economic nexus rules by state

Economic nexus rules by state have become increasingly relevant in the wake of the Supreme
Court's decision in South Dakota v. Wayfair, Inc. in 2018. This landmark ruling significantly changed
the landscape of sales tax collection in the United States, allowing states to tax sales made by out-of-
state sellers based on their economic activity within the state, rather than requiring a physical
presence. This article delves into the specific economic nexus rules adopted by various states, the
implications for businesses, and the overall impact on the economy.

Understanding Economic Nexus

Economic nexus refers to a tax collection obligation based on the level of economic activity a
business has within a state, rather than its physical presence. This means that even if a company
does not have a physical storefront or office in a state, it may still be required to collect and remit
sales tax if it meets certain thresholds of sales or transactions. The thresholds for economic nexus
can vary significantly from one state to another, leading to a patchwork of compliance requirements
across the nation.

Key Factors Influencing Economic Nexus Rules

Several factors contribute to the formulation of economic nexus rules, including:

e Sales Thresholds: Many states set a specific dollar amount of sales that triggers nexus.

e Transaction Thresholds: Some states impose a minimum number of transactions to establish
nexus.

e Market-Based Sourcing: States may use market-based sourcing for determining where sales
occur, affecting tax obligations.

* Exemptions: Certain states may provide exemptions for small businesses or specific types of
sales.

Economic Nexus Rules by State

With over 40 states having enacted economic nexus laws since the Wayfair decision, it's crucial to
understand the specific rules in different jurisdictions. Below is a summary of economic nexus
thresholds in various states:



1. California

California has established an economic nexus threshold of $500,000 in sales in the state, effective
April 1, 2019. This threshold applies to both retail sales and services.

2. New York

In New York, businesses must collect sales tax if they have more than $500,000 in sales and more
than 100 sales transactions in the state during the preceding four sales tax quarters.

3. Texas

Texas has set its economic nexus threshold at $500,000 in total revenue from sales in the state. This
includes all sales, not just taxable sales, and became effective on October 1, 2019.

4. Florida

Florida adopted economic nexus rules effective July 1, 2021, establishing a threshold of $100,000 in
sales or 200 separate transactions in the state.

5. Illinois

Illinois has set its economic nexus threshold at $100,000 in sales or 200 transactions in the state,
effective October 1, 2018.

6. Pennsylvania

In Pennsylvania, the economic nexus threshold is $100,000 in sales. This threshold applies to both
tangible personal property and services.

7. Washington

Washington's economic nexus law requires businesses to collect sales tax if they exceed $100,000 in
gross sales in the state or have 200 transactions.

8. New Jersey

New Jersey has established an economic nexus threshold of $100,000 in sales or 200 transactions,
effective November 1, 2018.

Compliance Challenges for Businesses

Navigating the economic nexus rules can be a daunting task for businesses, especially for those



selling in multiple states. The compliance challenges include:
1. Understanding State Laws: Each state has its own laws and thresholds, which can lead to
confusion.

2. Tracking Sales: Businesses must accurately track sales to determine when they exceed the
threshold in a particular state.

3. Filing Requirements: Different states have different filing requirements and deadlines,
which can complicate tax compliance.

4. Changing Regulations: States frequently update their sales tax laws, requiring businesses to
stay informed about the latest changes.

The Impact of Economic Nexus on Small Businesses

While the intent behind economic nexus rules is to level the playing field between in-state and out-
of-state sellers, they can pose significant challenges for small businesses. Some of these challenges
include:

¢ Increased Administrative Burden: Small businesses may lack the resources to manage
complex compliance requirements across multiple states.

¢ Cost of Compliance: The costs associated with compliance, including software, legal advice,
and time, can disproportionately affect smaller businesses.

e Competitive Disadvantage: Larger companies with more resources may be better equipped
to handle compliance, creating a competitive imbalance.

Strategies for Compliance

To navigate the complexities of economic nexus rules, businesses can adopt several strategies:
1. Invest in Technology: Implementing tax compliance software can help automate the tracking
and reporting of sales tax obligations across different states.

2. Consult Tax Professionals: Engaging tax advisors who specialize in sales tax can provide
valuable insights and guidance tailored to specific business needs.

3. Monitor Sales Activity: Regularly review sales data to identify nexus-triggering activities and



adjust business practices accordingly.

4. Stay Informed: Keep abreast of changes in state sales tax laws to ensure compliance with
evolving regulations.

Conclusion

Economic nexus rules by state represent a significant shift in the landscape of sales tax collection in
the United States. As more states continue to adopt these rules, businesses must remain vigilant and
proactive in managing their tax obligations to ensure compliance. By understanding the specific
rules in different states and implementing effective compliance strategies, businesses can navigate
the complexities of economic nexus and thrive in a competitive marketplace. The ongoing evolution
of these rules will likely continue to shape the economic landscape, influencing the way businesses
operate and engage with consumers across state lines.

Frequently Asked Questions

What are economic nexus rules?

Economic nexus rules are state-level regulations that determine a business's tax obligations based
on its economic presence in a state, rather than a physical presence.

How do economic nexus rules differ from physical nexus?

Economic nexus is based on sales revenue or transaction volume in a state, while physical nexus
requires a tangible presence, such as a storefront or employees in the state.

Which states have implemented economic nexus rules?

Most states have adopted some form of economic nexus rules, especially after the South Dakota v.
Wayfair, Inc. case in 2018, including California, New York, and Texas.

What is the typical sales threshold for economic nexus?

Many states have a sales threshold of $100,000 in sales or 200 transactions in a calendar year to
establish economic nexus.

How can businesses determine if they have economic nexus in
a state?

Businesses should track their sales and transactions in each state and compare them to the specific
thresholds set by that state’s economic nexus rules.



What are the potential consequences of not complying with
economic nexus rules?

Failure to comply can lead to penalties, back taxes, interest, and increased scrutiny from state tax
authorities.

Are there any exemptions to economic nexus rules?

Some states may provide exemptions for certain types of sales, such as sales of groceries or services,
but these vary widely by state.

How can businesses prepare for changes in economic nexus
regulations?

Businesses should regularly review their sales data, stay informed about state tax law changes, and
consider consulting tax professionals for compliance planning.
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