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As noted in our previous Our Thoughts On article, sales tax can be complicated in the context of a buying or
selling an entity, and proper diligence is necessary to ensure that the buyer is made aware of known liabilities
and potentially unknown liabilities. A sales tax due diligence process typically begins with a review of the
target company’s sales tax returns to determine where the company is currently filing and the tax treatment
of its sales.
A review of the target’s sales by state is conducted for a period of years to determine where its customers are
located and, potentially, where it operates. It is also important to review other available resources including
the company’s tax policies and procedures and the company’s website to gain an understanding of the
products or services that the target sells to its customers. A thorough understanding of what the target sells
is necessary to determine whether the products or services are taxable in the jurisdictions where it operates.
An interview of the target’s personnel or representatives should be conducted to obtain more knowledge of
the business and its existing tax processes and procedures. An in-depth understanding of the target’s
activities across the country is necessary to conclude on where the target has sales tax nexus.
Often, unbeknownst to many companies, sales tax nexus is created simply through:
sales solicitation within a state,
product delivery in company-owned vehicles,
performance of services by employees, or
storage of inventory.

The interview with the target company’s personnel typically includes questions about the company’s
procedures, including the company’s use tax accrual process and which personnel are making taxability
determinations. Current and prior sales tax audits should be reviewed to understand the issues raised, tax
assessed, and the target’s process in place to comply going forward.
Once the analysis is complete, a sales tax due diligence report is generally prepared summarizing any
potential issues and estimating the tax exposure. The report includes conclusions as to any weakness in the
company’s tax processes and procedures, and might include a list of additional states where filing obligations
exist.
With the Supreme Court’s recent decision in South Dakota v. Wayfair, which authorized the states to impose
economic nexus on businesses that have $100,000 in sales or 200 separate transactions in a state, nexus
issues and tax liabilities will continue to expand for many businesses.

Schneider Downs’ due diligence tax advisors assist buyers in assessing the sales tax posture of target
companies and the associated risk of potential tax liabilities.
Our advisors recommend corrective action to resolve any issues or liabilities—from obtaining missing
exemption certificates to applying for a voluntary disclosure with a state or states.
A voluntary disclosure agreement involves a taxpayer coming forward with notification to a state (typically on
an anonymous basis through a third party) that it has a tax liability. In return for the taxpayer’s good faith
effort to resolve its liability, the state will typically agree to a limited look-back period and in most cases will
waive any penalties.
Additionally, many states require that a purchaser (or seller) obtain a tax clearance certificate for an asset
sale. If the sale warrants a tax clearance certificate from the state, our advisors can provide an explanation of
the process required to obtain the tax clearance certificate from the respective state(s).
Sales tax due diligence can be a matter of “known knowns” or “known unknowns.” If conducted properly, the
diligence process will affirm the knowns and identify and quantify the unknowns. A buyer that knows where
its potential sales and use tax exposure lies is in a better position to act.
Contact our experienced due diligence team to get ahead of sales tax issues that might affect your
transactions.
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You’ve heard our thoughts… We’d like to hear yours
The Schneider Downs Our Thoughts On blog exists to create a dialogue on issues that are important to organizations and
individuals. While we enjoy sharing our ideas and insights, we’re especially interested in what you may have to say. If you
have a question or a comment about this article – or any article from the Our Thoughts On blog – we hope you’ll share it
with us. After all, a dialogue is an exchange of ideas, and we’d like to hear from you. Email us at
contactSD@schneiderdowns.com.
Material discussed is meant for informational purposes only, and it is not to be construed as investment, tax, or legal advice.
Please note that individual situations can vary. Therefore, this information should be relied upon when coordinated with
individual professional advice.
© 2019 Schneider Downs. All rights-reserved. All content on this site is property of Schneider Downs unless otherwise noted
and should not be used without written permission.
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Although everyone’s situation is different, most people will go through various stages of wealth
development throughout their lifetime. Over the ...
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Have a question? Ask us!
We’d love to hear from you. Drop us a note, and we’ll respond to you as quickly as
possible.

ASK US

CONTACT US

PITTSBURGH
One PPG Place, Suite 1700
Pittsburgh, PA 15222
contactsd@schneiderdowns.com
p:412.261.3644 f:412.261.4876

COLUMBUS
65 East State Street, Suite 2000
Columbus, OH 43215
contactsd@schneiderdowns.com
p:614.621.4060 f:614.621.4062

WASHINGTON, D.C.
1660 International Drive, Suite 600
McLean, VA 22102
contactsd@schneiderdowns.com
p:571.380.9003
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Schneider Downs is a Top 60 independent Certified Public Accounting (CPA) firm providing accounting, tax,
audit and business advisory services to public and private companies, not-for-profit organizations and global
companies. We also offer Internal Audit; Technology Consulting; Software Solutions; Personal Financial
Services; Retirement Plan Solutions and Corporate Finance Services. Schneider Downs is the 13th largest
accounting firm in the Mid-Atlantic region and serves individuals and companies in Pennsylvania (PA), Ohio
(OH), West Virginia (WV), New York (NY), Maryland (MD), and additional states in the United States with offices
in Pittsburgh, PA and Columbus, OH.
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