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Webinar Objectives

Preparing for a sales & use tax audit
Managing the audit process
Post-audit considerations
Other issues
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Preparing for a Sales & Use Tax Audit

» Client receives an audit letter from NYSDTF

= Verify pertinent information on audit notification letter

 Name and address, EIN, tax articles, audit period, responsible persons

* Questionnaires (DO-1632, AU-431)

= Review the Information Document Request (IDR)
* What is readily available?
* What requires some work to find and organize?

* What is not necessary?
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J Youx | Department of
—— TATE Taxation and Finance

Oetobar 4, 2023
Transachon Flekd Sudl Bureay - BuMala Districd Office sudit case |

77 Broadway, Suite 300, Buffalo, NY 14203-1642 Tax type: SW

Tax articles: 28
Audit period:
Tampayer |0

We selected your New York State sales and use tax records for an audit.

This letter is to inform you that we will examine your records. Review the attached Information Document
Request (IDR).

What to expect

A Tax Department auditor N i review your books and records to confirm you complied
with all applicable tax laws. The auditor can answer any questions you may have about the audil process at
any tme,

To learm more, see the enclosed Publication 130-F, The New York Stafe Tax Audit—Your Rights and
Rasponsibilities, and Publication 900, Important Information for Business Cwiers

What books and records you must provide

You musi provide all documentation in auditable form and electranic form (if available) to support the relurns
as filed. The enclosed IDR describes the books and records that you must provide.

If your records are voluminous, discuss the |IDR with the auditor. You can also discuss audit technigues, as
descrined in Publication 130-F, at that time.

As the audit progresses, the auditer may ask you to provide recards and information in addition to the tems
an the IDR. We may schedule a field visit to review the information requested.



Mesw York State Departrnent of Taxation and Finance
WAAA LEX. MY OV

‘_ﬁ Transaction Flakd Awdit Buraau
BuMaio District Oficn IDR:
77 Broadway, Suwbe 300, Bulfss, NY 14203-1642 #04
Fhone: [T16) B35-5338 Fac (515) 435-8589 .

_ _I.nfurma_ultjgn Document Request o

Fraxpayer name: I s years: [N
Identification number Case ID:F
Artiche(a):

Apditar;
Date requested: October 4, 2023

Dratafs) Provided column completed by
¥our response is due by: 10/31/2023

Name
" Description of documents and information requested: - | Boters |
1. Sales IEI relufns worksheets, and canceled checks mwmg taxes pE.I.id__-.i .
2. Federal income tax returns (Forms 1120, 1085, or 1040) S | o
3_l;Ew Y ork :-.S_tale_ct:;;u-r-aﬁn- tax relu ms R . - |
4, General Iédgﬂr ........ o -
= "l"aar:end trial béilalﬁce - - - -
6. Year-end financial statements _ - - N ]
7. General journal and ﬂlﬂﬁ.in.g_ﬁntriﬂ:E - - ]I
[

8. Sales invaices |

9, . All exermnplion documents supporting non- laxahle sales, lnchud:ng

« resale, exempt use, axempt organization, and capital imprevement cerificates
« any other documantation nacuasar:,- te prove non-taxable sales

10, c‘.hart nf accounis

_— N — - - ee—— = = .

11, Fixed assel purchase/sales invoices

12. E:pense pur:hasa invoices

13, Merchandise purchase invoices |




14, Bank statements, canceled checks, and deposit slips for all accounts

15. Cash receipts journal -- including sales journal, if applicable

16, Ca?;ﬁ d:_sbuTEemeﬁ t journal - including purchase journal, if appli:;ahlé

Incorporation

18, Depreciation schedules

18, Lease/Rental Agreements




M By Wb, Srate Depsome of Tasalion s
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Sales Tax Exammatlon Questionnaire DO-1632

iz b
Mame of busingss
T S - —— — . |
T . B ”-_”-““T%-‘" ..... -
; i |
H you have any ol the Hlumng identdication (08 numbers, entar fhem in the spaces halow
Aalen i I rmber o Lates Sadnoty WG munim [ WY Loty [
1 i i i
R Lodd L NN
[ ORI e 7
[ [
Frird of Type w0 answers o the fslawing guestions . Altach addisnal sheels if necessony
1 Whom should we cantact to stan our examination®
e B S —

s nddens

Tl

2 Wihal lypes of producis or earvices does your company soll o prowde?

3 Diel you acouire Mis Bisiness (of Aasats of A business) from a egsiored sales tar wendor? . veel | mel ]
H Yes hawe yeu #ed Farm AU 196 10 Nobbuatron af Saie. Transfer, or Assgamienl i Buk, with the Tae Depanmant? . ves| Mo

| Fredvim sk 10 numbss (EIH

S N N 0 I N I O

[Feaes cwners name

Binligea
£ [Does powr company have a Vel sile? Yas .| Mo ||

If Wea, prowde Web addrees [
& Does your company make sales uough thes Wishoste? wes[ ] |

& Ao sales made on he nterme thmugh an alfiisled comgany?  Yes( | Ma |
 ¥as complete the follmeng

[Tiame of alifsied compary :
7. Dioyou make tas-esempt salas? .
If Yas, what is Ihe bass for exempbon? mak @ X m at fal sl
Purchasers provide exemplion cerifcates |_| Sates detivered out-ol-state [
Sades ave nol taxable || Esplain o S

ther [] Explan

B Aretheie seasonal or piher Tucluatians in sakes? . ves! | Mol |
o s, oxplaine




Haw York St Dapaitment of Tasaion and Finance
J Responsible Person AU-431
Questlonnalre (1110)

UsnEss nEME

sam' lax dentfication narbar ICG!E rumher o r\uul pediod
Identification section
pime of responsible person . T ‘Swilsaé'uf-l'. number |

e o T Physcal manng sdeess |
Laﬁﬁa'ma"'—' Ji:n::nl of tme dovalnd 1o busingss |

- o Yes Mo Mol

For the person named above, mark an X in the appropriate box applicable
for each item below. or unknown
1. Is he or she responsible for preparing or supervising he preparatuun _ .

of sales tax retums and ensuring the remittance of tax? ... [} 1 [J
2. Does he or she participate in making significant business decisions? . [ ]
3. Is he or she responsible for maintaining and managing the business? [ [ 1

4. Daes he ar she own,
» corporate stack?. L

g
[ 5=}

« yoting stock? . [
5. Does he or she derive substantial income or have a substantial
economic stake in the BUSINESET .. ... .o [ L ]
G, Does he or she have authority to:
= manage the business with knowledge and control over financial affairs? . [] ] [
» pay or direct payment of bills or other business liabilities? ... ] I} O
ssignchecks? LI [m|
= act on behalf of the business, with the Tax departmen Ll [
« sighn consents extending periods of limitation?..._.___.. L ]
= sign power of attorney tor the business?. ... L L
« 5ign consent fixing tax?...................... . L1 |
« sign instaliment payrrvent agreemenis? L1 il
» hire and fire employees? - O O
= negotiale lvang, bunrm maoney for the business, or guatanlua . - -
T oo o

[Confinied an hack page)
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Preparing for a Sales & Use Tax Audit

= Contact auditor
* What information they are looking for?
 Discuss audit process

e Establish an initial timeframe

» How does a business (or individual) get chosen for audit?

= Audits of other taxpayers
= Whistleblower Issues

= NY audit selection methodologies
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Preparing for a Sales & Use Tax Audit

» How does a business (or individual) get chosen for audit?
= Corporate tax return sales v. sales tax return sales
= Consistent taxable percentage
= Drastic changes in filing pattern

" |Information from more sources (franchisers, insurance companies, liquor
distributors, and financial institutions)

= Compare returns of similar businesses operating within the same
geographic areas

= Cash/credit card ratio out of sync with similar businesses
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Preparing for a Sales & Use Tax Audit

» Conduct a self-review of the following information:
= Tax returns for audit period

= Sales

= Resale and exemption certificates
" Fixed assets

= Payables

= Use tax accruals

= Data

= Prior audits
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Preparing for a Sales & Use Tax Audit

» Prepare a gameplan for managing the audit

= Select a point person to work directly with the auditor and be their
main contact person

* Whoever is “running” the audit may need help with completing their
other work duties

= Review company policies for:
* Visitors
* Access to documents

* Workspace for auditor

= What do you consider acceptable in terms of potential liability,
time to complete the audit?
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Preparing for a Sales & Use Tax Audit

» Other things to consider:
= Waivers

= Are you comfortable using block or statistical sampling and what
does that mean for audit?

= QOverlapping audits

= QOverpayments
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Managing the Audit Process

» Opening conference

= Meet with person who prepared sales tax returns and
management/ownership of the company

= Discuss audit process and review taxpayer’s rights
= Review the information prepared by the taxpayer

* Great opportunity for taxpayer to ask questions about audit
and expectations
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Managing the Audit Process

» Working with the auditors
= Tour of manufacturing operations

= Managing questions / information and document requests

* Be careful of what you say and/or how you explain
something to the auditor; have your facts straight

* Should be given time to provide answers or documents

= Will issue a preliminary audit assessment
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Managing the Audit Process

» Dispute resolution
" Prioritize exceptions in the preliminary assessment
= Research, review and gather information to counter assessment
= Meet with the auditor to review exceptions
= Consider contacting auditor’s supervisor or team leader for

assistance resolving an issue

* Sometimes you may not be able to resolve an issue to your
satisfaction during the audit
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Managing the Audit Process

» Exit conference
= Auditor issues AU-346, Statement of Proposed Audit Changes
for Sales and Use Tax
* Discuss administrative procedures and appeal options

* Review Penalties and Interest, may need to prepare a penalty
abatement letter to remove penalties

* Discuss payment and potential issues

* Issue closing letter and audit verification letter
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Managing the Audit Process

» Payment issues

= |f you can’t pay tax bill in full, you may qualify for an installment
payment agreement (IPA) where you make monthly payments toward
unpaid tax balance for specified time

* You can request IPA for a balance of $20,000 or less, and with 36 or
fewer scheduled monthly payments thru online account.

e Otherwise, you need to make request by phone at 518-457-5434. The
Tax Dept. will then review your facts and circumstances before making a
decision to approve IPA.

* Failure to adhere to terms and conditions of IPA could result in collection
actions.
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Post-Audit Considerations

» Appeal options

= |ssues to consider:
* Is this issue something that can be easily resolved?
* Dollar amount of tax being contested
e Future impact on your industry or business
* Level of assurance
* Cost of outside tax or legal counsel

* Need to weigh the cost v. benefit of paying versus appealing
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Post-Audit Considerations

» Appeal options

= Tax appeals process in New York State
e Bureau of Conciliation and Mediation Services (BCMS)
 Division of Taxation Appeals
+* Administrative Law Judge (ALJ hearing)
+* Tax Appeals Tribunal
* Judicial review
+* Supreme Court Appellate Division (Third Dept.)
+* Court of Appeals
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The Tax Appeals Process in New York

Division of Tax Appeals

Judicial Review
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Post-Audit Considerations

» Improving sales & use tax compliance

= An audit can provide the impetus to improve sales & use tax
compliance, whether your issues are small...

* Schedule periodic meetings to review tax law changes,
administrative guidance and/or other concerns

* Prepare/update tax guides
* Review Questionable or high-dollar transactions

* Set policies for collecting resale and exemption certificates
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Post-Audit Considerations

» Improving sales & use tax compliance

= Orvyourissues are large...
 Establish internal controls for sales & use tax
* Consider outsourcing different compliance functions
* Use tax technology to improve process
* Employ alternative methods for calculating use tax on purchases

 Staffing changes
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Other Issues

» Potential “gray areas”:
= Economic nexus
= Marketplaces
= Sales or purchases of assets (bulk sales)
= Utilities used in production
= Purchases for locations in different states
= Computer software
" |nformation services

" |ndustry-specific issues

SOLUTIONS BEYOND THE OBVIOUS PRESENTED BY TRONCONI SEGARRA & ASSOCIATES LLP



TRONCONISEGARRA
(ASSOCIATES.

Certified Public Accountants
Business Consultants

Other Issues

» Potential “gray areas”:
= Software-as-a-Service and Digital / Technology Transactions
= Protective / Detective Services

= Use Tax for Professional Services Businesses

Information / Advertising Services

Artwork / Collectibles
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This publication has been prepared for general guidance on matters of interest only; it does not constitute
professional advice. You should not act upon the information contained in this publication without
obtaining specific professional advice. No representation or warranty (express or implied) is given as to the
accuracy of completeness of the information contained in this publication; and, to the extent permitted by
law, Tronconi Segarra & Associates LLP, its members, employees and agents do not accept or assume any
liability, responsibility or duty of care for any consequences of you or anyone else acting, or refraining to
act, in reliance on the information contained in this website or for any decision based on it.

Copyright 2024 Tronconi Segarra & Associates. All rights reserved.
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Contact Information

Thomas E. Mazurek, Jr., CPA, Partner
Tronconi Segarra & Associates

tmazurek@tsacpa.com
716-633-1373

Kaitlin Pashina, CPA, Tax Manager
Tronconi Segarra & Associates
kpashina@tsacpa.com
716-633-1373
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