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Tax compliance done right

5 rules to follow when creating 
a tax compliance strategy 
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More and more CFOs, controllers, and finance and 
accounting professionals realize that a tax compliance 
strategy is not a nice to do, but rather a critical factor in 
achieving growth and efficiency goals. In fact, finance 
leaders who take the initiative to improve how their 
company manages sales and use tax are typically able to: 

• Reduce the time, effort, costs, and resources required to 
manage sales tax compliance

• Improve the accuracy of applying tax or exemptions to 
all transactions 

• Grow the business without putting it at risk or missing 
out on revenue opportunities 

• Create a better buying experience for customers 

• Minimize exposure from audits and reducing the 
likelihood of errors 

5 rules to follow when creating  
a tax compliance strategy 

Why read this guide?

How do you go about building a sales tax 
strategy and, from there, operationalize it in 
your business? Avalara’s two-part series,  
The Finance Leader’s Guide to Sales Tax 
provides the foundational insight needed to 
do both. This guide will help you:

• Create a more efficient, less costly, and 
less effort-driven process for managing 
sales and use tax

• Confidently go after new market or 
revenue opportunities without adding tax 
risk to the business 

• Adopt a scalable, sustainable sales tax 
strategy that supports growth goals 

Here are five rules of thumb every CFO, controller, and 
finance and accounting professional should weigh in on 
when creating a sales tax strategy: 

1. Realize you 
have a sales tax 
problem
This can be hard for some companies to admit, yet it’s not 
a failing, but rather a by-product of success. Every growing 
company will likely experience pains around sales tax 
at some point. If you’ve ever personally dealt with sales 
tax, you know it’s a complex, time-consuming, and costly 
process to manage. So why wouldn’t you want to make the 
process better?

Ask finance leaders about their priorities and the consensus is likely to be: Accelerate growth, maximize efficiency, reduce 
risk. No surprises there; they’re all critical factors to ensuring company success. What is surprising is how few financial 
leaders factor sales tax compliance into that equation. That’s changing.  

Seeing the problem. How much time are you devoting to 
sales tax-related activities? According to Wakefield Research, 
the average company has six dedicated staff spending 39 
hours a month on sales tax-related activities. Think about it: 
Each state, and in some cases each local jurisdiction, has its 
own set of tax rates, rules, exemptions, product taxability, 
and filing requirements. It’s your responsibility to ensure the 
company complies with all them — for every transaction, 
every time, and everywhere you sell, no exceptions and 
no excuses (should you ever get audited). Yet, virtually all 
finance executives are dismayed when they realize staff 
spend 25 percent of their time researching tax rates and 
rules and filing returns.
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Solving the problem: It’s tempting to relegate sales 
tax to a line item for the accounting team. But this isn’t 
sustainable if your company is growing. While it may seem 
counterproductive to spend energy on a pass-through 
activity that doesn’t generate revenue, how you manage 
sales tax can have a big impact on your bottom line. 
Getting sales tax right influences everything from resource 
allocation to supply chain relationships to customer 
engagement, so don’t leave it out of your planning efforts. 
The more efficiencies you build into your process, the better 
for the business. 

2. Everything 
(and we mean 
everything) is 
about nexus 
It’s been called the 800-pound gorilla of sales tax 
compliance. Nexus is the connection to a state that obligates 
a company to register and remit sales and use tax to that 
state, and it’s been a hot topic of debate in Congress and the 
courts for years. Historically, physical presence was the rote 
criteria for nexus, but the growing viability of online, remote, 
and cross-border transactions led many states to rebuke the 
physical presence standard as outdated and inadequate, 
citing millions in lost revenue from remote sales. 

A growing number of states have expanded their sales tax 
nexus rules to include more online and offline business 
activities. The map [see Figure 2] shows the various types of 
state-enforced nexus laws currently in effect. 

the average company has 
six dedicated staff spending 
39 hours a month on sales 
tax-related activities

Seeing the problem: State and local governments rely on 
tax revenues from business growth and they’re constantly 
evolving their tax policies (often nexus-related) to target 
activities that fuel that growth. In fact, sales tax nexus can 
now be triggered by even the most basic business activities 
[see figure 1]. These include:

• Hiring employees and contractors in remote offices

• Expanding to new office locations

• Selling new products and services

• Selling online or through new sales channels 

Yet accounting or finance teams may not intuitively connect 
these activities to taxability, which means you may be failing 
to meet your nexus obligations.  

Solving the problem. The best nexus defense is a good 
offense. Do you have a clearly defined process and plan for 
understanding and implementing new sales tax obligations 
for your company? If the answer is no, it’s time to do 
something about it. A good place to start is with a nexus 
analysis study. It will provide peace of mind that you’re not 
missing or overlooking any compliance obligations, and 
help drive your strategy. 

On June 21, 2018, the U.S. Supreme Court 
ruled in the case of South Dakota v. Wayfair, 
Inc. that states are within their constitutional 
rights to impose economic nexus, requiring 
remote sellers to collect and remit sales tax 
based solely on revenue and/or volume of 
sales into a state. Since then, more states 
have introduced economic nexus, forcing 
businesses to update their compliance 
practices to meet these new standards. 

https://www.avalara.com/us/en/products/professional-services/NexusAnalysisStudy.html
https://www.avalara.com/us/en/products/professional-services/NexusAnalysisStudy.html
https://www.avalara.com/us/en/learn/sales-tax/South-Dakota-Wayfair.html?sessionId=1531948494996&referrer=&lastReferrer=www.avalara.com
https://www.avalara.com/us/en/learn/sales-tax/South-Dakota-Wayfair.html?sessionId=1531948494996&referrer=&lastReferrer=www.avalara.com
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Common Sales Tax Triggers for Companies

Figure 1: Tax implications triggered by high-growth companies 
Source: Avalara

Figure 2 
Source: MultiState Associates (www.multistate.us)

Various Type of Nexus by State
(As of July 2018)
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3. Identify 
where change 
will have the 
biggest impact 
Rapid growth can quickly change your tax profile and 
liabilities, and the downstream effects of managing this 
change can impact operations. For many companies, this is 
the tipping point to taking action. More finance executives 
are starting to see the effects that inefficient sales tax 
management practices can have on the business and 
looking for ways to remove compliance hurdles that could 
hinder growth. 

Seeing the problem. For growth-driven companies, the 
ability to scale in key areas of the business is critical. This 
holds true for how you manage sales tax as well. Identify 
where you may have weaknesses now or in the future: Is 
IT being tasked with too-frequent requests to update sales 
tax rates and rules? Is audit risk higher because of new 
or pending product, service, or sales channel changes? Is 
your finance team bogged down trying to keep up with 
remittance and filing requirements in more states? Once 
you’ve exposed any Achilles’ heel that may be preventing 
growth, you can be objective and targeted in sourcing 
solutions.   

Employing software to do the 
work of staff not only cuts 
down on errors and audit 
risk, it’s also more efficient

A future-forward sales tax 
strategy actively addresses 
where you’re likely to grow 
next and simplifies those tax 
responsibilities proactively.

Solving the problem. Think seriously about tax automation. 
Employing software to do the work of staff not only cuts 
down on errors and audit risk, it’s also more efficient. You’re 
less reliant on internal staff to manage sales tax, which 
means those resources can be reallocated to higher-value 
activities. Talk to your peers and platform provider. Ask 
them how they know they’re doing sales tax right. Explore 
cloud solutions like Avalara that are pre-certified to work 
with your ERP, ecommerce, and accounting systems or offer 
an API for simple easy setup and integration.  
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4. Sync your 
sales tax 
strategy with 
your 5-year 
growth plan
Growth strategies can vary widely among companies, 
but a future-forward sales tax strategy actively addresses 
where you’re likely to grow next and simplifies those tax 
responsibilities proactively. 

Consider the following common growth-related events as 
businesses evolve: 

• Selling online or through new sales channels

• Expanding into new locations or adding to your 
workforce

• Entering new markets or launching new products or 
services

• Exploring new funding, mergers, or acquisitions 

Seeing the problem: Nothing taints a new venture like past 
liability. Before you entertain any big event, be clear on 
how it will impact your company’s ability to be compliant. 
Malcolm Ellerbe, Tax Partner at Armanino LLP, frequently 
sees executives at fast-growing companies caught off guard 
by tax liabilities that weren’t on their radar. “Discovering 
large prior period liabilities during due diligence or by 
your financial statement auditors compounds an already 

No executive wants to get 
caught flat-footed by the 
auditors or by the Board of 
Directors with something that 
can easily be mitigated  
early on

complicated process,” says Ellerbe. “No executive wants 
to get caught flat-footed by the auditors or by the Board of 
Directors with something that can easily be mitigated  
early on.”

Solving the problem: First, start with a clean slate. If you’ve 
had issues with sales tax or audits in the past, remedy 
those right away. Then consider if your growth plans could 
trigger any new obligations and how you’ll deal with those 
before they become a liability. The chart below [see Figure 
3] shows some of the ways growth can impact sales tax and 
key questions to ask to identify and address compliance 
challenges or gaps.   
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Selling online or through 
new sales channels 

• Is direct-to-consumer 
(D2C) selling a new 
channel for your 
business?

• Do you sell your 
products and services 
through online affiliates 
(resellers)?

• Is your web store set 
up to accurately and 
instantly account for tax 
on remote sales?

Entering new markets or 
launching new taxable 
products or services

• Do you offer any 
taxable services such as 
maintenance, support, 
or training?

• Are you marketing or 
selling new products 
through partner 
agreements?

• Are you expanding into 
international markets?

• Will new products 
require changes to 
product taxability? 

Expanding footprint 
(growth in workforce and 
locations)

• Do you hire sales people 
or contractors that 
operate outside of your 
HQ?

• Do you attend trade 
shows in other states? 

• Do you operate service 
centers across the 
country?

Business change event 
(financing, mergers, 
acquisitions, audits)

• How will a merger or 
acquisition change what 
we sell or where we sell it? 

• How do we plan to use 
our funding and are there 
tax implications as a 
result of this growth? 

• Will anything come up 
in due diligence related 
to sales tax compliance 
or audits that could 
negatively impact the 
venture?

Questions to ask

Triggers

Tax compliance implications

Due diligence, audit risk

• Taxes are a statutory 
requirement and 
compliance is viewed 
as a key part of due 
diligence

• Stakeholders want to 
see that you’re doing tax 
compliance right 

• Change events can 
increase visibility, 
which can also put state 
auditors on high alert 
to potential increases in 
tax liability

Nexus, tax rate accuracy

• There are more than 
12,000 sales tax 
jurisdictions in the U.S., 
each with its own rates 
and rules for taxing 
products and services  

• Expanding abroad 
means dealing with VAT, 
GST, customs, duty, and 
import taxes 

• Certain business 
activities like remote 
staff, drop shipping, and 
trade shows can create 
sales tax nexus 

Product and services 
taxability

• Varies widely by state 

• “Sometimes taxable” 
goods and services add 
complexity

• More states are taxing 
services

• Using contractors or 
outsourcing to third 
parties can muddle 
sourcing rules 

• Taxability can be 
difficult to determine for 
emerging industries

Nexus

• More states are 
enforcing economic 
nexus on remote sales 

• Participating in 
online marketplaces, 
digital advertising, 
and internet referral 
programs could be 
considered taxable 
activities under click-
through and affiliate 
nexus laws 

Figure 3 

Company Growth Events in Years 1 to 5



Download Part 2 of The Finance Leader’s Guide to Sales Tax:  
4 actionable steps to operationalizing your sales tax strategy

About Avalara

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, excise, communications, and other 
indirect tax types. Headquartered in Seattle, Avalara has offices across the U.S. and around the world in 
the U.K., Belgium, Brazil, and India. More information at avalara.com.

Get it here

5. Put your plan 
into action 
Now that you see value in a sales tax 
strategy, it’s time to move on to the 
next phase: Operationalizing Your Sales Tax Strategy.  
This next guide will help you: 

• Identify and address risk related to sales tax 

• Streamline sales tax management processes to reduce 
resource dependencies   

• Determine the best systems and/or technologies to 
scale compliance in line with growth

• Go after new revenue opportunities with confidence 

https://www.avalara.com/
http://www.avlr.co/operationalize
http://www.avlr.co/operationalize

