COTFA-1210{51F) REV. 15{7-17} BILLING AND REFUND NOTICE
CALUFORNIA DEPARTMENT OF MNotice1D: 0602 9003 540 | May 01,2019
\A TAX AND FEE ADMINISTRATION
Bl SPECIAL TAXES AMD FEES Amount Due 71.220.66
F.Q. BOX 942872 SACRAMENTO, CALIFORNIA 04270-0058 Amount ensloszed
1{800) 400-7115

Additional charges are due if not paid
by 05711719 (S&e instructicns belaw)

e

A t: CR STF (GS
E::::sns Login Gode . SRR
00047141136

For Omos Use Criy
RE PM

EFFECTIVE DATE OF PAYMENT

Mo DAY YEAR

| T e o o A ——

|

Paymants can be made online by golng 1o www.cdtfa.ce.gov and selecling the 'Makezll Payment® tab. Otherwise, cut on the dotted line andretum
ariginal top portion with your check or monay ordar mada payabla ta the California Department of Tax and Fee Administration.

* Jaopardy Notice of Determination * Accourl: CR s’n:-as
You are hereby notified of an amount dus from you s Shown  yanee 1D: 0002 8003 540

below. Please visit our website at www.cctfa.ca.gov to
download publications 17 and 70 to help you better
understand our appeals proceduras and your rights.

Cigarette Tax/Tobacco Products Tax =
GIGARETTE DISTRIBUTCRS TAX Interest Penalty Total

JEOPARDY ISSUED 05/01/19
As determined by Audit
For the Period 07/01/15-03/31/17

Revenua 62,070.00 62,070.00
Intarast 08/26/15-05/725719 9,150.66 9,150.66
Subtotal 62,070.00 9,150.468 o.00 71,220.6886
AHOUNT -DUE 71,220.64
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Did you know that spproximately 96 percent of all taxas and feesx
administered by the CDTFA are filed and paid on %ima?.We want ta holp

vou be succesaful in reasolving Vour tax and fes matters and avoid
potential proeblams.

Why taka care of this now?

Interest is added on sny unpald tex or fee amounts at tha rate of
0.563 % per month. Intercat of $3§2.08 will acerda if tha TAX is not
patd an or before D6/25/19. You can pravent additional interest frem
haing added to vour bhill by acting now.

Avoid Collectiaon Cost Recavary fees by paving on tima.

Additional psnalty of % 6,207.00 is due i{f not pald by 05/11/19.
Lirbility discliosod by audit.

Information concerning Detarminmations

Payments can be made online by going to www.cdifa.ca.gov and salacting the "Make a Payment* tab. 0004?738113k

If you are paying by check or money ordar, write yeur account number and Notlca ID shown above. Make eheck or money order
payablato the CDTFA. Includa orlglnal top pottion of this form with your payment. Keep the bottam postion for your records,




COTFA-1210($1A FEV. 15 (7-17) BILLING AND REFUND NOTICE

CALIFORNIA DEPARTMENT OF Notice ID: 0002 8787 223 May 03, 2019
Y “5, E%QEPTEQ%EE%ERAHON Amount Due 517,662,946
Y P.0. BOX 842879 SACRAMENTO, CALIFORNIA 94279-0056 Amount anclosad

1 {800} 400-7115
Additional charges ara due if not paid
by 05/13/19 {Sca instructions below)

Account CR STHENEEs
Express Login Code
ooouy?iuapous
For Office Uss Only
RE M
EFFECTIVE DATE OF PAYMENT
MO DAY YEAR

Paymenis can be made online by going to www.cd{fa.ca.gov and selecting the “Make a Payment® 1ab, Otherwisa, cut on the dotted line and ratum
original 1op portion with your check ¢r money orger made payable to tha Califomia Department of Tax and Fae Administration.

* Jeopardy Notice of Detemmination * Account: _BG

You are hereby notifiad of an amount duefrom you as showts  yatice ID= 00028787 223
below. Please visit our website at www.cdtfa.ca.govto

download publications 17 and 70 1o help you better

understand our appeals proceduras and your rights.

Cigarette Tax/Tobacco Products Tax
GCIGARETTE DISTRIBUTORS . TAX interest Penalty Total

JEOPARDY ISSUED 05/03/1%
As determined by Audit
For the Poriod 04/01/17-03/51/1R

Ravenue h 481,%75.00 481,97%.00
Intarest 05/28/17-05/25/1% 35,689.96 : 35,689.9¢
Subtotal 401,973.00 35,689.98 g.00 B17,662.26
AHOUNT-DUE 517,662.95
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01d you know that soproximately 94 percent of all taxes and faes
administerad by the CDTFA are filed and pald on tima? We want to help
vou ba successful in resovlving your tax and fao mattars and avoid
potentiasl problems.

Why taKe care of this now?

Interest is added on sny unpaid tax or fee amounts at tha rate of
0.583 % per manth. Interest of #2,811.51 will seccrua if the TAX iz not
paid an or besfore 05/25/19. You can prevent adéitienal intersest from
baing added to your bill by acting naew.

Avoid Collaction Cost Recovery feas by peaving on tima,

Additional penelty of % 68,197.30 is dus if not paid by 05/13/19.
Lisbility disclosed by audit,

Information concerning Dotsrminations

Payments can be made online by going {0 www.cdtfa.ca.gov and salecting the "Make a Payment® tat. 0ao4?x4a0ua

If you are paying by check or money arder, write your account number and Notlee ID shown above. Make check or money ordar
payable to the GDTFA. Include original top portion of this form with your payment, Keep the bottom portion for your records.




COTFA-1210(S1FYREV. 16(7-17) BILLING AND REFUND NOTICE

<1 Y

CALIFORNIA DEPARTMENT OF Notice [D: 0002 9017432 | May 03, 2019 L H

[ L
£ T3 TAX AND FEE ADMINISTRATION ot o
Gq-:j; | SPECIAL TAXES AND FEES Ameunt Due 1,675,556.11 :u_ i "E!?" ¢
: P.O. BOX 942879 SACRAMENTO, GAUFORNIA 94279-0056 |  Amount enciosed XN o

1(800) 400-7115
Additional ¢harges are dus if not paid
by 05/713/19 (See inztructions balow)

Account: CFD STF 24
Express Login Code
00047029339
For Office Lisg Only
RE PM
{EFFEGTIVE DATE OF PAYMENT
MO DAY YEAR

Payments can he made online by going to www.cdtfa.ca.gov and selecting the "Make a Payment® tab, Otherwiss, cut on the dotted ling and retum
original top portion with your check o money arder made payable to the Califomia Department of Tax and Fes Administration,

* Jeopardy Notice of Detsrmination * o _24
You are harsby notified of an amount due from you as shown

— Notice ID: 000210017432
below. Please vist our website at wvaw.cdtfa.ca.gov 1o

download publications 17 and 70 to halp you better

understand our appeals procedures and your rights.

Cigarette Tax/Tebacco Products Tax )
CIGARETTE FLOORSTOCK DISTRIBUTOR TAX Interast Panalty Total

JEGPARDY ISSUED 05/G3/1%
As dotermined by Audit
For the Paried 04/01/17-06/01/17

Revenua 1,357,640.00 1,357,6460.00

Intereat 07/02/17-06/01/19 182,150.11 182,]150.11

Panalty 135,764.080 135,7466.00

Subtotal 1,357,640.00 182,180.11 135,766.00 1,875,554.11
AMOUNT -DUE

1,675,554.11
a:»;*;u:ﬁ:I»x-u&:uanu!nﬂv!nn&aannn;nrgquaa:unliltnn::i&;&il*!!isu&l:*u*!nigissnaq*inu**nxuanaqwqauinu*rnxun
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— Did you knaw that appréxinagoly 96 percont ot 8ll taxes and feaes
administered by the CDTFA are filed and paid on time? We want ta holp
vou be successful in resolving veur tax and fus matters and avoid
potantial problems.

Why take cars of this now?
Interest is addad on any unpaid tax or fae amounts at the reta of
0.583 % por menth. Interest of &7,919.57 will accriye If the TAX is not

raid on or bsfore 06/01/19. You can prevent additional interest from
heing added to vour bill by acting now.

Avoid Coll¢ction Coat Recovery foes by paying on time.

A 10X penalty has bsen addecd for negligencs in sccordance with Revonus
and Taxation Code section 36204.

Additional penalty of § 135,764.00 is dua 1f not paid by 05/13/19.

Payments can be made online by going to Wiw.cdifa.ca.gov and solecting the "Make a Payment" tab. 0oo4?029339

It you are paying by sheck or money order, write your aciount number and Notice ID shown above. Make check or money order
payabla to the CDOTFA. Include original top portlen of this form with your payment. Keep the battom portion for your records,




COTFA-1210(81B) REV, 15(7-17) CAL!IFORMIA DEPARTMEMT OF
TAX AND FEE ADMINIETRATION
SPECIAL TAXES AND FEES 1 (B0O) 200-7115 Account: CFD STF054-000024
;;Z%p;rdy Notice of Determination NOTICEID: 0002 0017 432 e, o I?
Cigarette Tax/Tobacco Products Tax :
CIGARETTE FLOOR STOCK DISTRIBUTOR TAX Intarest Penalty Total

Liability disclosed by audit.

Information concerning Dsterminations
The person upon whom a determination is made or any person directly
interested may metitian for a redeterminstion. Te be timely, the
petition must be directed to the Galifornia Department of Tax and Faa
Administrstien within 10 days from tha dats shown at the top of this
fotlca. The petitioner must also deposit with the CDTFA sueh zecurity
ax the CDTFA may deem necossary to insure compllanca with the law. A
Fetition need not be in any special form but must be in writing and
should specify the objection to the amount protested. If a hearing is
gda=irsd, it should be requested in the petition. The requaszt should
specify whather an informal mesting with n heaaring officer at the
nearest CDTFA office er a hearing befora tha Dffice of Tax Appeals in
Sscrsmento 12 desfrad. A 10 day notica of tha time and place of
hearing will ha givan,

Request for Administrative Hearing:

The parson upoh whom a jeopardy detsrmination is made may also apply
fer an administrative hearing for one or more of the following: (a) To
establish that the determination is excessive; Cb} Tg sstablish that
the sala of proparty or any part of the property that mey be ssized
after 1z2suance of the jeoperdy datermination should be delayed nanding
tha administrative hearing becsuse the sale would result in

T T T TTTTTTTTIFFEBaTAble IRIUFY to the person; or (¢l To réquest ERE Ffolaasdaf ‘a1l T~

or part of the property to the parsen. (d) To request zuspension of
collection astivities. The applicaticn for an administrativa hearing
must ba mallad to or filed with the California Department of Tax and
Fea Administration within 30 davs from the date shown on the top of
this notice, must be in writing, and must stato the specific grounds
upon which the application is based. No sacurity noed be posted to
file tha application and to obtain this hearing. However, 1f the
porsan doss no deposit within 10 days from the date ahown at the top
of this notice such security sz the CDTFA deams nacessary to insure
compliance, the filing of the application shall not stop collection
activities axeept sale of property seized aftsr issusnce of the
Joopardy determination. In sceordance with the sbava tnstructions, the
person upon whom a Jeepardy determination is issued may rile a
petition for redetermination or a request for administrative hearing.

The filing of a petftion will not prevent the seerusl of intorest.

Payments can be made online by going to wwW.cdtfa.ca.gov and solacting the "Make a Paymont® tab,

It you are paying by check or money order, write your account number and Notics |D shows above, Make check or money order
payable ta the CDTFA. Include original top portlon of this form with your payment. Keep the bottom portion for yourrecords.



STATE OF CALIFORNIA

CALIFORNIA DEPARTMENT OF TAX AND FEE ADMINISTRATION

P.O. BOX 942879, SACRAMENTO, CA 94279-0001 MIC: 48
1-916-591-6068
www.cdltfa.ca.gov

oeor I

Letter Date:

Letter ID:

Account Type:
Account Number:
Audit ID:

Audit Period From:
Audit Period To:

GAVIN NEWSOM
Governor

YOLANDA RICHARDSON
Secretary, Government Operations Agency

NICOLAS MADUROS
Director

April 2, 2021

L0010063849

Cigarette Dist/Importer
86

uly 1, 2015
March 31, 2017

Based on our examination of the records for the account and period(s) referenced above, our Reaudit results and
explanation of findings are provided below. In a recent discussion, you indicated that you agree with our findings. Please
review our findings and the provided working papers. If there is any portion you do not understand, contact us at the
above address for clarification. Please note, the audit working papers are not final and if the review results in a material
change you will be informed prior to the amount being billed, in the form of a Notice of Determination, or the issuance of a

Notice of Refund/Statement of Liability.

Proposed Liability

Examination Period: July 1, 2015 to March 31, 2017

Tax

Credits

Less Adjustments

Payments

Interest through May 31, 2021
Penalty(ies)

Total**

$382,891.00

$ (382,891.00)
$0.00

$0.00

$0.00

$0.00

$0.00

**if multiple billings have occurred, the audit liability may not equal the sum of the billings.

CDTFA-5020 REV. 1 (8-19)
qL0002-17



Letter ID: LO010063849 Letter Date: April 2, 2021

Page 2

Interest continues to accrue monthly on unpaid tax and will be added to the current interest amount shown on page 1 of
this letter. Paying all or part of the liability shown on the Notice will in no way affect your right to protest portions with
which you do not agree. If you would like to make a payment before receiving the Notice, please send your payment with
the attached voucher or, if you prefer, you can pay online by visiting our website at www.cdlfa.ca.gov and select Make a
Payment.

In general, you have six (6) months from the date of payment to file a claim for refund on any overpayments. If you have
already filed a timely claim for refund on or after January 1, 2017, for a payment made with respect to this Notice, you do
not need to file another claim for refund with each subsequent payment you make toward this liability. If you paid for more
than one disputed liability, you must file a timely claim for refund for payments made for each Notice. Any balance will be
refunded with credit interest, if applicable.

Although we have applied commonly accepted auditing procedures during your examination, the auditor may not have
examined all of your transactions. There may still be transactions not reported correctly. If you have any questions about
the application of tax to a product or transaction, please contact us in writing and we will provide you with a written
response.

Tax Measure Disclosed by Examination

Taxable Measure Tax Difference
Tax Value of Cigarettes Sold Without Stamps 0 $0.00
Total: 0 $0.00

**Due to rounding differences, totals on this page may display differently on this page than the front page.

Explanation of Findings

Type of Business
Organization

Type of Transactions

applies California tax stamps to unstamped cigarettes. The taxpayer sells to retails within
California and does not sell to consumers.

Books and Records The taxpayer uses a double-entry computerized accounting system. Books and records
were adequate for tax reporting purposes.
Reporting Method The taxpayer compiles data for all purchases, sales, and inventory for each reporting

period. At the time of reporting, the taxpayer prepares an excel spreadsheet for all
purchase and sale transactions within the correlating reporting period.

Verification and Findings Reaudit Findings:

Original audit liability was $62,070. Auditor made adjustments in the reaudit for
unstamped cigarette purchases, cigarette stamp purchases, cigarette stamp inventory,
unstamped cigarette inventory, return of cigarette stamps, and also forwarded
understated tax value to a related subsequent audit case for this account. The reaudit
resulted in the reduction of $62,070 from the original tax liability.

Reaudit Adjustment Details:

CDTFA-5020 REV. 1 (8-19)
qL0002-17



Letter ID: LO010063849 Letter Date: April 2, 2021

Page 3

Adjusted Understated Tax Value of Stamps Purchased credit increased the additional tax
due by $75,168

3 stamp rolls on schedule R1-12B and R1-12B-1 were each reduced by 28,800 stamps in
the Reaudit as they were verified to be 1,200 stamp rolls and not 30,000 stamp rolls. The
adjustment is a reduction of 86,400 total stamps with a $75,168 stamp tax value, which
caused the original audit credit for the Understated Tax Value of Stamps Purchased to
be reduced by $75,168.

Adjusted Understated Tax Value of Ending Unaffixed Stamp Inventory decreased the
additional tax due by $25,933

The tax value of unaffixed stamp inventory decreased by $25,933 from schedule R1-12C.
The adjustment is due to:

Cigarette stamps purchased was adjusted to include an additional 30,000 stamps from a
additional stamp roll reported by the taxpayer on schedule R1-12C-1b.

Schedule R1-12C-1a. This adjustment accounted for the additional stamp roll
1322216310 that decreased the percentage of error on schedule R1-12C-1a resulting
decreased the number or packs stamped resulting in a decreased of beginning inventory
of unaffixed stamps by 159 stamps.

The Reaudit also accounted for 351 returned stamps from the taxpayer on schedule
R1-12D.

The unaffixed inventory of stamps were adjusted by 29,808 stamps (30,000 + 351 - 159)
on schedule R1-12C-1. This adjustment was forwarded to schedule R1-12C to reduce
the Understated Tax Value of Ending Unaffixed Stamp Inventory per Reaudit by $25,933
(29,808 stamps * $0.87 per stamp)

Adjustment to Understated Tax Value to Mar 2017 to Forward to Subsequent Split Audit
Periods to increase by $10,435

A related audit case (original audit case 1053877, reaudit case A80349) was also
conducted for the subsequent period for this account. The overstated tax due from this
audit of $11,365 was used as credits to offset tax due liabilities in the subsequent audit.
To avoid double-counting, the tax value of cigarettes distributed was increased by
$11,365 in the last period of this audit.

Adjustment to Understated Tax Value to Mar 2017 for Credit without Return of Stamps to

CDTFA-5020 REV. 1 (8-19)
qL0002-17



Letter ID: LO010063849

Miscellaneous

Overpayment

Taxpayer’s Position

Reason for Reaudit

Special Mailing Instructions

Page 4 Letter Date: April 2, 2021

increase by $930

After the adjustment above adjustment there is a remaining credit of $930. Refund cannot
be given without the return of stamps, therefore, auditor made an adjustment to increase

the amount to zero.
Related Audits.

A claim for refund was not obtained for the credit periods as refunds are not granted
without the return of stamps. Periodic credit differences within the audit are attributable to
timing differences and used to offset deficit periods.

The taxpayer concurs with the reaudit results.

The taxpayer's representative did not concur with the original audit. The taxpayer's
representative forwarded additional records for the audit that were used in the reaudit
work papers.

Please send copy of mailings to Mitchell Stradford: 508 Gibson Drive, Suite 120,
Roseville, CA 95678-5797.

Thank you for your cooperation during the review of your account.

Discussed with: Mr. Stradford

CDTFA-5020 REV. 1 (8-19)
qL0002-17

Sincerely,

Dan Tcheng
Senior Tax Auditor



STATE OF CALIFORNIA

CALIFORNIA DEPARTMENT OF TAX AND FEE ADMINISTRATION GAVIN NEWSOM
P.0. BOX 942879, SACRAMENTO, CA 94279-0001 MIC: 48 Governor
1-916-591-6068 YOLANDA RICHARDSON
www.cdtfa.ca.gov Secretary, Government Operations Agency

NICOLAS MADUROS

Director
Letter Date: April 2, 2021
Letter ID: L0010034742
Account Type: Cigarette Dist/Importer
Account Number: 86
Audit ID:
Audit Period From: pril 1, 2017
Audit Period To: March 31, 2018

oeor I

Based on our examination of the records for the account and period(s) referenced above, our Reaudit results and
explanation of findings are provided below. In a recent discussion, you indicated that you agree with our findings. Please
review our findings and the provided working papers. If there is any portion you do not understand, contact us at the
above address for clarification. Please note, the audit working papers are not final and if the review results in a material
change you will be informed prior to the amount being billed, in the form of a Notice of Determination, or the issuance of a
Notice of Refund/Statement of Liability.

Proposed Liability
Examination Period: April 1, 2017 to March 31, 2018

Tax $720,114.00
Credits $ (720,114.00)
Less Adjustments $0.00
Payments $0.00
Interest through May 31, 2021 $0.00
Penalty(ies) $0.00
Total** $0.00

**if multiple billings have occurred, the audit liability may not equal the sum of the billings.

CDTFA-5020 REV. 1 (8-19)
qL0002-17



Letter ID: LO010034742 Page 2 Letter Date: April 2, 2021

Interest continues to accrue monthly on unpaid tax and will be added to the current interest amount shown on page 1 of
this letter. Paying all or part of the liability shown on the Notice will in no way affect your right to protest portions with
which you do not agree. If you would like to make a payment before receiving the Notice, please send your payment with

the attached voucher or, if you prefer, you can pay online by visiting our website at www.cdlfa.ca.gov and select Make a
Payment.

In general, you have six (6) months from the date of payment to file a claim for refund on any overpayments. If you have
already filed a timely claim for refund on or after January 1, 2017, for a payment made with respect to this Notice, you do
not need to file another claim for refund with each subsequent payment you make toward this liability. If you paid for more
than one disputed liability, you must file a timely claim for refund for payments made for each Notice. Any balance will be
refunded with credit interest, if applicable.

Although we have applied commonly accepted auditing procedures during your examination, the auditor may not have
examined all of your transactions. There may still be transactions not reported correctly. If you have any questions about
the application of tax to a product or transaction, please contact us in writing and we will provide you with a written
response.

Tax Measure Disclosed by Examination

Taxable Measure Tax Difference
Tax Value of Cigarettes Sold Without Stamps 0 $0.00
Total: 0 $0.00

**Due to rounding differences, totals on this page may display differently on this page than the front page.

Explanation of Findings

Type of Business
Organization

Type of Transactions The taxpayer is a licensed California Cigarette distributor and operates a warehouse in
#. The taxpayer purchases stamped and unstamped cigarettes and
applies California tax stamps to unstamped cigarettes. The taxpayer sells to retails within
California and does not sell to consumers.

Books and Records The taxpayer uses a double-entry computerized accounting system. Books and records
were adequate for tax reporting purposes.
Reporting Method The taxpayer compiles data for all purchases, sales, and inventory for each reporting

period. At the time of reporting, the taxpayer prepares an excel spreadsheet for all
purchase and sale transactions within the correlating reporting period.

Verification and Findings The original audit liability was $481,973. Based on additional records forwarded from the
taxpayer, the auditor made adjustments to ending unstamped cigarette inventory,
purchases of unstamped cigarettes, stamp purchases, stamp inventory, and included a
credit from a previous period in a related audit of this account. The result of the reaudit is
the decrease of $481,973 from the original audit liability.

Reaudit Adjustment Details:

Adjustment to Ending Unstamped Cigarette Inventory 03/31/2018 decreased additional

CDTFA-5020 REV. 1 (8-19)
qL0002-17



Letter ID: LO010034742

Miscellaneous

Overpayment

Taxpayer’s Position

Reason for Reaudit

CDTFA-5020 REV. 1 (8-19)
qL0002-17

Page 3 Letter Date: April 2, 2021

tax due by $440,852

the taxpayer's close out audit with audit period 04/01/2018 through
12/31/2018. It is also used as the 2018 beginning inventory for the close out audit.
The amount per original audit (1,598,340) was based on a count done by the prior auditor
and contained errors. As a result of the reaudit calculation the ending inventory for
3/31/18 was reduced by 3,072,140 sticks. This reduced the additional tax due by
$440,852 (3,072,140 * 0.1435). See schedule R1-9B-1 for details.

The 03/31/2018 unstamped ciiarette inventory calculation is based on information from

Adjustment to Purchases of Unstamped Cigarettes per Purchase Invoices Provided by
Taxpayer decreased additional tax due by $30,135

F invoice 91398386 for a total of 210,000 sticks was removed as the invoice
ate was verified to be in 2016 on sched11365-11ule R1-9C-1. The Understated
Purchases of Unstamped Cigarettes per Reaudit was therefore reduced by $30,135
(210,000 * 0.1435). See schedule R1-9C-1.

Adjusted Overstated Tax Value of Stamps Purchased per Reaudit decreased additional
tax due by $86,100

The taxpayer provided information for Stamp Roll 1322216310 that was included on
schedule R1-12B and R1-12B-1. The addition of stamp roll 1322216310 resulted in a
decrease of overstated tax value of stamps by $86,100.

Adjusted Beginning Unaffixed Stamp Inventory 4/1/17 per Inventory Reconciliation
increased additional tax due by $85,549

The tax value of unaffixed inventory on 4/1/17 to decrease by $85,549 on schedule
R1-12A and on R1-12C-1. This adjustment accounted for the additional stamp roll
1322216310 that decreased the percentage of error on schedule R1-12C-1A resulting
decreased the number or packs stamped resulting in a decreased of beginning inventory
of unaffixed stamps by 159 stamps.

Cigarette stamps purchased 4/1/17 - 3/31/18 were adjusted to include an additional
30,000 stamps from a additional stamp roll reported by the taxpayer from schedule
R1-12B-1.

The adjustment also accounted for 351 returned stamps from schedule R1-12D-1.
Credit from Previous Period decreased additional tax due $11,365

A related Reaudit case A72157, was performed concurrently with this Reaudit on the
same account, for the period of July 2015 to March 2017. Reaudit case A72157 resulted
in a credit of $11,365. $10,435 of the credit is applied to offset deficit periods in this audit
on schedule R1-13.

This account was also reaudited for the previous period from April 1, 2015 to March 31,
2017 (reaudit case A121309) and a subsequent close out audit from April 1, 2018 to Dec
31, 2018 (case A125405). A floor stock reaudit was also conducted for April 1, 2017.

A claim for refund was not obtained for the credit periods as refunds are not granted
without the return of stamps. Periodic credit differences within the audit are used to offset
deficit periods.

The taxpayer concurs with the reaudit results.
The taxpayer's representative did not concur with the original audit. The taxpayer's

representative forwarded additional records for the audit that were used in the reaudit
work papers.



Letter ID: LO010034742 Letter Date: April 2, 2021

Page 4

Special Mailing Instructions Please send copy of mailings to Mitchell Stradford: 508 Gibson Drive, Suite 120,
Roseville, CA 95678-5797.

Thank you for your cooperation during the review of your account.

Sincerely,

Dan Tcheng
Senior Tax Auditor

Discussed with: Mr. Stradford

CDTFA-5020 REV. 1 (8-19)
qL0002-17



STATE OF CALIFORNIA

CALIFORNIA DEPARTMENT OF TAX AND FEE ADMINISTRATION

P.O. BOX 942879, SACRAMENTO, CA 94279-0001 MIC: 48
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Letter Date: April 8, 2021
Letter ID: L0010119084
Account Type: Cig Floor Distributor
Account Number: 24
Audit ID:

Audit Period From: pril 1, 2017
Audit Period To: April 1, 2017

Based on our examination of the records for the account and period(s) referenced above, our Reaudit results and
explanation of findings are provided below. In a recent discussion, you indicated that you agree with our findings. Please
review our findings and the provided working papers. If there is any portion you do not understand, contact us at the
above address for clarification. Please note, the audit working papers are not final and if the review results in a material
change you will be informed prior to the amount being billed, in the form of a Notice of Determination, or the issuance of a

Notice of Refund/Statement of Liability.

Proposed Liability

Examination Period: April 1, 2017 to April 1, 2017

Tax

Credits

Less Adjustments
Payments

Interest through May 31, 2021

Penalty(ies)
Total**

$1,357,640.00

$ (1,300,240.00)
$0.00

$0.00
$15,115.28
$0.00
$72,515.28

**if multiple billings have occurred, the audit liability may not equal the sum of the billings.

Q‘

Please cut along the line and return the bottom portion with your payment.

CDTFA-5020 REV. Y (8-19)
CDTFA-5000 (8-17)

S Account Type: Cig Floor Distributor
Account Number: 24
Voucher Number: 454265060

Make check payable and send with the voucher to:
California Department of Tax and Fee Administration
PO BOX 942879

Sacramento CA 94279-3535

or visit www.cdffa.ca.gov to pay right now.

Please write your Account number and tax period end date on your check.

PAYMENT VOUCHER

CDTFA USE ONLY

LO010119084

Amount Due
Upon Receipt:

$72,515.28

Enter amount paid

$
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Interest continues to accrue monthly on unpaid tax and will be added to the current interest amount shown on page 1 of
this letter. Paying all or part of the liability shown on the Notice will in no way affect your right to protest portions with
which you do not agree. If you would like to make a payment before receiving the Notice, please send your payment with
the attached voucher or, if you prefer, you can pay online by visiting our website at www.cdlfa.ca.gov and select Make a
Payment.

In general, you have six (6) months from the date of payment to file a claim for refund on any overpayments. If you have
already filed a timely claim for refund on or after January 1, 2017, for a payment made with respect to this Notice, you do
not need to file another claim for refund with each subsequent payment you make toward this liability. If you paid for more
than one disputed liability, you must file a timely claim for refund for payments made for each Notice. Any balance will be
refunded with credit interest, if applicable.

Although we have applied commonly accepted auditing procedures during your examination, the auditor may not have
examined all of your transactions. There may still be transactions not reported correctly. If you have any questions about
the application of tax to a product or transaction, please contact us in writing and we will provide you with a written
response.

Tax Measure Disclosed by Examination

Taxable Measure Tax Difference
Cigarette Stamp Understated Affixed - R2 27,306 $54,612.00
Cigarette Stamp Understated Unaffixed - R2 1,394 $2,788.00
Total: 28,700 $57,400.00

**Due to rounding differences, totals on this page may display differently on this page than the front page.

Explanation of Findings

Type of Business The taxpayer is a corporation.
Organization

Type of Transactions

Books and Records The taxpayer uses a double-entry computerized accounting system. Books and records
were adequate for tax reporting purposes.
Reporting Method The taxpayer did not understand the reporting requirements for the Cigarette Distributor

Floor Stock Tax return and reported based on how many cigarette tax stamps he thought
he had on hand and stated a physical count was not conducted for the return.

Verification and Findings Auditor adjusted the original audit based on additional records provided by the taxpayer.

The original audit understated unaffixed 20 packs of cigarette stamps understated was
31,553. The reaudit reduced the understated unaffixed 20 packs cigarette tax stamps by
30,159. The reaudit results is understated unaffixed cigarette tax stamps 2 pack is 1,394.

The original audit understated affixed 20 packs of cigarette stamps was 647,267. The
reaudit reduced the understated affixed 20 packs cigarette tax stamps by 619,961. The
reaudit results is understated unaffixed cigarette tax stamps 20 pack is 27,306.

Reaudit Adjustment Details:

CDTFA-5020 REV. 1 (8-19)
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Understated stamps unaffixed decreased by 30,159 (decrease of $60,318 in additional
tax due).

An additional stamp roll purchase of 30,000 stamps was included on the schedule
R1-9A-1b-1.

The additional stamp roll also decreased the percentage of error on schedule R1-9A-1b-1
and R1-9A-1b and decreased the number or packs stamped resulting in a decreased of
beginning inventory of unaffixed stamps by 159 stamps on schedule R1-9A-1.

The Understated stamps affixed decreased by 619,961 stamps (decrease of $1,239,922
in additional tax due)

Understated cigarette tax stamp affixed decreased by 361,370 stamps due to a decrease
to Cigarette sales as a result of removing sales prior to 4/1/17 and after 4/26/18 from the
taxpayer's sales report. <See schedule R1-9A-2>.

The understated cigarette tax stamps affixed decreased by 170,670 due to an adjustment
to the 4/26/18 cigarette inventory to removed unstamped cigarette packs in inventory on
4/26/18 on schedule R1-9A-2.

The understated cigarette tax stamp affixed was increased by 159 due to an adjustment
to include an additional stamp roll purchase on schedule R1-9A-1b-1 and R1-9A-1b,
which decreased the percentage of error of stamps applied and not captured by SICPA
and resulted in a decrease in packs stamped by 159 packs and therefore an increase of
beginning inventory of stamped product by 159 packs on schedule R1-9A-2.

Miscellaneous FTB: N/A

Miscellaneous The related cigarette account M%) was also reaudited for the previous period
from April 1, 2015 to March 31, reaudit cas ), and a subsequent reaudit
from April 1, 2017 to March 31, 2018 (reaudit case , and a close out audit from
April 1, 2018 to Dec 31, 2018 (case_

).

Penalty Auditor does not recommend a 10% negligence penalty. The underreporting appears to
be due to unintentional errors.

Reason for Reaudit The taxpayer's representative forwarded additional records for the audit that were used in
the reaudit work papers.

Taxpayer’s Position The taxpayer concurs with the reaudit findings.

Special Mailing Instructions Please mail copies of audit related correspondences to Mitchell Stradford at 508 Gibson
Drive, Suite 120, Roseville, CA 95678-5797.

Master Settlement The taxpayer records the amount of NPM cigarette sales reported on schedule F. The

Agreement schedule Fs were reviewed from 7/1/15 through 3/31/18 during related audits of the
cigarette accounts with no material difference identified.

Thank you for your cooperation during the review of your account.

CDTFA-5020 REV. 1 (8-19)
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Sincerely,

Dan Tcheng
Senior Tax Auditor

Discussed with: Mr. Stradford

CDTFA-5020 REV. 1 (8-19)
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