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No one looks forward to a 
sales and use tax audit. 
Audits can be an uncomfortable process, 
especially for those who are not tax experts. 
Auditors are on a quest for errors leading to 
additional funds. During an audit, auditors will 
disrupt your business to double check your work, 
point out errors, and likely ask for the additional 
funds due that they uncovered.

The purpose of this paper is to help you through 
the audit by examining the process, strategies 
and actions that you can take for a successful 
outcome plus offer steps that you can take to 
prepare for future audits.
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About Sales Tax Audits
Sales and use audits require resources that 
could otherwise be used to further the 
business. In addition, the outcome of a sales 
and use audit generally results in additional 
monetary and compliance obligations. 

Several factors can affect the duration of a 
sales and use tax audit:
• Size of the taxpayer
• Relative operations in the state
• Scope of activities in the state

Types of Audits
In general, there are three types of audits:

1. Correspondence audit — In a 
correspondence audit, a state tax 
department sends a letter or email, 
generally asking for documentation to 
support tax returns, refund requests, 
or other items that the taxpayer 
has submitted or relied upon for its 
tax position. Issues involved in a 
correspondence audit are generally 
straightforward and can be resolved by 
mail. For example, in a sales and use 
tax audit, exemption certificates may be 
requested to support exempt sales. 

2. Office audit — Here, the taxpayer is 
requested to meet with a state tax 
department to resolve issues. The 
audit is generally more complex than a 
correspondence audit, and documentation 
is generally requested. Since the audit is 
in person, the auditor may have general 
questions about the taxpayer’s business, 
employees, or other areas related to tax 
compliance. In a sales and use tax office 
audit, the taxpayer may be required 
to bring information about specific 
transactions and information about 
compliance procedures, etc. 

3. Field audit — The state tax department 
performs the audit on the taxpayer’s 
premises in a field audit. A field audit 
generally takes place when multiple, 
complex tax positions are at issue. The 
state tax department will, of course, 
examine returns and records but will 
also want to tour the business or facility 
and interview employees involved in 
tax compliance. In a sales tax audit, the 
state tax department will most likely ask 
for extensive records regarding sale and 
use tax compliance with respect to the 
taxpayer’s particular type of business. 
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Audit Stages
In general, for field audits mostly but 
occasionally office audits, there are three 
stages to an audit. 

1. Pre-audit — During this period, the scope 
of the sales and use tax audit is framed, 
and other issues are negotiated. The 
parties agree where the audit will take 
place, the hours of the workday that 
the auditor will be on-site, and who the 
auditor’s contact person will be. The 
parties will also agree on documents that 
are required and when those documents 
will be made available. If time allows, a 
taxpayer may want to perform a self-audit 
of its sales and use tax compliance prior 
to the actual audit.  
 
A very important pre-audit issue is 
the sampling methodology to be used. 
Sampling is almost always used in sales 
and use tax audits since reviewing every 
record and transaction that a taxpayer has 
would be extremely time consuming. 

2. Audit — During the audit period, the state’s 
representative will review records, returns, 
and business processes to determine the 
proposed sales and use tax audit result. 
Taxpayers will want to keep a list of 
information given to the auditor, and how 
long the auditor has had the information. 
It is also a good idea to make sure the 
timelines set before the audit are adhered 
to and that requests for information are 
complied with in a timely manner. Also, 
only one person should be the point 
person, and all requests for information 
and accommodation should be made 
through that person. 

3. Post-audit — After the sales and use 
audit is completed, a determination will 
be issued. Once the determination is 
received, the taxpayer should decide 
whether it is going to appeal or pay. 
Payment options can also be explored at 
this time. The taxpayer should also take 
the result of the audit and use it to make 
process improvements to prevent future 
audits. 

Pre-Audit Strategies
Steps can be taken in advance to help the 
process be as smooth and efficient as possible. 

Understand the Timeline
Auditors have a limited amount of time for 
each audit. Also, travel time may have to be 
built into the audit. Taxpayers need to keep 
the business running while under audit. 
Establishing a timeline for the audit up front 
allows the taxpayer to grasp the resources 
that will be needed. 

Schedule the Audit
When scheduling a sales and use tax audit, 
taxpayers must consider the time needed 
to respond to the auditor’s requests 
for information and to resolve other 
housekeeping issues. If a taxpayer is subject 
to multiple audits, it is wise to allow for a gap 
between audits to determine which issues in 
the subsequent audit may have been fully or 
partially resolved by the previous audit. 

Consider the following when scheduling 
an audit:
• Effort required to complete the audit
• Available personnel and their work loads
• Auditor’s schedule and length of stay 

for audit
• Whether the taxpayer should agree to a 

waiver of the statute of limitations
• Prior audit experience with that state

Areas to Negotiate Before the Audit
It is important to know that you can negotiate 
audit elements. Most negotiation occurs later 
in the audit. However, prior to a sales and 
use tax audit, a taxpayer should attempt to 
negotiate the: 
• Audit period
• Sampling methodology
• Scope of review
• Taxpayer entities subject to the audit
• Timing of the audit

The taxpayer should request that audit 
communications be in writing. Auditors tend to 
put only communications that are important 
to the state in writing. However, written 
communication documents questions that 
have been raised, responses that have been 
given, and issues that have been resolved. 
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After the Initial Contact
After initial contact, the auditor should 
provide a confirmation letter that includes:

• Name(s) and identification numbers of the 
taxpayer(s)

• The period under review

• Whether the taxpayer has agreed to a waiver 
of the statute of limitations

• The specific taxes (sales, use, or both) under 
audit

• The dates the auditor will be on the 
taxpayer’s premises

• A list of records, returns, and other 
documents requested, including: 

 ‒ Work papers and other data used to 
prepare returns

 ‒ Ledgers, journals, and journal entries
 ‒ Copies of other tax returns, such as 
federal/state income tax returns and 
property tax returns

 ‒ Exemption certificates for exempt sales
 ‒ Purchase orders/contracts and lease 
agreements

 ‒ Accounts payable files
 ‒ Sales invoices and supporting 
documentation

 ‒ List of capital assets
 ‒ and more 

• Any agreements regarding the scope or 
conduct of the audit

Waiver of Statute of Limitation
Frequently, an audit is started just before the 
statute of limitations is set to expire. Thus, is 
it common for an auditor to request a waiver 
of the statute of limitations from the taxpayer 
to extend the period of an assessment for 
a limited period (three to six months). A 
taxpayer may hesitate to agree to a waiver 
since it prolongs the time for the state to issue 
a sales and use tax assessment. However, by 
agreeing to a waiver, a taxpayer can avoid the 
possibility of a jeopardy assessment. A waiver 
also allows taxpayers to ask for an extension 
of time for filing refund claims. 

Perform a Self-Audit
Taxpayers should have a regular self-audit 
program to detect errors prior to an audit. 
If not, a self-audit should be performed. If 
time or staff does not allow for a complete 
self-audit prior to the auditor’s arrival, 
perform a limited review to identify obvious 
areas of exposure. 

Specifically, look for:

• Incomplete, missing, or expired exemption 
certificates

• Failure to self-assess use tax on purchases

• Use of procurement cards and adequate 
documentation

Exemption Certificates
Sellers must have an exemption certificate for 
each exempt sale; if not, an auditor will assess 
the tax due. Review exemption certificates 
for missing, incomplete, or inaccurate 
certificates and then obtain replacements 
before the auditor arrives. Auditors that find 
missing or incomplete certificates may be 
very particular about replacement certificates 
that are obtained. However, if the taxpayer 
has valid exemption certificates, the auditor 
is more likely to think that the taxpayer has 
diligently complied with tax laws. If only a few 
certificates are missing or incomplete, the 
auditor may feel this is an immaterial level of 
error not worthy of an assessment. 

Purchases
Another area of exposure are taxable 
purchases where the vendor failed to bill tax 
and no self-assessment was made. Taxpayers 
should look for missed transactions and make 
corrections before the auditor reviews the 
purchases. 

Purchase invoices should be reviewed to 
determine if tax was self-assessed at the 
time of purchase. If tax was underpaid, the 
taxpayer should self-assess and report the 
tax. If the tax is overpaid, a refund claim 
should be filed. If a significant amount of 
tax is unpaid, an amended return should be 
filed with interest due on the underpayment. 
Taxpayers self-assessing on purchases 
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that are older than three to six months 
would generally be expected to file an 
amended return. 

Purchases with Procurement Cards
Taxpayers should also review procurement 
card purchases for potential audit issues. 
Procurement cards can be tricky, since often 
purchase documents don’t have details 
to indicate where the purchase was made, 
how it was used, and what was purchased. 
Without supporting details, an auditor will be 
more likely to assess tax. On the other hand, 
employees may also make exempt purchases 
with procurement cards and mistakenly 
pay tax. 

The following should be maintained and 
documented for purchases made with 
procurement cards: 
• Seller’s name
• Description of item
• Cost of item
• Date of purchase
• Name of requisitioner and departmental 

charge number
• Breakdown of all elements of final charge

With this information, taxpayers will be 
better able to make a correct sales and use 
tax assessment of the transaction when it 
occurs. And, if the transaction is audited, the 
necessary information will be there for either 
party to make a correct tax determination on 
the purchases. 

1. Don’t panic!

2. Contact your tax advisor.

3. Collect all documentation. Use of 
sales and use tax software lessens 
this burden.

4. Determine if the audit is sales tax, 
use tax or both.

5. Ask the auditor for any applicable 
“internal” audit manuals.

6. Review tax overpayment situations 
with auditor to make certain they 
are acknowledged and to ascertain 
how best to handle.

7. Review and understand auditor’s 
exceptions list: 
a. Missing documentation items 
b. Lack of knowledge/information 

items
c. Truly taxable items

4. Educate the auditor on your 
business: for example: set up a 
plant tour.

5. Ask questions to identify potential 
refund opportunities.

6. Be prepared to pay some tax, 
especially if it is a use tax audit.

What to Do When You 
Receive an Audit Notice
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Strategies During an Audit
Many things can be done during a sales and 
use tax audit to improve the experience and 
the outcome. It is important that taxpayers 
and auditors have a good relationship during 
the audit. It is also important that taxpayers 
understand the reason for the audit and the 
process by which an auditor arrives at the final 
audit outcome. 

Establish a Good Working Relationship 
A good working relationship can be fostered if 
a taxpayer: 

• Respects the auditor’s authority but is firm 
when it is appropriate to disagree

• Knows the current statutory and case tax 
law and does not expect the auditor to 
educate the taxpayer. 

A taxpayer should provide an auditor with a 
list of rules to follow at the taxpayer’s office. 
The rules should cover office hours; use of 
company telephones; photocopy procedures; 
name, phone number, and address of contact 
person(s); cafeteria hours; sign-in procedures; 
and necessity for an escort in certain areas. 

Once the audit plan is confirmed, the 
fieldwork begins. 

• The taxpayer should have the preliminary 
information requested when the audit was 
scheduled. 

• If all the information is not available, the 
taxpayer must tell the auditor and indicate 
when the remaining information will be 
available. 
 
Taxpayers sometimes wait for a second 
request from the auditor before providing 
information. By waiting, taxpayers may avoid 
having to provide information that is not 
essential to the audit. On the other hand, 
if a taxpayer takes this approach, it may 
needlessly aggravate the auditor.  
 
Taxpayers may want to maintain two 
correspondence files to avoid commingling 

damaging correspondence regarding filing 
positions with the return work papers. 
Return files should be closely reviewed to 
make sure that only essential information is 
turned over to the auditor.  
 
Care should be taken in responding to initial 
interview questions.

• The auditor will interview the taxpayer to 
understand the taxpayer’s business and 
operations in the state. The auditor will use 
this information to identify potential lapses 
in compliance procedures or routines. 

• Taxpayers should not respond to questions 
they are uncertain about until further 
clarification is obtained. 

• Deciding when to disclose refund claims and 
self-reported adjustments to the auditor can 
be tricky. 

• Taxpayers are often advised not to provide 
a refund claim to the auditor too early in the 
fieldwork. 

• Some auditors may view the refund claim as 
a benchmark for their assessment, i.E., They 
may feel obligated to offset the refund if it is 
provided too early in the audit. 

• Do not wait until the last day to give the 
auditor a refund claim. The auditor must 
have time to review the documentation if 
the refund is to be processed as part of 
the audit. 

• Taxpayers may wish to disclose self-
reported adjustments early to the auditor, 
particularly if discovery of the error is likely 
to occur in the early phases of the fieldwork. 
Taxpayers gain credibility with the auditor 
by disclosing and self-reporting certain 
errors and may avoid penalties on the audit 
assessment.
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Five Main Reasons for Audits
Understanding the reason for a sales and use 
tax audit can help the taxpayer gain insight 
into the direction the auditor will take with 
the audit. Audits usually happen for one of the 
following reasons. 

1. Recurring audit — Some taxpayers are 
targeted for audit simply because of their 
size. These taxpayers need to be diligent 
with their compliance and document the 
positions taken on their returns. 

2. Response to amended return or refund 
claim — In many instances, filing a 
refund claim will not trigger a field audit. 
However, a taxpayer should expect 
that there will be some review applied 
of an amended return or refund claim. 
Generally, the review is an office audit and 
not a field audit. 

3. Special industry audit — States often 
target specific industries or groups of 
taxpayers that may yield significant audit 
adjustments. A state will do this when the 
tax implications of a common industry or 
business practice are being ignored by 
most taxpayers in that industry. 

4. Statutory change — States often conduct 
targeted audits after a statutory change 
or a change in case law to make sure that 
taxpayers are complying with the new law. 

5. Referral from other taxpayers — 
Sometimes an audit is triggered by a 
disgruntled ex-employee or former 
spouse that decides to divulge 
information regarding the taxpayer’s 
compliance practices. 

Transactional Reviews
Most of the auditor’s fieldwork time will be 
devoted to developing the audit sample 
and reviewing transactions. The auditor will 
focus on identifying underpayments of tax; 
an auditor’s procedures are not designed to 
identify overpayment errors. Taxpayers cannot 
count on auditors to identify sales and use tax 
refund opportunities for them. 

Generally, an auditor’s review of sales and 
purchases consists of the following.

Examining returns, supporting work papers, 
schedules, and calculations: 
• Reviewing returns helps the auditor 

understand the taxpayer’s reporting 
practices and the types of transactions the 
taxpayer reports. 

• Auditors sometimes modify their audit plan 
after they have reviewed the taxpayer’s 
returns; they may discover new areas or 
procedures that will require attention. 

Touring manufacturing plant or other 
operations: 
• Plan the physical layout of the plant tour 

to avoid controversial or high-exposure 
areas; auditors should not have independent 
contact with plant personnel during or after 
the tour. 

• Explain the objective of the tour to guides, 
rehearse the tour and anticipated questions 
with tour guides, and coach tour guides on 
appropriate responses; tell tour guides to 
only respond to questions in the presence of 
the taxpayer’s audit lead. 
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Performing sample or detailed review of sales 
and purchases: 
• Once the sample has been selected, the 

auditor will review all the transactions in 
the sample to determine if tax has been 
properly paid. 

• For the sales portion of the review, the 
focus will be on exempt sales and the 
correct application of tax; a transaction that 
was improperly exempt becomes a potential 
adjustment.

Most sales adjustments occur 
because an incorrect tax rate 
was applied to the sale, an 
exemption was granted to 
a taxpayer without a valid 
exemption certificate, or the 
tax was not billed correctly 
on the various elements of 
the sale. 

Unreported use tax on 
purchases is the largest and 
most common sales and 
use tax audit adjustment 
for most taxpayers; the 
most common use tax 
errors include the failure to 
self-assess on purchases from 
unregistered or out-of-state 
vendors, overreaching on the 
application of exemptions, 
failure to self-assess on 
inventory transfers for self-use 
or purchases from related 
entities, applying an incorrect 
rate, or incorrectly taxing or 
not taxing the components of 
the purchase. 

Providing taxpayer with a list of potential 
errors: 
• After a review of transactions, the auditor 

will give the taxpayer a list of potentially 
taxable transactions. 

• Generally, the auditor will deem a 
transaction as taxable if there is not an 
obvious applicable exemption or exclusion. 

• At the meetings with the auditor, the 
taxpayer will present evidence to support 
its position that the transactions should not 
be taxed. 

Reviewing taxpayer’s reasons for not 
billing tax on sales or paying tax on certain 
purchases: 
• The auditor will give the taxpayer time to 

review the list of questioned transactions

• Then the auditor will meet with the taxpayer 
to discuss the taxability of each transaction

• Finalizing a list of taxable transactions for 
assessment: 

• After negotiations over the questioned 
transactions have been completed, the 
auditor will prepare a revised list of 
proposed adjustments for the taxpayer. 

• This listing of transactions represents the 
final agreed-upon or “agree-to-disagree” 
adjustments proposed by the auditor. 

• The taxpayer should carefully review the 
revised list of transactions to make certain 
that all adjustments that the auditor agreed 
to make are reflected. 
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Overall Audit Strategies
Regardless of the length or scope of a sales 
and use tax audit, certain strategies will make 
the process less painful for both parties. 
Taxpayers should be sure to: 

• be prompt to audit meetings and respond 
quickly to requests by an auditor. 

• recognize that the auditor has a job to do 
and be professional about their role in 
the process. 

• not impede the audit process; delaying the 
release of information rarely has a positive 
effect on the audit’s outcome. 

• provide the auditor with comfortable work 
accommodations

Negotiation Skills
Strong negotiation skills will serve a taxpayer 
well in an audit. While many issues may not be 
negotiable, issues surrounding the application 
of tax to specific transactions may be subject 
to negotiation. 

Tips for negotiating successfully with an 
auditor include:

• Accepting the fact that the auditor may 
sometimes win

• As audit issues are rarely crystal clear, 
demonstrate a willingness to compromise 
where appropriate. 

• Once you win your point, stop talking

• Suggest other options for critical positions 
with broader audit implications

• If you have identified a position as non-
negotiable, do not back down

• Admit to error; this raises your credibility on 
other matters

1. Be conservative, but do claim 
partially exempt assets.

2. Review vendor invoices 
periodically for sales tax being 
charged.

3. Maintain fixed asset purchase 
invoices separately from regular 
expenses.

4. Carefully manage exemption 
certificates.

5. Get exemption certificates from 
customers as appropriate.

6. Pay attention to blanket 
exemption certificates and when 
they expire.

7. Delay putting items in finished 
goods inventory to the extent 
you can.

8. Claim appropriate exemptions on 
computers used by production 
personnel.

9. Be careful with separate legal 
entities and the movement of 
in-process product between 
those entities.

How to Avoid Audit 
Surprises
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Post-Audit Strategies
After a fieldwork audit is completed, certain 
steps should be taken to verify the audit 
outcome. At this time, taxpayers must also 
consider payment and appeal options. 

Post-Audit Steps
Preliminary or final assessments are generally 
issued four to 12 weeks after the fieldwork is 
completed. Most states have a review process 
for assessments to ensure that results are 
consistent from taxpayer to taxpayer. The 
review also ensures that the assessment is 
consistent with current case and statutory 
law. Taxpayers should do the following after 
audit fieldwork is completed: 

• Meet with auditor to verify the timetable and 
tasks to be completed to finalize the audit 

• Discuss the assessment process and clarify 
your rights and responsibilities

• If the auditor provides you with copies of 
the audit work papers, verify that all agreed-
upon adjustments are reflected in the final 
work papers

• When the assessment is received, verify 
all amounts against the final work sheets 
provided by the auditor; bring errors to the 
auditor’s attention and pay attention to last-
minute adjustments to be sure they were 
carried over to the assessment

• Note deadlines for payment or appeal 
(usually 30 or 60 days after the date the 
notice was mailed or received) and plan 
accordingly so they are not missed 

• If an appeal or litigation is being considered, 
discuss if there will be more success with 
outside counsel

• Verify that the interest calculation is 
correct; if a penalty has been included in the 
assessment, taxpayers may wish to consider 
appealing it

• If the state allows partial payment on 
agreed-upon issues, consider paying that 
part to reduce interest costs if other issues 
are being appealed 

• Make sure the audit deficiency is accounted 
for on the company’s books

Meeting with the Auditor’s Supervisor
Taxpayers may want to meet with an auditor’s 
supervisor near the end of the sales and use 
tax audit to explore settlement on certain 
issues. If an auditor is inexperienced or the 
audit is large, the supervisor plays a more 
active role. In addition, the supervisor may 
have previously audited the taxpayer. 

Negotiate trade-offs on certain issues — The 
taxpayer may be able to negotiate settlements 
on certain issues. If the auditor does not 
have the authority to negotiate settlements, 
meet with the auditor’s supervisor. The 
decision to trade-off issues generally involves 
transactions with which there is some 
uncertainty regarding taxability. There will 
usually be one or more issues favoring the 
taxpayer and one or more issues favoring 
the state. 

Discuss the reasons for imposition of a 
penalty or the abatement of a penalty that 
has been imposed — The decision to impose 
a penalty is frequently made by the auditor’s 
supervisor. Supervisors decide penalties to 
achieve consistency and to provide for as 
unbiased a decision as possible. 

Gain additional insight into the position of 
the state — Taxpayers who are considering 
appealing certain issues can determine the 
strength of the state’s position from meeting 
with the auditor’s supervisor. To decide 
whether to appeal, the taxpayer needs to 
know the strength of the state’s position and 
whether the state is willing to contest the 
issue. A meeting will also help the taxpayer 
focus on the strengths and merits of its 
own position. 
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Interest
All states impose interest on deficiencies 
assessed from audit. Most states assess 
simple interest, but some apply compound 
interest rates to the underpayments. 

Interest calculation in a sales and use tax 
audit can be tricky. Because of the reliance on 
sampling in sales and use tax audits, the audit 
deficiency cannot be specifically assigned to 
each month under audit. In other words, the 
sample relates to the entire audit period, but 
not necessarily to any specific month within 
that period. 

To calculate interest, the sample must be 
allocated across the audit period on a monthly 
basis. To compute interest, the auditor assumes 
that the deficiency determined by the sample 
was earned ratably over the audit period and 
then allocates a portion of the deficiency to 
each month, using sales, cost of goods sold, or 
some other measure of business activity. 

In addition to regular interest, some states 
have penalty interest that can be assessed. 
Penalty interest is calculated in the same 
manner as regular interest. 

Penalties
Penalties are imposed to obtain greater 
taxpayer compliance. The imposition of 
penalties also provides the state additional 
revenue. 

In most states, the audit supervisor has the 
principal authority to impose a penalty, based 
upon the recommendation of the auditor. A 
few states impose automatic penalties on any 
assessment after the first audit assessment. 

Some of the more common reasons for 
penalties include:
• Failure to file a return
• Failure to make payment of tax due
• Late filing or payment
• Failure to correct past errors in compliance
• Engaging in fraud or willful evasion of tax
• Other penalties may include:
• Ordinary negligence penalty
• Gross negligence penalty
• Fraud penalty
• Substantial understatement penalty

Penalty Appeals
Before taxpayers can make any decisions 
regarding the appeal of penalties, they must 
establish the basis for the state’s imposition 
of penalty. The taxpayer must then present 
evidence to overturn the penalty. However, 
since the reasons cited by the state for 
penalty imposition are often vague, taxpayers 
must also be prepared to provide broad 
evidence to convince the state to abate the 
penalty. 

If the state cites a specific transaction 
or group of transactions as giving rise 
to the penalty, the taxpayer will need to 
demonstrate that it did not meet the penalty 
statute’s standard for imposition. 

It is likely that the state will not be specific in 
its reasons for imposing a penalty. In many 
instances, the state will merely indicate that 
the taxpayer had made errors in prior audits 
with self-assessments and that similar errors 
were found in the current audit. Or the state 
may cite the amount of the assessment or the 
number of errors in the audit as being greater 
than in the previous audit. 

When the state provides general reasons for 
the imposition of penalty, the taxpayer must 
respond in a broad manner. General defenses 
to penalty imposition include: 

• Complexity in the administration of tax law

• Unsettled nature of issues leads to issue in 
compliance

• Demonstrated level of self-compliance that 
the taxpayer was making a good faith effort 
to comply

• That the tax paid voluntarily is large 
compared the deficiency revealed in 
the audit

• Prior minimal audit assessments in the past 
and a consistent record of timely compliance

• Staffing issues which may have prevented a 
well-meaning taxpayer from fully complying
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Considerations in Appeal Decisions
In the final stages of the audit, taxpayers must 
decide whether to appeal the audit results. 
When considering an appeal, taxpayers should 
think about the following. 

When to involve an attorney or a CPA — It is 
wise to seek assistance early so the advisor 
can help the taxpayer decide whether 
to appeal. 

Knowledge of “local customs” — An attorney 
or CPA hired should be familiar with local 
practice and procedure. There are written 
and unwritten rules regarding the conduct 
of appeals and other administrative actions 
that can only be learned through experience. 
A hearing officer will be more likely to 
accept the interpretation of an individual 
who has a reputation as a knowledgeable 
tax professional. 

Estimating the probability of success — 
Taxpayers should estimate the probability of 
success before proceeding with a costly appeal. 

Performing a cost-benefit analysis — 
Performing a cost-benefit analysis assures 
that the appeal, if unsuccessful, can be 
justified financially. In addition to probability 
of success, the taxpayer will need to estimate 
of the appeal costs or litigation expenses. 

Assessing the intangibles of litigation — If the 
cost-benefit analysis yields a favorable result, 
the intangibles of litigation must be assessed. 
These include the following: 

• Would the public disclosure of the 
taxpayer’s position affect the filing position 
in other states? 

• Is the taxpayer prepared for public 
disclosure of its practices if the appeal goes 
to litigation in court? 

• Does management support the appeal 
decision and understand the potential 
hazards of litigation? 

• Will pending challenges from other 
taxpayers impact this appeal?

Preparing for the Next Audit
At the conclusion of the audit, taxpayers 
should begin preparing for the next sales 
and use tax audit. By addressing problems 
promptly, taxpayers will be able to limit 
their exposure to future sales and use tax 
deficiencies. 

Following are strategies to prepare for the 
next audit:

1.  Understand how your business and sales 
and use tax risk has changed in light of 
Wayfair economic nexus, and the ongoing 
rise in remote and direct-to-consumer 
selling.

2.  Establish and reinforce a people, process 
and technology approach to managing the 
sales and use tax compliance process for 
each state and locality in which you do 
business. 

3. Assess the benefits of working with a 
third-party provider to help navigate 
sales tax nexus, registrations, changes 
in exemption compliance management 
requirements and tax base changes.

4. Understand the role of automation to 
ensure accuracy; integrating tax data 
and documentation; and keeping your 
company in compliance. 

5.  Consider cloud-based indirect tax software 
that integrates directly with your ERP.

6. Get a Nexus Study to understand where 
you have sales and use tax nexus and 
where to focus.

7.  If your company has sales tax nexus in a 
state where you have not registered and/
or collected and remitted sales and use 
tax, an audit may go back several years, 
and a huge tax bill could await you. 

 ‒  Consider filing a voluntary disclosure 
agreement or participating in an 
amnesty program to limit your liability 
and exposure and significantly reduce 
penalties and interest related to unpaid 
tax liabilities if those states permit.
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If you are a tax professional or sales tax submissions are just part of your 
job responsibilities, here’s no way around it, tax audits are uncomfortable 
and challenging. Being prepared, understanding the process, and 
identifying the required information ahead of time are ways you can help 
make minimize the impact audits can have on your company.

Sales tax software can help you and your company simplify the sales tax 
submission and audit preparation process. Software, like CCH SureTax, 
can offer a single source of truth for:

• Sales tax calculations

• Data normalization

• State and local form preparations (including specialized line codes)

• Historical audit tracking

• Simplified returns processing and submissions

Unlike other tax software, CCH SureTax is quick to initiate, always up 
to date, and simple to use, giving you more time to focused on your 
business, not taxes.

Automation can improve your 
sales tax process

Learn more at  
EngageTax.WoltersKluwer.com/CCHSureTax
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