
Guide to Getting Sales Tax 
Right in 2021



™

2

         Guide to Getting Sales Tax Right in 2021

Contents

Introduction ................................................................ 3

Understand Sales Tax and 

Why It Matters ........................................................... 4

Know When Your Products

or Services are Taxable .......................................... 5

Sales Tax Calculation Software .......................... 5

What is a VDA and When

Do You Need It ........................................................... 6

Getting Sales Tax Registration Right ................ 7

Establishing a Tax Compliance

Filing Process .............................................................. 8

Implications After COVID-19 ..............................10

Summary ....................................................................11

About TaxConnex ....................................................11



3

 Guide to Getting Sales Tax Right in 2021

Sales tax is more complicated than ever, 
especially in a post-Wayfair world. And 
what’s worse is that everyone who says 
they’re simplifying sales tax is still leaving 
the hardest parts – and the liability – up 
to you. Don’t let sales tax compliance 
overwhelm you. 

Doing some quick research on the 
internet you can find information on sales 
tax nexus, voluntary disclosures, sales 
tax calculation tools and more.  Some 
companies attempt to make sales tax 
simple and are really focused on “pushing 
product”, but often they aren’t really giving 
you everything you need to simplify sales 
tax.  

Sales tax is far from simple, but it doesn’t 
have to be overwhelming. In this eBook, 
we will dig into key areas and questions 
you need the answers to in order to 
understand and relieve the burden of sales 
tax - consider this your guide to getting 
sales tax right.
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Understand Sales Tax Nexus and 
Why it Matters
Sales and use tax nexus is a connection between a person or entity and a taxing 
jurisdiction.  Sales tax nexus is the basis for all your sales tax decisions because 
without sales tax nexus you have no further obligation to a state.  If you do have 
sales tax nexus, then you need to dig a bit deeper.  But what exactly defines when 
you have sales tax nexus?

From a sales tax perspective, it is either a physical or economic presence.  There 
are some obvious examples of physical presence including an office or an 
employee in a state.  However, don’t be fooled by the lack of this true physical 
presence.  States can also assert sales tax nexus if you travel into their state, 
exhibit at trade shows, or even use independent contractors to solicit business or 
provide some type of service to your end customer. 

In 2018, South Dakota vs Wayfair, Inc. led to the largest change in sales tax in 
the last 50 years, redefining nexus as a certain amount of sales and/or a certain 
number of transactions in a state or jurisdiction.  This is now referred to as 
economic nexus. Almost all states have adopted 
some form of economic nexus that requires an 
out-of-state business to collect and remit sales 
tax. (As of April 2021 - Only Missouri and Florida 
have not accepted economic nexus, but both 
states have current bills in process that may 
change this later in the year. )

These obligations potentially affect many 
industries, and may mean that a company does 
not have any physical presence but if their sales 
revenue and/or number of sales transactions 
exceeds a certain threshold over a one year period 
of time, then the state will assert sales tax nexus and require the business to 
collect the applicable sales tax.  These economic nexus standards are frequently 
changing and evolving, and can be quite a pain to keep up with. 

If you determine you have sales tax nexus, it doesn’t mean you have to register 
immediately.  You’ll want to understand if your products/services are taxable and if 
you have the obligation to collect and remit sales tax.
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Taxability refers to whether sales tax applies to your sales or not.  Generally 
speaking, tangible personal property is taxable and services are exempt – unless 
otherwise stated.  The “unless otherwise 
stated” is a critical disclaimer.  For example, 
certain products used in the medical field can be 
viewed as tangible personal property but are not 
taxable due to the type of product – there are 
many exemptions associated with the medical 
profession.  Likewise, telecommunications 
“service” is one of the most heavily taxed services 
in a lot of states.  Taxability can be confusing 
with software as well - is Software-as-a-Service 
taxable?  It sounds like a “service” but by early 2019, more than a third of states 
were taxing SaaS delivered software. (Some have since stopped.)

Most companies have a good perspective on the taxability of their products 
and services in their home state.  Where companies get into trouble is applying 
those rules to other states as they grow. Taxability differs across states and if you 
assume all states have the same rules as your home state, you can get into trouble.  
You can review the statutes yourself; however, sometimes statutes require 
interpretation and a sales tax professional can help you draw the right conclusions.

Know When Your Products or 
Services Are Taxable

Sales Tax Calculation Software - Do 
You Really Need it?
There are numerous companies that provide sales tax calculation software/
services.  Today, most sales tax calculation software is delivered in the cloud via a 
SaaS model.  These tools automate the sales tax calculation process by integrating 
with the invoicing or ERP system typically via an API (Application Programming 
Interface).  When it comes time to create a customer quote or invoice, the ERP 
system will pass certain data elements (customer location, product, sales amount, 
etc.) to the sales tax calculation system which will then calculate the sales tax and 
pass back to the ERP system the applicable sales tax. This is generally done in real 
time in sub-second intervals.
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There are two pieces of information required to calculate the applicable sales 
tax – (1) Tax rates; and (2) Taxability rules.  These rates and rules can be managed 
perfectly fine in some situations without the need for a sales tax calculation 
system.  For example, if you’re selling tangible personal property (generally 
taxable) in a few jurisdictions where the tax rates are easily accessible then 
a sales tax calculation system is not necessary.  However, if you are selling 
telecommunications services on a nationwide basis then a sales tax calculation 
system is a necessity.

In between these two, there is a bit of gray area where sales tax calculation 
software could still be useful.  Often companies selling tangible personal property 
(generally taxable) across the country may need to simply understand tax rates, 
load the tax rates into their invoicing/ERP system and let their invoicing/ERP 
system calculate the tax.  This can work very effectively with minimal upfront or 
ongoing cost.

Bottom line, a sales tax calculation system can be very beneficial in the right 
situation but may not be necessary and can be overkill for some companies.

What is a VDA and When Do You Need It? 

A Voluntary Disclosure Agreement (VDA) is a program that enables a tax payer 
to remit prior period liabilities that are due typically in exchange for a limited 
look back period and often a waiver of penalty.  In evaluating whether a VDA is 
beneficial, consider one of the primary advantages is the limited look back period.  
Take for example, a company that has five years or more of tax liability.  Through 
a VDA, a tax payer can often secure a three year look back period meaning they 
would only need to remit the taxes for the three years of non-compliance rather 
than the five years of non-compliance.  Depending on your situation, this could 
eliminate a substantial amount of tax.  Another advantage of the VDA program is 
the waiver of penalty.  Ultimately, via a VDA, you are attempting to limit the look 
back period and to get a waiver of penalty.  Interest will still be due.
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Businesses can participate directly 
in the VDA program.  However, you 
gain the advantages of expertise and 
anonymity through the use of a third 
party.  For example, a tax advisor can 
call a state and describe the set of 
facts and submit an application for 
participation in the VDA program.  
Only after securing a favorable 
position for the client, and prior to 
signing the agreement, submitting 
the tax and returns, and paying the 
liabilities, would the tax advisor be 
required to reveal the client.  If a 
favorable agreement is not reached, 
then the client has not revealed 
themselves and has additional 
options still available to them.

Getting Sales Tax Registration Right
Sales tax registrations are completed 
at the Department of Revenue 
within each state.  As part of the 
registration, you are provided a 
sales tax id number and are granted 
the authority to collect and remit 
sales tax in that particular state. 
It’s important to note that you 
should not immediately register 
in a state without understanding 
if you have any potential prior 
period tax exposure.  Registering 
in a state often takes away some 
of a taxpayer’s ability to mitigate 
prior period risk through a VDA for 
example.

On the application, many states will 
ask for the social security number of a 
corporate officer.  This is generally not 
avoidable, and you will need to complete 
this section.

More and more frequently, states are 
also requiring businesses to register 
with the Secretary of State (SOS) 
as part of the sales tax registration 
process.  Registering with the SOS has a 
completely separate set of compliance 
obligations including preparing an 
annual report and maintaining a 
registered agent in the state for service 
of process.
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Establishing a Tax Compliance 
Filing Process
Once you’ve determined your requirement to collect and remit sales tax, you’ve 
set-up a process to charge sales tax, and you have registered with each required 
state, you need to consider how you will manage the return filing process.  Some 
specific areas to consider are the following:

1. Tax Data Reports - In a perfect world, all of your sales tax calculations will be 
managed in one system and you will be able to produce a single report each month 
that provides details with all of your sales and use tax liabilities. However, the reality 
is that businesses grow, they acquire other businesses, they change accounting 
systems, they launch new e-commerce platforms - all resulting in different sales 
tax processes. Be sure you have a process to gather the applicable data each 
month and reconcile this data to your general ledger before you start the filing 
process.

2. Tax Calendar - It’s critical to maintain an accurate tax calendar that reflects 
where your business is registered for sales tax purposes, the filing frequency of 
each return, the e-file login credentials, and other state-specific information. This 
tax calendar is not a static item, it will need to be maintained and updated over time 
as your filing frequencies may change or you may register in additional state or 
local jurisdictions.

3. Online vs. Paper Returns - You should have a process to prepare and file both 
online returns and paper returns. Most every state will be an online filing with an 
electronic payment.  Local jurisdictions often require paper returns with a check.  
Be sure to understand any IT restrictions that may prevent you from accessing the 
states’ website and also recognize your internal deadlines to process checks.

4. Notice Management - Jurisdictions enjoy sending you mail. Some of this mail 
may be informational but still critical. For example, you may receive a notice of a 
change in filing frequency from quarterly to monthly. If you miss this change, and 
skip two monthly returns, you will be penalized. Additionally, you may receive a 
deficiency notice that requires you to correct an issue. These deficiency notices 
generally have very tight time frames by which you must respond – 5 days, 10 days, 
etc. 
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5. Controls - If you are a public company or have various financial covenants, you 
will have to thoroughly document your process including the various controls in 
place that ensure the process is executed effectively each month.  These controls 
will also have to be reviewed periodically and tested to ensure proper operation.

If you have other business activities on your plate and potentially won’t have 
enough time to manage this all by yourself, you may want to consider outsourcing 
the sales tax compliance process. If you are considering outsourcing, you’ll want to 
ask your potential partner the following key questions: 

 1. Will you tell me where I have nexus, or do I have to figure that out myself?  
 And if my nexus liability in a state changes, will you automatically alert me?
 
 2.  Will you handle all my registrations and renewals in every state? 

 3. Will you accept data in any format? And will you charge me extra to   
 reformat it?

 4. Will you pay for postage and processing, or will I have to pay for it? 

 5. Exacty how will we work together? Will I have to re-review and approve  
 our return every single time I want to make a small change? 

 6. If there’s an error on the return, will you pay the penalties and interest, or 
 will I? 

 7. If I have a question, can I call anytime to speak to someone who knows my  
 business and has an answer, or will I get an overseas help desk with a stranger  
 and a script?

 8. Do you have experienced sales tax professionals who can advise me on  
 what do to?

 9. How much liability am I actually signing up for when I check the box to  
 approve your tax preparations?

 10. If I ever get audited, what exactly will you do to help? Will you conduct a  
 pre-audit review to identify gaps and risk factors? Will you help determine  
 the best approach for the audit? Will you advise me on what to share with 
 the auditor?
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 11. Do you provide annual SOC reports so I know that the processes and   
 returns you prepare for us are being handled correctly? 

 12. How many of these services/capabilities are included in your standard   
 fee, and how many are add-ons that you charge extra for? 

 13. Will you manage 100% of all payments and tax remittances, or is this a  
 separate charge or fee you’ll send me after the fact? 

Implications after COVID-19
As if the sales tax situation after Wayfair wasn’t complicated enough, the 
COVID-19 pandemic created added layers of complexity. Many businesses had 
to shift to eCommerce in order to stay afloat. That shift can create economic 
nexus in new states, which in turn can result in new sales tax obligations. If your 
business has had an uptick in recent online sales, you’ll need to keep a close eye on 
the thresholds and begin collecting sales tax once 
thresholds are met. 

Another way nexus is being created as a result of 
the pandemic is through remote employees. States 
have been lenient, but in the future, having remote 
employees in new states could result in physical 
nexus. This is something you’ll need to keep in mind 
as remote work becomes more common and your 
business hires new employees. 

If you have nexus and don’t collect sales tax, you 
could be chosen for audit or another type of inquiry. 
Many states lost much of their revenue during the 
pandemic, and will look for ways to recoup those 
losses. In a recent survey, 40% of respondents said 
they expect sales tax audits to increase in the next 
two years. If a jurisdiction discovers you should 
have been collecting and remitting sales tax, the 
consequences may include penalties, liens, and collection agents if you fail to pay. 
You could even be held personally liable via states responsible party laws. You can 
find more information on audits and responsible party laws in our eBooks – How to 
Prepare Your Business for an Audit and Sales Tax & Responsible Party Laws.

https://www.taxconnex.com/prepare-your-business-for-potential-audit
https://www.taxconnex.com/prepare-your-business-for-potential-audit
https://www.taxconnex.com/sales-tax-responsible-party-laws
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Summary
Sales tax compliance can seem overwhelming if you don’t have experience in this 
area and in a post-Wayfair world, it just keeps getting more confusing.

Utilize resources available, like TaxConnex’s 5 Steps to Sales Tax Compliance white 
paper and other sites like Sales Tax Institute, Bloomberg and Thomson Reuters, 
who provide regular updates of news and information that can be very valuable 
in keeping up to date,  and identify how you plan to calculate and collect sales tax 
prospectively. You may decide to hire an internal team to manage your compliance 
needs or implement a sales tax calculation system as described in this eBook.  
Perhaps all you need to do is subscribe to sales tax rates and let your invoicing/ERP 
system handle the calculation. 

Regardless of the path you choose, you will be on your way to managing your sales 
tax risk prospectively.  When in doubt, reach out to a sales tax expert that can guide 
you throughout the process.

About TaxConnex™
TaxConnex ™ is how businesses finally get sales tax  off their plate – no matter 
how many states they’re  in or how often regulations change. Sales tax is more 
complicated than ever, especially in a post-Wayfair world. Yet the providers who 
claim to simplify sales tax often still leave the hardest parts – and the liability – up 
to you. When you work with TaxConnex, it’s all on us. This means you get all the 
know-how, all the backup, and none of the risk. It’s only possible because of our 
proprietary platform and network of sales tax experts.  
Now it’s all on us.™  TaxConnex.com 
 

https://www.taxconnex.com/five-steps-to-sales-tax-compliance-guide

