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=8| Compliance System Review

An Essential Element For Sales and Use Tax

The challenges that companies face with sales and use tax extends past the
complexity of sales and use tax laws. The great volume of sales and purchase
invoices that are processed by a business makes it impracticable to review
each invoice so as to make a tax determination. Therefore, a compliance
system is an essential factor to provide assurance that the accurate amount of
sales and use tax is paid.

The sales tax review is designed to identify flaws in the compliance system that
may cause the taxpayer to underpay or overpay sales tax. It also seeks to
identify whether adequate documentation in the form of exemption
certificates are retained to substantiate the exemptions from the sales tax.

A use tax compliance review seeks to identify flaws in the compliance system
that may cause the taxpayer to omit the payment of use tax on purchases.
Specifically, these would include purchases from out-of-state vendors and
purchases of dual use property where only a portion of the purchase price
would be exempt.

The sales and use tax compliance system review includes a four step process:

First, a review and complete understanding of the business and industry of the
taxpayer is necessary. This step includes a tour of the taxpayer’s facilities and
an analysis of the business process.

Second, a complete review of the paper flow and accounting system is
necessary to understand the tax return preparation procedures. We will also
review the source of the information used to prepare tax returns and pay the
tax.

Third, a review of a representative sample of sales purchase invoices is
necessary to verify that the compliance system as well as its policies and
procedures are current. We also review the invoices for proper application of
the tax.

Fourth, the findings are documented in a written report. To the extent any flaws
in the compliance system are found, recommendations for improvement are
suggested in the report.

The EHTC sales and use tax professionals are available to assist management in
the implementation of a compliance system that will be designed to provide
reasonable assurance that the proper sales and use taxes are paid and that all
exemptions are claimed.




