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Priorities In an
Evolving Tax
Environment




Poll Question 1: What is your top sales tax
priority?

1. Adapting to sales tax
changes

2. Improving overall sales tax
planning & analysis

3. Integrating sales tax
technology

4. Improving efficiency
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Smaller Manufacturers Have Aggressive
Growth Plans

H OW a re Total number of U.S. Less than 528 18% 21%

jurisdictions and
manufacturers

localities with sales  $2B and above 4L2% 16%
Tale W4
g rOWI n g - Less than 528 13%9% 31%

Direct sales to
end-customers as a

share of total sales 2B and above 4L2% 29%

e US e-Commerce
SaleS Less than 528 19% 6%

E-commerce sales in
the U.S. as a share of

* New jurisdictions oralsales 528 and acove 47%
« D2C sales

Less than 52B o,
E-commerce sales 28%

outside the US. as a
share of total sales 2B and above 57%

Increased [ Mo charge [l Decreased
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Priorities Driving Sales & Use Tax Strategies

Sales & use tax priorities for your department in the next 12 months

Improving efficiency in US.
sales tax compliance

tacroloa) and solutions Importance of improving overall sales tax planning
and analysis for small vs large manufacturers

Improving overall sales tax
planning and analysis

Adapting to sales tax
changes at the state level

list as a
priority

listas a
priority
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Sales & Use Tax &
Compliance Tren ds W



Audits, Complexity, and Efficiency Driving the
Need for Change

23%  33% Key Factors driving manufacturers to
change sales tax process:

1. Increased complexity

2. Cost to support audits

Average number of audits
from jurisdictions

Cost to support audits for
sales & use taxes 16% 25%
MNurnber of audits for sales
& use tax compliance 21% 28%
MNumber of jurisdictions auditing
sales & use tax compliance 15% 38%
Overall complexity in the sales

& use tax compliance processes

15% 19%

Overall efficiency in the sales &

use tax compliance processes 23% 21%
Penadlties from audit or
filing/reporting errors 21% L2%
Wirtual /digital reselutions of
sdles & use tax with authorities 17% 34%
B Decreased [ Ne charge Increased
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Organizational Changes Add Complexity to
Sales & Use Tax Compliance

Why is Sales & Use Tax
Compliance becoming more
complex?

1. Changes in business
strategies

2. Technology changes

“We’re trying to centralize our tax functions.
It’s not reasonable for each of our four
segments to have an expert in 50 states sales
tax requirements.” — VP Tax, Transportation
Equipment Manufacturer
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Change in business strategy
(e.g., mergers, new products,
online sales) 43%

Technology change

(e.g. upgrade in ERP,
ecommerce systems, and
purchasing systems) 26%

Regulatory change (e.g,
complexity in determining
filings, responding to 10%
audits/penalty, or increased
penalties from audit/filing/
reporting errors) 31%

B Less than $2B B $2B and above



Sales & Use Tax Compliance Priorities

Reducing manual effort in the process
(e.g., automation)

« Larger manufacturers had a
higher priority on reducing e T oy ot 335 and abve - 80%
manual effort

Integrating tax information from different Less than $28 - 21%

. S2B and above — 40%
« Smaller manufacturers had a =~ ®vstems end/erioetions
h|gher prlorlty on for |mprOV|ng Sﬁre?_r%nliningtt_he compliance process to
accuracy of filings SRR AR

Improving accuracy of filings Less than 2B - 36%
%2B and above — 15%

Tracking and interpreting rules for complex
SKUs

Reducing dedicated tax resources for
compliance

Improving timeliness of filings
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Tax Department Organization and Headcount

How tax departments are organized for Number of FTEs dedicated to managing
sales & use tax compliance sales & use tax compliance

51%

One centralized Regional Decentralized by Shared service  Outsourced
team centers location and/or center third-party
business unit provider

1 2 3-5 &-10 More
than 10
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Audit Trends

Expected audit scrutiny from state No manufacturers expect fewer states
jurisdictions in the next 12-36 months sales & use tax audits

“Right now, we have about 15 to 20 open sales tax

R s audits, and that’s about normal for us. We have seen
a significant uptick in the number of audits, with new
jurisdictions coming in and others being more
aggressive. We even saw Oklahoma doing some data
mining of our corporate tax return to try an establish
a new tax in Oklahoma.” — Director, U.S. Indirect Tax,
Global Construction Company

Expect more
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Poll Question 2: What is the greatest risk to
your business’ sales & use tax compliance

1. Operational inefficiencies

2. Audit penalties from
inaccurate filings

3. Audit penalties from not
filing or filing late
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Audit Penalties Declared Top Risk

The greatest risks within current

i The two main sal tax
tax compliance process e two main sales & use ta

compliance risks:
L5%

Operational inefficiency
(including opportunity

cost with department 31% 1 . Operational ineffiCienCieS

employees)

57%

2. Audit penalties
33%

Audit penalties from
inaccurate filing

L 4%

24%

22%

Audit penalties from

o,
not filing or filing late 25%

19%

B overall B Less than $2B B 3$2B and above
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Where are Tax Compliance Resources Spent?

45%

Filing / remittance

Sales & use tax compliance
takes time and resources

managing audits

39%

Management reporting
and analysis

« Larger manufacturers spent
significantly more time L
preparing for audits

R e audit d 33%

i Sma”er manUfaCtU rerS Spent SEZT.?:?Q:Z?:::J?::E:? 30%
more resources on day to day
compliance

infrastructure updates

B Less than $2B $2B and above
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Optimal Strategies for Sales & Use Tax
Compliance So Far

« Larger manufacturers mproved nornel processes
prioritize internal
prOcesseS and Invested in additicnal 39%
expanding use Of technologies and for analytics 54%
technology

59%

Centralized team and for
technologies (e.g., exemption
certificate management, filing

 Smaller manufacturers
prioritize a centralized
team and/or S 19%
technologies redimms for remsslotony adita e

Added dedicaoted resources

B Less than $2B B 52E and above
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Optimal Strategies for Sales & Use Tax
Compliance Going Forward

Investing in additional o
technologies and/or analytics 51%

{4 H
Centralizing teams and/or When we /mp./em.en?ed.q sales tax
technologies (e.g., exemption 42% software solution it significantly cut down a
certificate management, filing portion of the manual work such as invoice

solutions) review and taxability rates. By automating
Imbroving internal brocesses it up front we can get about a 95% accuracy
Unﬁmr ﬂﬁhe,ence g 40% rate on taxability.” — Director, U.S. Indirect

Tax, Global Construction Company

Conducting internal audits to
ensure accuracy and
readiness for regulatory audits

25%

Adding dedicated resources 2594
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Measuring and
Managing
Compliance




Key Performance Indicators (KPlIs) for
Compliance Success

In looking at the dota b , it" th noting that | i took | tham 3 d t f I
o vt o S ackuay s s shan 20 g Pt sl compentes. st papretion v wers mers erty Top 3 KPIs for tracking
compliance and overall efficiency:

distributed, with a third taoking 1-5 days, a third taking 5-10 days, and a third taking mare than 10 days.

Mumber of audits without adjustment

Percentage of on-time flings 1. # of audits without adjustment
2. % of on-time filings
3. % of accurate returns

Percentage of accurate returns

ess than S2B - &8%
2B and above - 24%

oy
P
(=8

Audit penalties

Days to prepare for and complete an qudit

Other
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Audit Assessments

 Reported assessments
ranged from nothing to
over $1 million

Mone
Less than S10K

S10K-3$50K

« Large assessments
($250K + happen with

$50K-$250K significant frequency)

S$250K-$500K

More than S500K
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Audit Frequency and Duration?

Number of times company has been audited Total number of workdays for departments to
for sales & use tax in the last 12 months prepare and complete sales & use tax audits
during the last 12 months
1-2 days

4%

| 1-2

| times

10%
More than 10 |
28%

More than
10 days

48%

6-10 times
31%
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Tax Software Utilization within the
Manufacturing Industry

Software solutions in place Is the tax software solution(s) cloud-based?

Yes
No software
solution

Mo, mot planning to move to the cloud

Mot currently, but considering
adopting cloud-based solutions

Loss than 328 - 829%:
518 and aobawe — 33%

Some of our sclutions are
“When we converted to our new sales tax software n the cloud, but nat. ol
we took our compliance process from about 18 days
down to about three.” — Director, U.S. Indirect Tax,

Global Construction Company
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The Technology Mix for Sales & Use Tax
Software

The technology mix in place for your sales & use What ERP is your business currently running on?
tax solution (in addition to ERP solutions)

- (#]
An additional purchased SAP on-prem (eg. ECC) 32%
tax solution only

NetSuite
A purchased tox solution and other systems

(e.g., APJAR, purchasing, E-Commerce, POS)

SAP S/LHANA 27%
ERP onby

Cracle 15%

Less than 52B - 53%

An additional intemally $2B and cbove - 13%

built tax solution onby

Microsoft Dynamics 365
_ Y : 4%
Finance & Operations

ERP, stoff, and spreadsheets onby Infor Distribution SX . 39 BPCS I 1%

Outsourced to a third party JD Edwards . 395 El I 1%

Multiple systems . 39, Home grown I 1%
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Poll Question 3: Are you paying the correct tax
to your vendors?

1. Yes

2. No, I'm overpaying vendor-charged tax
3. No, I'm underpaying my taxes

4. | don’'t know, | am not checking
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Are Your Vendors Getting it Right?

e Over the last three years, every state with a sales tax has
adopted an economic nexus standard.

e Thousands of companies are “attempting” to meet this new
compliance burden

e Manufacturers often buy expensive items, do you have a
process In place to validate sellers are calculating tax correctly,
or at a minimum correctly honoring your exemption certificates?

Excess tax paid to vendors is lost money
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Benefits of Tax Software

Reduced hours per employee 21%
dedicated to filing/remittance

43%

Tax Automation can improve —
success against whatever KPl is 28%
important to you:

Fewer audits without adjustment

« Larger Manufacturers indicated
they saved time and money
(efficiency) roduced hours por ampleres |IRG

dedicated to data reconciliation

27%

e Smaller Manufacturers Percentage of on-time filings
benefited from smaller
penalties and timely/accurate Feveraudtpenaltcs | R
compliance

14%

27%

B Less than $2B
Reduced hours per employee 21% essThen
t

dedicated to researching tax rates

16% B $2B and above

18%

Fewer to prepare for and
complete an audit

19%
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Sources of Information to Select a Major
Process or Technology Change

Big & ooccounting firm or othar
teohnologyfton odvisor

Tax software vandoms

Industry pacmns

ERP providar 339%

i
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What Have we
Learned?




Priorities Change as Companies Grow

Small Manufacturers Large Manufacturers

« Growth through e-comm, * Increasing top line sales not
new geographies and new as critical but D2C channels
channels are in the plan

« Getting compliance right is * Process and audit efficiency

the top priority are paramount

> All manufactures fear unexpected audit exposure
> Most manufacturers use tax automation today but forecast that

expanded utilization is in their future
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Clear Best Practices Emerge

e Smaller manufacturers can learn from their larger brethren

o While getting it right is important now, doing it well will eventually
become a priority

e The effective utilization of tax technology can move the needle
on your KPI's

e \When adopting technology solutions, consider both your
iImmediate and future business needs

e Cloud-based solutions have emerged as the industry standard
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Looking Ahead: Recommendation Moving
Forward

e Review Internal Processes - what may have worked in the past may no
longer work in the future

e Identify a trusted source for up-to-date sales and use tax information

e Adopt a single, fully integrated cloud-based solution for all your sales and
use tax compliance requirements

e C(Collaborate between tax and business units to make compliance more
efficient

e Streamline documentation process to simplify audit preparation
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