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Avalara helps businesses of all sizes get tax compliance
right. In partnership with leading ERP, accounting,
ecommerce, and other financial management system
providers, Avalara delivers cloud-based compliance
solutions for various transaction taxes, including sales and
use, VAT, GST, excise, communications, lodging, and other
indirect tax types.

Headquartered in Durham, Avalara has offices across the
U.S. and around the world in Brazil, Europe, and India.

More information at avalara.com.
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H New Media Law has partnered with Avalara to offer trusted
tax compliance solutions to our tobacco industry clients across
the U.S. and worldwide. We have confidence in Avalara’s
expertise and technology. We may receive compensation for
referrals, but our recommendation is based on proven value
and client-focused results.



DISCLAIMER

Tax rates, rules, and regulations change frequently.

Although we hope you'll find this information
helpful, this report is for informational purposes

only and does not provide legal or tax advice.
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Introduction

Getting tax compliance right is important. The first step is understanding where your business
has nexus, or where you need to collect and remit sales and use tax. Nexus is ever-changing and
it can be confusing for even savvy professionals.

Once your business has nexus with a state or local jurisdiction such as a county or city, you must
adhere to that taxing authority’s rules including collecting and remitting sales and use tax on
products and services you sell. Use tax responsibilities come into play when taxable products or
services are purchased without sales tax. The buyer must pay use tax to the jurisdiction where
the item is used or stored. Read our 5 steps to managing sales tax guide to better understand
your obligations and how to stay compliant.

Unfortunately, you can't just figure out where you have nexus today and forget about it —
you have to closely monitor changes to nexus. Many activities can trigger new tax collection
obligations for your business, especially now that every state has passed laws targeting
remote sales and use tax revenue and online marketplace sales.

It's been a while since the 2018 U.S. Supreme Court decision, South Dakota v. Wayfair, Inc.,

led to economic nexus laws in every state with sales tax. Many companies still have a lot

to understand about nexus and how it’s established from state to state. According to a

2023 survey by Censuswide, about 55% of respondents can explain all their online sales tax
obligations to someone outside their organization. More than 71% of respondents agree or
strongly agree that online sales tax requirements including economic nexus and marketplace
facilitator laws are complex and confusing.
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More than

11%

of respondents agree or
strongly agree that online
sales tax requirements
including economic

nexus and marketplace
facilitator laws are
complex and confusing.

2023 survey by Censuswide


https://www.avalara.com/us/en/learn/guides/5-steps-to-managing-sales-tax-compliance.html
https://www.avalara.com/blog/en/north-america/2023/06/survey-south-dakota-v-wayfair-case-5-year-anniversary.html

Sales and use tax nexus is something that’s
generally associated with the United States,
and it affects all companies that wish to sell
into the U.S. For international companies
looking to expand their businesses stateside,
it's imperative that they understand nexus to
maintain sales tax compliance. Furthermore,
businesses that sell internationally can
trigger the need to collect and remit
customs duties and import/export taxes in
other countries. Our 5 steps to managing
VAT guide is a good starting point for

understanding your obligations if you sell
into places like Australia, the EU, Indiq,
or the UK.

Your company may also have excise tax
nexus or income tax nexus. The factors that
trigger these obligations are different. For
example, a company can have an obligation
to collect and remit sales tax in a state where
it has no income tax liability. Confounding,
but true. And while sales tax is typically paid
directly by consumers, excise tax is generally
paid by businesses on sales and sales-related
activities on certain products like alcohol,
gas, or tobacco. Like sales tax, compliance
rules for excise nexus can vary by state.

Failure to register in states where they have

nexus is one of the top reasons businesses

incur penalties from sales and use tax audits.

We know understanding nexus can be tough,

which is why we've developed this quick
reference to help. Throughout this guide
we outline what nexus is, what may trigger

nexus, and how to keep up with your nexus

obligations so you can stay in good standing

with tax authorities.

DID YOU KNOW?

New Hampshire, Oregon, Montana, Alaska,
and Delaware (also known as the NOMAD
states) are the only states that don’t have
a general sales tax. However, some have
local and county sales taxes.
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https://www.avalara.com/content/dam/assets/documents/document-5-steps-to-managing-vat-guide.pdf
https://www.avalara.com/content/dam/assets/documents/document-5-steps-to-managing-vat-guide.pdf

What is nexus?

Nexus is the connection between a
business and a taxing authority such
as a state or local jurisdiction that
establishes a tax obligation for the
business. For example, if you have
sales tax nexus in California and
Texas, you must charge customers
the right amount of sales tax and pay
the tax you owe to those states.

CONNECTICUT

TRIGGER AND THRESHOLD
$100,000 in sales and 200 transactions

INCLUDED TRANSACTIONS

Gross receipts from taxable sales of
tangible personal property including
digital products and software as a
service (SaasS), and sales through an
online marketplace. Taxable services
and exempt sales are included.

EXCLUDED TRANSACTIONS
Sales for resale and exempt services are
not included in the sales threshold.
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FLORIDA

TRIGGER AND THRESHOLD
$100,000 in sales only

INCLUDED TRANSACTIONS
Taxable sales of tangible personal property
delivered physically into the state.

EXCLUDED TRANSACTIONS
Taxable services, exempt sales, and exempt
services are not included in the threshold.

TEXAS

TRIGGER AND THRESHOLD
$500,000 in sales only

INCLUDED TRANSACTIONS

Gross revenue from sales of tangible personal
property and services into the state. Exempt
sales and exempt services are included.



What triggers nexus?

So, what exactly triggers nexus? Unfortunately, there’s no one thing. Nexus has long been
linked to physical presence, but even physical presence can be hard to measure. Due to the
explosion of ecommerce sales and the Wayfair decision, physical presence is no longer the

de facto standard for establishing nexus.

We’ve broken down some common activities that may establish nexus for your business.

ECONOMIC NEXUS

Economic nexus bases a tax collection
obligation on economic activity alone.

As a result of the Wayfair decision, economic
nexus laws have been adopted by every
state with a sales tax, Washington, D.C,

and some jurisdictions in Alaska.

Nexus thresholds vary by state. Many states
use $100,000 in taxable sales or 200 separate
sales transactions as the economic nexus
threshold. But some states have higher
thresholds, and several states base economic
nexus on sales revenue only. Alabama'’s
threshold is $250,000 in taxable sales during
the previous calendar year. In Washington,
D.C, it’s $100,000 in taxable sales or 200
sales transactions in the current or previous
calendar year. In New York, it’s $500,000 in

taxable sales and 100 sales transactions
during the previous four sales tax quarters.
Some states include exempt sales and
services in their thresholds. Economic nexus
thresholds are subject to change. Several
states have recently eliminated their
transaction thresholds in favor of a
sales-only threshold.

Because of economic nexus laws, it's
important for businesses to actively monitor
sales volumes in states where they’re not
registered. It's easy to exceed thresholds

in one or more states, especially if you sell
online or through multiple channels. Review
our state-by-state guide to economic nexus

laws for more details on specific thresholds
and rules.
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Fewer than

61%

of businesses of any size that
were surveyed claim to have
implemented all required
changes to be compliant with
South Dakota v. Wayfair, Inc.

2023 survey by Censuswide


https://www.avalara.com/blog/en/north-america/2022/08/why-you-can-have-sales-tax-obligations-even-if-you-only-make-exempt-sales.html
https://www.avalara.com/us/en/learn/guides/state-by-state-guide-economic-nexus-laws.html
https://www.avalara.com/us/en/learn/guides/state-by-state-guide-economic-nexus-laws.html
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ALL STATES WITH SALES TAX
NOW HAVE ECONOMIC NEXUS LAWS

States with economic States without
nexus laws economic nexus laws



MARKETPLACE
FACILITATOR LAWS

The rise of marketplace facilitator laws means

that platforms where you sell goods or services,
like Amazon, Etsy, and eBay, are now likely

to collect and remit sales tax on your behalf.
These laws shift the obligation to collect and
remit sales tax from the seller to the platform
that facilitates the sale. In most cases, the
marketplace provider is required to collect and

remit taxes if it meets economic nexus thresholds.

Depending on the state, remote sellers should
either include or exclude marketplace sales in
their economic nexus threshold count. Find more
details in our guide, State-by-state registration

requirements for marketplace sellers.

PHYSICAL PRESENCE

As you may expect, physical presence includes
brick-and-mortar locations like branches,
offices, stores, and warehouses. It can also
include renting or owning property — even

property located at a site owned by a third party.

Having remote employees or contractors in a
state, even temporarily, can trigger physical
nexus, as can delivering goods in your own

vehicle, or storing property in a location owned
by someone else, such as a fulfillment center.

Common triggers include:

REMOTE EMPLOYEES/SALES REPRESENTATIVES

States are evaluating how their tax policies
should adapt to new remote work situations,
which have swelled since the beginning of
the COVID-19 pandemic. Nexus is typically
established once your business hires an
employee. The same occurs when a team
member moves to another state. It can be
difficult to keep up with employees moving
around, a trend that could continue to be
popular. If you're not paying attention, you may
unknowingly trip nexus in one or more states.

Nexus can also be created if you employ
salespeople in different states and if your
employees or contractors conduct any work
at a customer’s out-of-state location, or

even deliver products into another state.
Colorado, for example, has stated that nexus
can be established when a remote seller has
employees in the state, “even if the activities
of the employees are completely unrelated to
the sales transaction at issue.”

DID YOU KNOW?

trade show may create nexus.

In Texas, attendance at a single
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Fewer than

62%

of businesses of any size that
were surveyed claim to have
implemented all required
changes to be compliant with
marketplace facilitator laws.

2023 survey by Censuswide


https://comptroller.texas.gov/taxes/publications/94-108.php
https://tax.colorado.gov/out-of-state-businesses
https://www.avalara.com/us/en/learn/guides/state-by-state-guide-to-marketplace-facilitator-laws.html
https://www.avalara.com/us/en/learn/guides/state-by-state-registration-requirements-for-marketplace-sellers.html
https://www.avalara.com/us/en/learn/guides/state-by-state-registration-requirements-for-marketplace-sellers.html
https://www.avalara.com/us/en/learn/guides/state-by-state-physical-presence-nexus-guide.html
https://www.avalara.com/us/en/learn/guides/state-by-state-physical-presence-nexus-guide.html
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EVENT ATTENDANCE

Attending trade shows or other events in another state can also establish nexus with that state.
State rules vary, and some states take a more aggressive stance than others. To trigger nexus in

Arizona, for example, an employee or independent contractor generally has to be in the state to
solicit sales or establish a market for more than two days per year.

Remember, nexus laws can change. Before July 1, 2016, attending just one trade show in
Washington state could trigger nexus. Since then, attendance or participation at one trade
show each year doesn’'t automatically establish nexus — although it could if an attendee is
here to sell goods or take retail orders, or if the trade show is marketed to the general public.

STORING INVENTORY

If your business stores inventory in a warehouse in another state, you
may trigger nexus. In roughly 20 states, you can establish a physical
presence even when the facility is owned by another party. This

commonly occurs when businesses use a fulfillment center to process
orders, such as Amazon FBA.

And, unlike economic nexus, the obligation to collect sales tax starts
from your first sale. To further complicate matters, a few states are
trying to collect back sales taxes from marketplace sellers based on

storing inventory in a marketplace facilitator’s warehouse.



https://azdor.gov/business/transaction-privilege-tax/retail-sales-subject-tpt/out-state-sellers
https://www.avalara.com/blog/en/north-america/2022/08/your-inventory-may-be-giving-your-business-a-sales-tax-obligation.html
https://www.avalara.com/blog/en/north-america/2022/03/back-taxes-how-to-know-if-you-owe-them-what-can-you-do-if-youre-obligated-to-pay-them.html

The fact that nexus rules vary by state — and are subject to change at any time — makes it
extremely complicated to determine all the places your business needs to register, collect,
and remit sales tax. Nexus may be triggered even if you and your employees or shippers
don’t step foot in another state. For example:

ADVERTISING

It’s now easier than ever for a business based in one state to advertise to potential
customers in other states. Beware: Sometimes advertising across state borders can
trigger a tax collection obligation. For example, advertising in newspapers or other
periodicals printed in Virginia can trigger nexus, as can advertising on billboards or
posters located there. Similarly, the regular or systematic solicitation of sales through
marketing channels like television, radio, magazines, mail, and more can establish
sales tax nexus in Texas.

In 2021, Maryland became the first state to adopt a digital advertising tax.
Maryland’s law was ruled unconstitutional with an appeal pending, but that

hasn’t stopped other states from proposing similar laws. The new laws tax banner
advertising, interstitial advertising, search engine advertising, and similar services.
On the surface, it may sound simple to levy a tax whenever a person in a state views
a digital ad. But since we take our smartphones everywhere, including across state
lines, it may be difficult to pinpoint exactly where someone viewed the ad.
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DID YOU KNOW?

Tax obligations can be
established through a
connection to an in-state
business or individual,
including online advertising.


https://law.justia.com/codes/virginia/2019/title-58-1/chapter-6/section-58-1-612/
https://comptroller.texas.gov/taxes/publications/94-108.php
https://rsmus.com/insights/tax-alerts/2023/Maryland-digital-advertising-tax-where-are-we-now.html

AFFILIATE NEXUS

Nexus can be established if an out-of-state
retailer is affiliated with an entity that has
nexus in another state. Affiliate nexus laws
have been expanded in some states to
include activities by unrelated parties that
help out-of-state businesses generate or
maintain a market in the state.

In New York, an out-of-state seller may
have affiliate nexus if it uses in-state
representatives to solicit business or
otherwise help it develop or maintain a
market in the state.

Some states have recently repealed their
affiliate nexus laws, and it can be difficult to
keep up with changes. Illinois, for example,
repealed its affiliate nexus law in 2019 and
then reinstated it in 2020.

CLICK-THROUGH NEXUS

Under click-through nexus laws, your out-
of-state business can establish a physical
connection to a state through an agreement
to reward a person for directly or indirectly
referring potential buyers through links on

a website.

Some states have recently repealed click-
through nexus laws, so check with your

state for the latest status. Most have a sales
threshold, meaning the referrals must generate
a certain amount of sales to trigger nexus.

Thresholds vary. In most states, referrals
must generate more than $10,000 in taxable
sales during the preceding 12 months or

four quarters.

DELIVERY AND DISTRIBUTION

As long as you ship goods to customers by a
common carrier such as the U.S. Postal Service,
UPS, or FedEx, you're unlikely to trigger a sales
tax obligation through delivery. Delivering
products to customers in your own vehicle,
however, can trigger nexus. An out-of-state
business that sells to customers in New York
and regularly uses its own vehicles for delivery
has to register to collect and remit sales tax.
Regular delivery means “at least 12 times
ayear.”

Nexus becomes complicated if you use a drop
shipper. With drop shipping, a retailer doesn’t
keep items in stock, but orders them from a
third-party and has them shipped directly to
the customer. As a result of economic nexus,
businesses are increasingly impacted by drop
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shipping rules. But it’s not always apparent
who's responsible for collecting and remitting
sales tax — the retailer, the supplier, or

the drop shipper. And depending on the
circumstances, retailers and drop shippers
can be required to collect resale exemption
certificates.

Refer to our

drop shipping
reference guide
for help.

TRAILING NEXUS

Once you've established nexus in a state, it can
linger longer than you might imagine. Nexus
may continue even after you cease doing
business or having a presence in a state, for

a period that can last through the end of the
calendar year or even longer. This is important
to remember, especially if you trigger nexus
through a temporary presence, like event
attendance.

In Washington state, for example, a seller who
stops nexus-creating activity continues to have
nexus through the following calendar year.


https://www.tax.ny.gov/pdf/publications/sales/pub750.pdf
https://www.tax.ny.gov/pubs_and_bulls/tg_bulletins/st/do_i_need_to_register_for_sales_tax.htm
https://app.leg.wa.gov/WAC/default.aspx?cite=458-20-193
https://www.avalara.com/us/en/learn/whitepapers/sales-tax-implications-of-drop-shipping.html
https://www.avalara.com/us/en/learn/whitepapers/sales-tax-implications-of-drop-shipping.html
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Nexus for international sellers

Understanding tax compliance for every country where you sell your
products can be challenging, especially if you're unfamiliar with local laws
and languages. Thankfully, there are a few key steps that you can check off
to help you remain in good standing with tax authorities.

1. Determine the local tax of
C(P) where you're selling into.

2. Check if you've crossed a border during your transaction. o

%P If you have, you must clear customs using a Harmonized System

(HS) code to help identify any customs duties you may owe. More U.K. businesses

than U.S. businesses
) ' agree or strongly agree
3. Get your item code and HS code to identify .
L that economic nexus and
what you owe and where it's owed. .
marketplace facilitator
laws are complex and

confusing.
N 4.Remit tax to the appropriate authority and store

— your documents for future reference. 2023 survey by Censuswide


https://www.avalara.com/us/en/learn/webinars/understanding-harmonized-system-codes.html
https://www.avalara.com/us/en/learn/webinars/understanding-harmonized-system-codes.html

YOU MUST MAKE SURE YOUR BUSINESS ABIDES WITH EACH
COUNTRY'’S LOCAL TAX RULES AND REGULATIONS.

International businesses need to realize that
there are both differences and similarities
between selling in the U.S. and selling into
other countries. While value-added tax
(VAT), which is more common in Europe, is
charged at every stage of production from
manufacturing to distribution to retail, sales
tax in the U.S. is paid by the customer at the
final sale of a product.

As you expand globally, your business must
register with the appropriate tax authorities.
For companies selling in the European Union,
Import One-Stop Shop (10SS) simplifies
requirements by allowing businesses to
register in just one EU state to sell into all 27.

To sell in the U.S., you must separately register
with each state where you have nexus. It can
be difficult to do alone because every state
has its own application process and form.

You can save time by turning to an outside
vendor to handle the paperwork and register
your business in all the states where you're
obligated to collect and remit sales tax.

There are also customs duties to consider

if you're selling across an international

border. Countries have different de minimis
threshold, or values below which goods

can be imported without being subject to
customs duties or taxes. If your sales exceed
the de minimis thresholds, you're liable for
remitting the appropriate amount. Assigning
the correct HS codes to your products will help
you clear customs faster and avoid penalties.

In Europe, each country is a taxing
jurisdiction. In comparison, there are

more than 13,000 U.S. sales and use tax
jurisdictions. They include states, counties,
cities, and other municipalities with varying
rates and rules. If you establish nexus, your
business will need to calculate and collect
sales and use tax, file returns, and pay tax
to the appropriate jurisdiction. International
sellers also have to consider U.S. sales tax
exemptions and sales tax holidays, when
normally taxable goods are temporarily
exempt from sales and use tax.
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Once registered in a jurisdiction, your
business must submit returns and remit taxes.
Due to the rise of e-invoicing mandates and
real-time reporting, many companies

will be required to issue and/or receive
electronic invoices.

Automation software can simplify

international tax compliance and make it
easier to meet your obligations.

9 o



https://www.avalara.com/eu/en/solutions/ioss.html
https://www.avalara.com/us/en/learn/cross-border-resources/de-minimis-threshold-table.html
https://www.avalara.com/us/en/learn/cross-border-resources/de-minimis-threshold-table.html
https://www.avalara.com/blog/en/north-america/2023/02/a-state-by-state-guide-to-exemption-certificates.html#state-by-state-rules
https://www.avalara.com/blog/en/north-america/2023/02/a-state-by-state-guide-to-exemption-certificates.html#state-by-state-rules
https://www.avalara.com/blog/en/north-america/2025/01/2025-sales-tax-holidays.html
https://www.avalara.com/blog/en/north-america/2023/06/what-is-electronic-invoicing-e-invoicing.html
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Excise tax nexus

Excise tax is charged on certain products such as tobacco, alcohol, and gasoline. Often, the
tax is automatically added to the product’s price. Like sales tax, certain business activities can
trigger excise tax nexus. However, compliance regulations and state rules vary.

For example, beverage alcohol tax laws are different depending on where you ship wine.
Virginia requires businesses that ship wine directly to consumers to collect excise tax and

sales tax. Massachusetts imposes excise tax but not sales tax on direct wine shipments. While
remote wineries don’t need to register then collect and remit Florida sales tax unless they have
economic nexus, they need to register for and collect and remit excise tax from the first sale.

Some communications services are also subject to excise tax nexus. The federal telephone
excise tax is a 3% tax on local telecommunications services. Telephone companies collect
the tax then pass it along to the Internal Revenue Service.

Hawaii was one of the first states to enforce economic nexus. The Aloha State has a
general excise tax (GET) instead of sales tax. Businesses in Hawaii are required

to pay GET on the gross receipts or gross income derived from their business
activities in the state. Many companies pass along the tax to their customers.

IIE\g
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https://www.avalara.com/blog/en/north-america/2023/03/beverage-alcohol-licenses-what-you-need-to-know.html
https://www.govinfo.gov/content/pkg/USCODE-2014-title26/html/USCODE-2014-title26-subtitleD-chap33-subchapB-sec4251.htm
https://www.govinfo.gov/content/pkg/USCODE-2014-title26/html/USCODE-2014-title26-subtitleD-chap33-subchapB-sec4251.htm
https://files.hawaii.gov/tax/legal/taxfacts/tf2015-37-1.pdf

Mvalara

How do you
keep up?

If you made it this far, you know that nexus is tough.

It can be hard to understand the different types of nexus,
and harder still to understand what they mean for your
business. But knowing where you have nexus now, and
where you could have it in the future, is crucial.

In short, getting nexus right takes a lot of time and
dedicated effort. Unfortunately, if you don’t give state
nexus laws the attention they demand, the consequences
of noncompliance can cost you even more

time and money.

Take our sales tax risk assessment to see if you
overlooked any obligations to collect and remit sales tax.

About Avalara

Avalara makes tax compliance faster, easier,
more accurate, and more reliable for 41,000+
business and government customers in over 75
countries. Tax compliance automation software
solutions from Avalara leverage 1,200+ signed
partner integrations across leading ecommerce,
ERP, and other billing systems to power tax
calculations, document management, tax return
filing, and tax content access. Visit avalara.com
to improve your compliance journey.
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https://www.avalara.com/us/en/learn/nexus/sales-tax-risk-assessment.html
https://www.avalara.com/
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