Overcoming Tax Compliance
Hurdles within your Emerging
Small Business (ESB)

ABE%DEEN

Mvalara




Sarah Clayton

Senior Research Analyst, IT

ABERDEEN

STRATEGY © RESEARCH

—— ILLUMINATE. INSPIRE. IGNITE. ——

Matthew Pasquale

Sr. Manager, Sales

Mvalara



Agenda

e Current Industry Challenges

« Survey Overview & Research Methodology

« Key Survey Findings: The Landscape of ESB Tax Compliance
* Audit Experiences

 The Best-In Class Approach

« Key Takeaways

Avalara ABERDEEN

STRATEGY @ RESEARCH




Impact on ESB’s — 5 Years Later

South Dakqta v. Wayfair

WHAT DOES IT MEAN FOR YOUR SMALL BUSINESS?

The decision that changed sales and use tax rules for remote (online and off-line) sellers
globally.
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Survey At A Glance: 202 Respondents

QUALIFICATION
CRITERIA:

 Organizations with $100,000 -
$5 million in annual revenue

» USA only

» Excluding public sector
industries (government, non-
profit, military)

+ At least a little experience with
sales tax management

* Involved in making decisions
about the org’s tax
management solutions

Mvalara

TITLE

ANNUAL REVENUE

KNOWLEDGE OF TAX ACTIVITIES

CEO / Owner

ClO

CFO

EVP / VP of Finance
Other Senior Leader
Dir./Mgr. of IT
Controller

Tax director

Tax manager
Accountant

Director of Finance
Manager of Finance
Other Dir. or Mgr.
Finance Staff

Financial Consultant

24%

$100,000 - $999,999 26%
m Deep knowledge
$1 million - $1.9 million 33%
Moderate
$2 million - $2.9 million 12% knowledge
m Relatively little
$3 million - $3.9 million 16% knowledge
$4 million - $4.9 million 13%
TAX SOFTWARE DECISION-MAKING INVOLVEMENT
o,
58% 57% 52% 67% 50%
36% 37% 32%
*Determine  *Evaluate *Recommend *Make final Provide input, Approve Deploy / *Use

needs solutions/  solutions / decisions but others funds
vendors vendors decide

*Respondents had to select at least one of these to continue

manage / solutions
maintain
solutions
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Channels for Selling Products and Services

Direct to consumer

Ecommerce

Online marketplaces (e.g., Amazon,
Walmart, Etsy)

Wholesale
Brick & mortar stores
Partnerships

Resellers

Mvalara

51% Only 1 channel

44% 2 channels

41% 3 channels

41% 4 channels

34% 5 channels

6 channels
29%

7 channels
23%

% of respondents

12%

6%

2%

2%

20%

25%

33%

80%

of ESBs use
more than one
sales channel

ABERDEEN

STRATEGY @ RESEARCH



Key Survey Findings
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The number of states ESBs sell into varies by
company size

# of states they sell into

(%)
é Avg: 22 states
SOHO s 14
($100k - $1 million) 8 5 6 >
©
* [0,10] (10,20] (20,30] (30,40] (40, 50]
o 33 33
3 22
£ 16 19
o
g
% [0,10] (10,20] (20,30] (30,40] (40, 50]
(79}
25
Large ESBS | -g Avg: 28 states
Average number of states ESBs sell into ($4 million - $5 million) & 7 4 , 2 -9
% [0,10] (10,20] (20,30] (30,40] (40, 50]
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Only 18% of ESBs currently sell internationally, and those
who don’t struggle with risk and requirement awareness

Lack of awareness of international

We already sell internationally - 18% selling risks °
Quality-related international customer _ 45%

and regulatory requirements 0

Yes _ 30% International logistics & selling _ 14%

strategies 0

Legal documentation in foreign _ 44

Payment options _ 39%
No 19%
Lack of brand credibility _ 29%
Don't know 2% Waste and packaging legislation _ 24%

0
%o of respondents n = 202, Source: Aberdeen, February 2023
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93% of ESBs outsource some part of their sales and use
tax compliance processes

Accountant

Sales tax software provider

38% °

40 hours

Average number of hours these external
service providers dedicate per month to
each org’s tax management activities

Tax Attorney

CPA firm

Sales tax tools built into ecommerce and/or
accounting platform

Bookkeeper
Do not employ external service providers

Other

% of respondents
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Time, new state obligations, and regulatory changes are
the top 3 challenges ESBs face with tax management

Time spent on overall tax compliance

Identifying sales tax obligations in new states and jurisdictions

Inability to stay up to date on regulatory changes

Difficulty understanding sales tax rules and regulations

Difficulty determining which services/products are subject to sales tax

Inability to calculate sales taxes for services delivered across multiple jurisdictions
Difficulty managing exemptions/certificates

Lack of internal expertise

Pulling information for an audit

Frequent errors or missed deadlines in sales tax filing

% of respondents

Mvalara

A

38%
32%
29%
26%
25%
23%
22%
20%
20%
18%
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Audit Experiences
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72% have been audited in the past 5 years; 64% reported
the audit took within a month to complete

1 -2 weeks 32%
0 27%
1 2 - 4 weeks 32%
2 1 - 2 months 15%
3
Less than 1 week 1%
5
4 2 - 4 months 9%
M than 5
ore Longer than 4 months 1%
Don't know

% of respondents whose org has been

% of all respondents audited in the past 5 years
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70% have failed an audit, citing lack of awareness of product
and services that are subject to tax as the main reason

My company has never failed a tax audit 30%
Failure to realize a product or service was subjected to tax
Miscalculation of tax rates

Failure to submit required returns

Improper documentation

Unclear statutes

Failure to account for jurisdiction changes

Filed the wrong type of tax return

Inaccurate returns

% of respondents who have been audited in the past year

n = 202, Source: Aberdeen, February 2023

028 - For what reasons has your company failed a tax audit? (Select all that apply)
AVCI lq ra aspondent: Respondents who have been audited in the past 5 years (n=145) ABERDEEN
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Missing exemption certificates and state tax obligations
are the top 2 reasons penalties are incurred from audits

Failure to register and file into states where you have a tax obligation
(nexus)

42%

Missing exemption certificates 41%

Sales tax rate or rule errors

31%

Late filings

Consumer use tax liabilities 25%

I

% of respondents who have incurred penalties in previous years
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The Best-Iin-Class Approach
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Definition of Best-in-Class Companies

Year-over-Year Improvement Best-in-Class All Others
(Decrease) (n=46) (n=155)
- : : 0
Increase in % of financial reports that were 100% +94.29% +3.1%
accurate
Decrease in total cost of audits, including fines/penalties -16.4% -0.4%
Decreas_e in tlme/resou_r_ce_s dedicated to monthly tax 14.1% -3.704
processing and reconciliation

Average % improvement/decrease over the past year

ABERDEEN
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Top performers are more likely to partner with sales tax
software providers

43%

27%

Sales tax software
provider

Mvalara

39%

37%

33%

27%

m Best-in-Class All Others

30%  30%

Accountant CPA firm

Tax Attorney

% of respondents

26%

18%

26%

21%

8%
4%

| I

Bookkeeper

Sales tax tools built into
my ecommerce and/or
accounting platform

Do not employ external
service providers
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Best-in-Class ESBs are better prepared to take on future
business changes and plan for growth

Mvalara

B Best-in-Class All Others

Expanding current product portfolio

Expanding sales channels

Risk of an audit

Expanding sales footprint internationally

Expanding sales footprint into more states

Internal infrastructure changes

Regulatory changes

I 27

45%

I 520
48%

A 520
43%

A, 47 %
34%

I £ 1 %
40%

I £ 1 %
40%

39%
37%

% of respondents who are “Extremely prepared”
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The Positive ROI of Automation

Avalara can help:
v" Reduce tax compliance complexities
v" Minimize reporting risks from changing regulations

v Decrease cost and improve government reporting

efficiencies
v Consolidate multiple reporting jurisdiction
requirements ¥
| | ’ n H .
v Produce Schedules and Signature-ready returns in the by \_.1: -
an
mandated format N——

v Offer automated import from your accounting back
office

v" Reduce the effort required to meet monthly
compliance reporting requirements, enabling the tax

analyst to focus on value added opportunities
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Free Risk Assessment Tool

AVCII,CI I‘CI Solutions~  Products+~  Resources ~ Partners~  About+ Blog

WHERE TO FILE STAY UP TO DATE
- Free economic nexus assessment Tool Resource center
Find out where you may have sales tax Learn about sales and use tax, nexus, Wayfair
obligations
) ) Small business FAQ New
Economic nexus guide ,
Get answers to common questions about
Understand how economic nexus laws are determined each step of the tax compliance process
by state
Avalara Tax Changes 2023 NEW
Sales tax laws , .
Our annual guide to nexus laws and industry
See which nexus laws are in place for each state compliance changes

e .
=

e

/

Confidential
22

STEP10OF3
Select the states where you make sales

Check all states where you make sales but don't have a sales tax permit, don't collect sales

tax, and don't file sales tax returns.

Existing customer?
Sign in to your Avalara account for a better way to review your sales tax obligations

ABERDEEN
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Key Takeaways

Audits can happen to anyone. Because a company may be a small business, it
doesn’t make it any less prone to an audit.

Best-in-Class companies leverage sales tax software providers to achieve
superior results.

Emulate the Best-in-Class to expand your sales footprint.
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Thank you!

Sarah Clayton Matthew Pasquale
sarah.clayton@aberdeen.com matthew.pasquale@avalara.com
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