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To say that states are “short” of tax revenue is an understatement.  For 2010, the estimated shortfall may 

exceed $170 billion.  To bridge the gap between income and expenditures, states have implemented a 

variety of strategies.  These include trimming program costs, staff furloughs, staff layoffs, tax rate 

increases, tax base expansion, and increased enforcement of existing tax laws. 

Increased enforcement efforts have put many businesses on guard.  Your business needs to be aware of 

where states are focusing their enforcement efforts so that you can avoid these critical mistakes. The best 

defense is a good offense!  Being aware of the pitfalls and evaluating your company’s exposure to these 

areas will help you reduce your risk for unexpected tax liabilities.  Following are four common pitfalls 

that plaque many businesses relative to sales and use tax compliance: 

1.  Missing documentation:  Sales tax is a transaction level tax.  Under most state sales tax rules, each 

sale is presumed to be taxable unless the purchaser provides the seller proper documentation to support an 

exemption for the sale.  The failure of sellers to obtain and retain these exemption certificates may be the 

number one “preventable” mistake made by companies. 

Other missing documents that can hurt taxpayers are missing expense receipts to support credit card 

charges.  It is now common for auditors to review credit card statements looking for potentially taxable 

transactions.  The failure to have an invoice or receipt that shows tax may cause your business to pay tax  

twice on transactions; once when it was purchased and again under audit.  Companies must require that 

all of the receipts be obtained and maintained to substantiate charges on these business credit cards.  

There is no excuse for companies being assessed tax on these types of transactions, but it happens with 

some frequency. 

2. Poorly constructed invoices:  For sales tax purposes, the invoice your company issues is the 

beginning and the end of the audit documentation.  Don’t bother pulling out contracts to describe what 

you intended to do.  If the invoice is wrong or unclear, most auditors will treat that transaction out as an 

error.   
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Numerous problems are created when invoices are not properly prepared.  For example, contractors that 

separately state labor and material on an invoice but don’t charge tax.  Companies that bundle taxable and 

non-taxable services into one price but only charge tax on the taxable service.  Invoices that do not clearly 

indicate delivery methods or “ship to” can also create big problems for companies.  Failing to clearly 

indicate these instructions could cause the transactions to be taxed as “intrastate” sales and not 

“interstate” sales.  There are many other examples of how poorly constructed invoices have caused 

companies to pay tax to states that was not technically due, but the company’s failure to have properly 

constructed invoices forced them to pay the state anyway.   

3. Out-of-date tax rules:  Sales tax rules change with some regularity.  Statutes change, regulations 

change, and courts issue decisions that can affect tax law.  Many businesses have adopted a “set it and 

forget it” mentality with respect to these rules.  Companies should periodically evaluate the accuracy of 

tax rules they use and make sure that these rules are consistent with the invoices submitted and the 

transactions that take place.  There is no excuse for a company being assessed tax because they “didn’t 

know” the tax rules that applied to their business.  

4. Failing to file where required:  It is amazing how many businesses are operating in multiple states 

without a clue that they are required to register for the collection and remittance of sales tax in these 

states.  The concept of “nexus” is not new and the general rules are pretty straightforward.  Granted, there 

are some unique rules and exceptions to these rules when it comes to e-commerce, but for companies that 

rely on traveling salesmen to generate sales, the concept is pretty easy.  If a state finds that your business 

has had a physical presence in that state for a number of years, they can audit and assess tax for the length 

of time your company has had nexus.  This assessment is 100% preventable if businesses would take the 

time to determine where they have nexus and then assess the consequences of that nexus.  Companies 

should periodically evaluate where they have sales and whether they have nexus in those states.  If there 

is nexus, then businesses must determine if there have been any taxable events and determine whether to 

charge tax.  

Conclusion: 

The points outlined above are just a few of the common problems that companies face when dealing with 

multistate sales tax compliance.  Any problems associated with these issues can be avoided if companies 

are provided with competent and timely information and take the time to objectively evaluate their current 

business operations.   There is no reason for companies to pay tax to state governments on audits where 

the assessment is based on poor record keeping and missing documents.  This is low hanging fruit and 

should never be available for picking.  State governments will be scrambling for tax dollars for the next 



decade so there is no time like the present to begin evaluating your company’s processes and systems in 

anticipation of being audited at some point in the future.    

 

 

 

 

 

© 2010 Sales Tax Advisors of Georgia, P.C. and/or its Affiliates.  All Rights Reserved.  Reproduction and 
distribution of this publication in any form without prior written permission is forbidden 


