
Dropshipping* & Sales Tax 

Seller*

Customer

Sale 2 - Between Seller and Supplier

Supplier Ships Product to the Customer

Sale 1 - Between Seller and 

Customer

Who Collects the Sales Tax?
• Does the seller have nexus** in the ship-to state (where the customer

is located)? If yes, the seller collect the sales tax from your customer.***

• Seller does NOT have nexus in the ship-to state, BUT the supplier does.

The supplier could be responsible for the sale tax (to report).

• Neither seller nor drop shipping has nexus, the customer is responsible for

use tax.

**Sales tax nexus means either a physical presence or economic nexus. If you are selling on a marketplace, they may have nexus and be collecting the sales tax. Shopify only sellers need to track economic nexus sales. See chart for 

thresholds.  

Two Sales:
Sale 1 - You (seller) make the sale to the customer.  If the seller has nexus 

in the state, customer if licensed charges the customer sales tax*

Sale 2- You (seller) make it to the supplier. As a dropshipper, you do not 

have inventory; the supplier has it and will ship it to your customer. The 

supplier will invoice you for the item that they are going to sell to you, and ship 

to your customer. 

***If the seller has nexus and does not register for a sales tax permit in the state when they do get registered in the future, they will owe the past sales tax, plus penalties, and interest out of their pocket. Plus late fees on past 

sales tax returns. This is common that most seller when they start selling are behind on sales tax after they create nexus but soon after should get registered. 

Supplier 

Does the seller charge the customer sale tax? Only if 

they have nexus, are registered in the state, and the 

shopping cart settings are updated for that state to charge 

sales tax. 

Does the Supplier need a resale or exemption 

certificate from the seller?
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Video Overview

https://salestaxsystem.s3.amazonaws.com/Economic_Nexus_Shopify_Sellers.png
https://vimeo.com/424986177/147ffebbba


Example 1: Sale 2 Between Seller and Supplier 
Sales Tax or Exemption/Resale Certificate 

Seller* in Texas 

(not registered in California)

Customer 

(in California)

Sale 2 - Between Seller and Supplier

Supplier Ships Product to the Customer

Sale 1 - Between Seller and 

Customer

Supplier
(in Minnesota, and has nexus in 

California) 

The Situation where the Supplier will Charge the Seller Sales Tax:

Sale 1: Seller does NOT charge the customer sales tax. Since the seller in 

Texas is not registered in California where the customer is located, the seller 

will NOT charge sales tax to the customer. 

Sale 2: Supplier charge the seller sales tax. Supplier will ship the product to 

the customer in California, but they will charge the seller sales tax on the 

wholesale price because the seller has no resale/exemption  certificate 

(because they were not registered in California because they did not have 

nexus yet). This is very common for new drop shippers. 

What happens to the supplier if they do not get an exemption or resale 

certificate or collect the sales tax from the seller? 

It is possible your supplier does NOT charge the seller sales tax or ask for a resale 

certificate. This usually means the supplier doesn’t know what they are doing. If the 

supplier gets audited, the supplier will be liable for the sales tax if they did not collect a 

resale certificate from the seller. 

What may change for seller? 

If the supplier does get audited, the seller may find their supplier starting to ask for the 

seller to pay the sales tax or collect an exemption or resale certificate. 
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Example 2: Sale 2 Between Seller and Supplier 
Sales Tax or Exemption/Resale Certificate 

Seller* in Texas 

(not registered in North Dakota)

Customer 

(in North Dakota)

Sale 2 - Between Seller and Supplier

Supplier Ships Product to the Customer

Sale 1 - Between Seller and 

Customer

Supplier
(in Minnesota, with nexus in North 

Dakota) 

The Situation where the Supplier will Collect a 

Resale/Exemption Certificate from the Seller (instead of) the 

Sales Tax:

Sale 1: Seller does NOT charge the customer sales tax. Since the 

seller in Texas is not registered in North Dakota where the customer is 

located, the seller will NOT charge sales tax to the customer. 

Sale 2: Supplier has nexus in North Dakota and accepts a 

resale/exemption certificate from the seller (vs charging the seller 

sales tax).  The supplier will ship the product to the customer in North 

Dakota, and they will accept an exemption certificate from the seller.

This will get the supplier off the hook in case they are audited by the state 

of North Dakota as to why they did not collect sales tax from the seller. 

The good news is for the seller is that North Dakota is one of 36 states where they will 

except any out of state exemption certificate. This means as the seller if you make other 

sales in any of these 36 states where the supplier has nexus, you may provide the one 

resale/exemption certificate. There are 9 states plus D.C., where you must have a resale 

certificate from the ship-to state. 

The seller may need to educate the supplier that they should not charge the seller sales tax 

and the supplier should except the resale certificate. But there is some suppliers that has a 

no-resale policy and will not accept a resale or exemption certificate (Target is one). 
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Example 3: Sale 2 Between Seller and Supplier 
Sales Tax or Exemption/Resale Certificate 

Seller* in Texas 

(registered in California)

Customer 

(in California)

Sale 2 - Between Seller and Supplier

Supplier Ships Product to the Customer

Sale 1 - Between Seller and 

Customer

Supplier
(in Minnesota, with nexus in Minnesota) 

Situation where the Seller will Charge the Customer the Sales Tax:

Sale 1: Seller charges customer sales tax. Since the seller in Texas IS 

registered in California where the customer is located, the seller will charge 

sales tax to the customer. 

Sales 2: Seller provides supplier with an exemption certificate. Supplier 

will ship the product to the customer in California, but they will want a resale or 

exemption certificate from California. Since the seller is registered for sales tax 

in California, they will be able to provide an exemption certificate for the 

supplier. 

What happens to the supplier if they do not get an exemption or resale 

certificate or collect the sales tax from the seller? 

It is possible your supplier does NOT charge the seller sales tax or ask for a resale 

certificate. This usually means the supplier don’t know what they are doing. If the 

supplier gets audited, the supplier will be liable for the sales tax if they did not collect a 

resale certificate from seller. 

What may change for seller? 

If the supplier does get audited, the seller may find their supplier starting to ask for the 

seller to pay the sales tax or collect an exemption or resale certificate. 
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Example 4: Sale 2 Between Seller and Supplier 
Sales Tax or Exemption/Resale Certificate 

Seller* in Texas 

(not registered in California)

Customer 

(in California)

Sale 2 - Between Seller and Supplier

Supplier Ships Product to the Customer

Sale 1 - Between Seller and 

Customer

Supplier
(in Minnesota, no nexus in California) 

The Situation where the Customer will Pay Use Tax:

Sale 1: Seller does NOT charge the customer sales tax. Since the 

seller in Texas is not registered in California where the customer is 

located, the seller will NOT charge sales tax to the customer. 

Sale 2: Supplier does NOT charge seller sales tax. Since the supplier 

does not have nexus in California, they do not need to charge the seller 

sales tax or request an exemption certificate. In this case, the customer 

will receive the product tax-free, but the customer needs to pay use 

tax in California either on their personal or business return. 

In the end, it is the responsibility of both the seller and supplier separately 

to determine if they have nexus in a state and should register. 
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Drop Shipping FAQs 

• Seller Will/Should Pay or Collect and Remit Sales Tax?

• When the seller has crossed economic nexus in a state. Over 27 states have thresholds of only 200 transactions. Or when the seller has physical 

nexus in a state. 

• What could occur if the seller has economic nexus but did NOT register? 

• Even if the seller does not register, if audited and determined they had economic nexus, the seller would be responsible for all sales tax, penalties, 

and interest, to the state from that point forward. 

• What changed for drop shippers and all eCommerce sellers in 2018? 

• Prior to the June 2018 Wayfair vs. South Dakota U.S. Supreme Court case, the seller only needs to be concerned about physical nexus, which was 

typically a home state business operation and the state of the third party shipper .

• Will your supplier inform you about crossing a threshold in a state for nexus purposes?

• Yes, they may do that. But it is your responsibility to protect yourself. They will request a resale or exemption certificate, so they can protect 

themselves in case of an audit. 

• Note for suppliers: If you are a supplier, you have many more responsibilities to make sure you have accurate exemption certificates to protect 

yourself in case of an audit. If you have 1,000 clients as a supplier, that you trigger nexus in 40 states, which translates to 40,000 exemption 

certificates you should have on hand in case of an audit. 
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Drop Shipping FAQs 

• Will your supplier charge sales tax to you, the seller? 

• They may charge you sales tax or ask for an exemption certificate. Some suppliers, who don’t know what they are doing may not ask you for 

anything. Most common is they will ask for a resale or exemption certificate, which protects the supplier if they are audited as to why they did not 

collect sales tax in their state (because the product was for resale.

• When does the customer pay sales tax?

• When you, the seller have nexus in the ship-to state (customer’s state) and you, the seller have registered for sales tax and turned on the tax 

settings for the ship-to state. If the customer did not pay sales tax, they are obligated to pay use tax in their state either on their personal or business 

tax return depending upon who made the purchase. Since use tax has been less audited (at the personal purchase level), most individuals are not 

volunteering to pay use tax for individual purchase. Some states are auditing more residents on this subject. This is partly which lead to the 

marketplace nexus laws for sellers like Amazon, eBay…so the states could collect sales tax from the marketplace facilitator, not have to audit 

residents for use tax. 

• What state does the seller need to provide an exemption certificate to the supplier?

• If the seller has nexus in the ship-to state, the seller must provide the exemption or resale certificate from that same state to the supplier. If the seller 

does NOT have nexus in the ship-to state, the supplier will except any exemption certificate unless it is one of the 10 states listed here. California, 

Connecticut, DC, Florida, Illinois, Louisiana, Maryland, Massachusetts, Mississippi, and Tennessee. Hawaii requires you to get registered, and you 

will still pay ½ percent, but not the total 4% sales tax rate. 

• What happens if NEITHER the supplier NOR Seller has nexus in the SHIP TO (customer’s location)? 

• The seller will not charge the customer sales tax, and the supplier will not charge the seller sale tax, and the customer is responsible for use tax.
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Foreign Drop shipping FAQs

• Do you pay sales tax as a foreign drop shipper in the U.S.?

• Yes, if you have either physical nexus in a state (U.S. entity formation) for passed the economic thresholds if any of the 45 states or D.C.

• Will a foreign seller need an exemption certificate from a U.S. state? 

• Yes, if your supplier request if and if you don’t provide it, they will likely charge you sales tax on your whole price. Does this mean you need to get 

registered in a state for sales tax to apply for an exemption or resale certificate? In general, yes, if you are not already registered in any state. 

• Does it make sense for a foreign or new Shopify seller to pay the sales tax to their supplier on a few sales to different states before they 

provide an exemption certificate? Not in 36 states, because you can use any exemption certificate, but there are 10 states (including D.C.) that 

require a state-specific exemption certificate. In other words, as a U.S. seller and foreign seller, it would make sense to have at least one 

exemption certificate to provide your supplier for sales to over 36 states, if requested). California which, is the largest state which may represent 

15-20% of your sales does require a specific exemption certificate from the state and registration. This will require filing sales tax returns and 

paying the $800 franchise tax fee annually if you are operating as a legal entity (inside or outside the U.S.) but not if you are a sole proprietorship. 

• What states require a specific exemption certificate to the supplier for a sale to their state?

• California, Connecticut, DC, Florida, Illinois, Louisiana, Maryland, Massachusetts, Mississippi, and Tennessee. Hawaii requires you to get 

registered, and you will still pay ½ percent, but not the total 4% sales tax rate. 
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Questions? Reach out to support@salestaxsystem.com.  

mailto:support@salestaxsystem.com

