


Hidden Exposure:
Origination or Destination
Sales Tax Rate?

By J. Pablo Garciga

Even before dealing with the more
complex sales tax issues, upon determin-
ing that one has nexus in a US state, ven-
dors must determine the proper sales tax
rate to charge - a determination fraught
with ambiguities.

If a vendor has sales tax nexus (i.e., the
responsibility to collect and remit sales
taxes) in only one State, the determina-

GGl member firm

Funaro & Co. PC

Advisory, Auditing & Accounting, Tax
New York, NY, USA

T. +1212 9473333

W: www.funaro.com

J. Pablo Garciga

E: pablo.garciga@funaro.com

Funaro & Co. PC provide a wide range
of services, including accounting and au-
diting, tax reporting and compliance, tax
advisory, management consulting, and
transaction advisory.

). Pablo Garciga special-
ises in state and local taxes
(SALT), with an emphasis
on multi-state corporate in-
come/franchise taxes and

{& naroGCo/bc

tion is a bit easier. However, even in this
simple scenario: does one charge the
origination or destination rate? Inthe US
about 45 states and many local jurisdic-
tions impose sales and use taxes. There
are thousands of possible sales tax rates.
The ‘correct’ rate to charge depends on a
given State’s rules. The sheer quantity of
rules often leads to confusion.

Assume a vendor is headquartered in
Virginia (‘VA') and therefore has VA sales
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tax nexus. VA follows an origin based
sourcing for intrastate sales. If an order
for merchandise is placed at the vendor’s
store in Pennington Gap, VA, and the
merchandise is shipped to the buyer in
Herndon, VA, which sales tax rate should
be charged? Keep in mind that Penning-
ton Gap (origination) imposes a 5.3%
sales tax and Herndon (destination) im-
poses a 6.0% sales tax. Since VA follows
the origination rate for in-state vendors,
the proper sales tax rate under these cir-
cumstances would be 5.3%.

But, is that
the whole story?

What happens if the vendor making
the sale described above is an out-of-
state vendor making an interstate sale
to a customer in VA? Assume the vendor
is located in the adjacent State of Mary-
land and has no physical connection to
VA other than sporadic visits throughout
the year by a traveling salesperson who
creates VA use tax nexus for the Maryland
vendor. Since VA follows the destination
rule for interstate sales, the proper sales
tax rate to charge under this scenario
would be 6.0%. Sales tax compliance in
the US is a risky venture.
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Let us know what you think about
FY| — Indirect Tax News, we welcome
your feedback. If you wish to be re-
moved from the mailing list, please
send an email to info@ggi.com.

Responsible Editor in

charge of Indirect Taxes content:
Steve McCrindle

Global Chairperson of the

GGl Indirect Taxes Practice Group

GGl member firm

Haines Watts

Advisory, Auditing & Accounting,
Corporate Finance, Fiduciary

& Estate Planning, Tax

More than 60 offices throughout the UK
T: +44 207 025 4656

E: smccrindle@hwca.com

W: www.hwca.com


mailto:smccrindle%40hwca.com?subject=
http://www.hwca.com
mailto:info%40ggi.com?subject=
http://www.ggi.com
http://www.ggiforum.com
mailto:info%40ggi.com?subject=

D
GG

@)
V7
Indirect
Taxes

NEWS






