions shall be considered a payment made
by the licensee. Total credits due the licensee and actual payments made by the
licensee shall be allocated to each affected member jurisdiction owed based on
the following formula:

Credits and/or
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Net Amount Due a Jurisdiction X Payments Available

Total Amount Due all Jurisdictions to allocate

Any audit liability identified by the base jurisdiction but not previously remitted by
the base jurisdiction to the affected member jurisdictions, and which is deemed to
be uncollectible for one or more of the reasons stated in the IFTA Procedures
Manual Section P1060.200.010, must be reported to the affected member
jurisdictions as such within 60 days of the after the uncollectible determination.
Option 2

The base jurisdiction may make payment of an audit liability in full to each affected
member jurisdiction. If all or a portion of the funds originally remitted to the
affected member jurisdictions is subsequently deemed uncollectible for one or
more of the reasons stated in the IFTA Procedures Manual Section
P1060.200.010, the base jurisdiction will be entitled to a refund of money
previously remitted. If a portion of the money previously remitted is deemed to be
uncollectible, the amount of the refund due from each affected member
jurisdiction shall be calculated on a pro-rata basis applying the same formula set
forth in Optionl1. Such refund shall be made by an adjustment to a future monthly
transmittal. Adjustments made to previously remitted audit results deemed to be
uncollectible must be indicated as such on the transmittal.
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