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Canadian companies doing business in the United States will soon have to meet expanded 
requirements of U.S. states’ sales tax laws, due to the decision in a recent U.S. Supreme Court 
case. In South Dakota v. Wayfair, the Court overturned a previous decision and, as a result, 
Canadian taxpayers, as well as other out-of-state taxpayers, that make sales in U.S. states 
must meet these states’ individual sales tax collection, compliance and documentation rules 
even if they do not have a physical presence in the state. Previously, only taxpayers with a 
physical presence in those states were subject to those states’ sales tax laws. 

As a result of this decision, which was released on June 21, 2018, Canadian taxpayers should 
prepare to comply with any additional state sales tax obligations. This may mean making 
significant changes to meet new collection, compliance and documentation requirements in 
more than 7,000 U.S. jurisdictions. 

Background 
U.S. states generally impose sales tax on sales of goods that are sold into their state, while 
services are generally exempt. Historically, a state could not impose a sales tax on an out-of-
state vendor unless that vendor had a physical presence in the state, as established in a 
1992 U.S. court case, Quill v. North Dakota. Physical presence was generally established 
through companies having equipment, land, or employees in the state, but could also include 
items like a customer leasing software that is downloaded to a customer in the 
state. Although each state has unique rules, all included the physical presence standard. 

 
U.S. Supreme Court decision 

In South Dakota v. Wayfair, the U.S. Supreme Court sided with the state and overturned its 
previous decision in Quill so that any seller with over 200 transactions or $100,000 of sales in 
South Dakota will soon have to collect sales taxes, regardless of whether the seller has any 
presence in the state.  
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Aside from South Dakota, several other states have passed sales tax laws that will likely soon 
be enforced now that the Court’s decision has been released. Other states may also impose 
sales tax obligations through administrative guidance or through legislation. 

Next steps 

Canadian taxpayers will have to review their level of sales in each of the many U.S. 
jurisdictions, and determine whether they have sales that may be eligible for state tax 
exemptions. Additionally, some states provide exemptions for goods based upon the nature of 
the good (e.g., grocery items), the nature of the purchaser (e.g., government contractor or 
charity) or the use of the good (e.g., manufacturing or resale).  These exemptions, and the 
requirements to meet them, vary across jurisdictions.  

In addition, Canadian companies should determine whether they can manage these new sales 
tax compliance obligations in-house, or whether it makes sense to consider outsourcing.  

We can help 
 
Your KPMG adviser can help you assess the effect of the U.S. state sales tax rules on your tax 
situations. For more details on U.S. state tax rules and their possible impact, contact your 
KPMG adviser. 
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