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Abstract: Posting output tax adjustments in SAP environments presents significant operational and compliance challenges, especially when
customers provide exemption certificates or claim tax-exempt status after sales invoices have been issued. Additionally, there are multiple
other scenarios which could lead to posting tax adjustments in ERP systems. Standard SAP processes for handling such retroactive
adjustments are often cumbersome, requiring invoice reversals and reissuance, which can disrupt financial reporting and increase manual
workload along with complexity in billing document flow. This paper presents a practical, systematic approach for efficiently managing
customer tax adjustments using SAP Financial Accounting (FI) transactions, minimizing reliance on costly automation tools for
organizations with lower correction volumes. The methodology outlined includes a step-by-step guide for processing tax credits via credit
memos, and best practices for ensuring accurate posting and tax adjustments. Error-handling strategies and alternative automated solutions,
like Vertex flexRFC AR, are also discussed. A case study demonstrates the successful implementation of this approach across multiple
industries, highlighting reductions in manual effort, improved audit trails, and enhanced compliance. By adopting this structured process,
organizations can streamline tax correction workflows, maintain accurate financial records, and ensure timely and compliant tax reporting—
achieving a balance between operational efficiency and regulatory integrity in complex SAP tax environments.
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retroactive tax compliance, invoice correction, financial accuracy, tax reporting, audit readiness, tax jurisdiction, automation in tax.

1. Introduction

Managing output tax adjustments can be a complex process -
particularly for organizations that depend on third-party tax
engines to automate tax calculation, determination, posting and
compliance reporting. These systems are highly effective in
ensuring accuracy at the point of transaction, but they often
present challenges when retroactive changes are required. One
such challenge arises when customers provide exemption
certificates or claim tax-exempt status after an invoice has
already been issued and tax has been charged.

Standard SAP would require reversing the original invoice,
updating the exemption certificate of the customer and then
reissuing billing as tax-exempt. However, this process can be
cumbersome and time-consuming. Our goal is to provide a
clear, systematic method to address these adjustments
efficiently, maintain compliance, and minimize disruption to
financial reporting.

2. Literature Review

Tax adjustments are necessary to correct inaccuracies in the tax
calculated on original transactions. SAP offers various
solutions to address such scenarios, many of which are
documented on the official SAP website.

In his publication on streamlining and automating VAT refunds
for customs clearance invoices(0)Error! Reference source
not found., Avnish Goyal has explained the standard way of
posting custom clearing invoice in such a way that it accurately
calculate tax, accounting and tax reporting. This has solved the

problem of posting custom clearance invoices by organizations
using SAP as ERP. Notably, the approach outlined was initially
developed by him during the implementation of a tax solution
for a client in 2011-2012. Since then, this solution has been
successfully adapted and applied across multiple clients for
posting custom clearance invoices for successful VAT refund.

3. Corporate Challenges

In the USA and Puerto Rico, it’s common for customers to
either short-pay invoices or submit tax exemption certificates
post-invoice creation, resulting in miss-match of the customer
accounts in accounting books.

Many organizations choose to handle tax adjustments through
financial postings. However, if not done correctly, it can lead
to missed refund claims from tax departments or cumbersome
manual adjustments during tax filings. While third-party tax
software may offer smoother solutions (for example: Vertex
Flex RFC AR), they often come with additional licensing costs.
It is still recommended to buy the license of the tool if the
volume of such correction is high. For lower volumes of
adjustments, using standard SAP FI transactions can be a viable
alternative — process of the same is described in this paper.

Important Note: Ensuring these adjustments are accurately
recorded in SAP is crucial, as they need to flow to the third-
party tax engine for automatic refund claims in the next tax
return filing. And a proper trace of record is maintained in the
system to support any audit questions.
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4. Prerequisite

Before proceeding, please check the following setting in your
user profile for posting FI documents:

1) Calculate Tax on Net Amount: Please check if this is
ticked or not.
2) Document Type Ready for Input (Optional): This is an

optional setting. This is needed if you need to select the
appropriate document type for this posting.

You can verify these settings by executing Fiori App — Create
Outgoing Invoices and navigating to Editing Options.

Step 2: Execute Fiori App — Create Outgoing Invoices
Change the transaction to Credit Memo

Enter Customer Credit Memo: Company Cude-v

Menu~ Tree On Company Code Hold Simulate Park Editing Options

Transactn: Credit memo

Basic data

Payment

~ Bal: 0,00

Details Tax Withholding tax Notes

Local Currency

Enter Customer Invoice: Company Code.v

Menu v~ Tree On Company Code Hold Simulate Park = Editing Options

Transactn: Credit memo ~ Bal.: 0,00

Basic data Payment Details Tax Withholding tax Notes

< :3-' ¥ Accounting Editing Options v
Menu v

Document entry

General Entry Options Default Document Currency

Documents Only in Local Currency ® Local Currency
Amount Fields Only for Document Currency Last Document Currency Used
Exchange Rate from First Line item Functional Currency
No Special G/L Transactions None
Documents Not Cross-Company Code

Only Complete Documents Can Be Parked Default Company Code

No Partner Business Area in Head.Screen Mo Company Code Proposal

3

Calculate Taxes on Net Amount
Copy Text for G/L Account Entry
Do Not Copy Tax Code

Fast Entry with QR IBAN

QR IBAN Entry with Control Display

Tip: Enabling "Calculate Tax on Net Amount" can
significantly reduce the time spent calculating gross amounts,
including taxes.

Step-by-Step Guide

Step 1: Calculate the Tax Base Amount
The calculation method for the tax base amount depends on
whether the "Calculate Tax on Net Amount" option is checked:
o If Checked:
Add the gross sale amount adjusted for discounts, freight,
handling, and other incidental charges for the invoices in
question. You can also refer to sales tax reports for this
calculation.
o If Not Checked:
Calculate the base amount as described above and include
the total taxes charged to the customer.

Note: Ensure that calculations are done per shipping address —
do not combine tax credits for multiple shipping addresses.
Every shipping address would have separate tax based on state,
county, city, district, etc.

Enter the required data as indicated in the table below:

Tax Jurisdiction

SAP Field Name Input Data Mandgtory or
Optional
Company code Selegzggg:gg?t};cg)edg(:;:éhmh Mandatory
Transaction Select “Credit Memo” Mandatory
IProvide the Customer number to
Customer which tax credit is due Mandatory
Document Date Provide Document date Mandatory
Posting Date Provie Posting Qate .from the Mandatory
current open period in system
Reference Provide referer.lce to original Mandatory
billing
Document Type Customer Credit Memo Mandatory
Enter the amount of tax which
Amount needs to be credited Mandatory
Currency Enter the currency of the Mandatory
transaction
Calculate Tax | Tick the box for calculate tax Mandatory
Text Provide details of the document Optional
Linel
Enter a tax relevant GL account
(propose to have a control
GL Account account, and at the end of the Mandatory
posting the balance of this GL
account will be Zero)
Debit / Credit Select Debit Mandatory
Amount Enter the Net Amount Mandatory
Enter the taxable tax code
(For SAP Tax calculation or in
Tax Code case of tax engine is integrated | Mandatory
tax code will trigger call to
external engine)
Mandatory for

Enter tax jurisdiction to which
tax rate should be applied

Vertex, Optional
for OneSource

Cost Center

Enter cost center if the GL
Account needs cost element

Mandatory for
cost element GL
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Enter profit center if the GL Mandatory for
Profit Center . lnon-cost element
Account is not cost element GL
Line 2
Enter a tax relevant GL account
(propose to have a control
account, and at the end of the
GL Account posting the balance of this GL Mandatory
account will be Zero) — Same as
Linel
Debit / Credit Select Credit Mandatory
Amount Enter the Net Amount Mandatory
Do not provide a tax code —
Tax Code (Important)
Tax Jurisdiction| Do not enter tax jurisdiction
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Enter cost center if the GL
Account needs cost element —
Same as line 1
Enter profit center if the GL | Mandatory for
Account is not cost element — non-cost element
Same as line 1 GL

Mandatory for

Cost Center
cost element GL

Profit Center

Sample screenshot when ‘Calculate tax on net amount” is tick

< ET¥  enter Customes Credit Memo: Company Co.. v Sewrh a

.....

Tk ABJUSTHENTEL

Step 3: Simulate the Transaction

Before posting, simulate the transaction to ensure everything is
correct. This step confirms that the SAP system properly
communicates with the third-party tax engine to match the
invoice for posting.

< >=- ',' Document Overview v Search In: "Apps’
Menuv Choose Reset Taxes Park Complete ¥V = = [ [iChoose MiSave I = () B EASC [
Doc.Type : DG ( Customer credit memo ) Normal document
2025
24.0 07
Tax Report Date 24
TAX ADJUSTMENTO1
uso
Itm PK Account  Account Short Text  Assignment ™ Amount

2 40 71000200 Ot

3 50 71000200 Ot

4 40122000000 Output tax (MWS) o1 700.00

Step 4: Save and Post the Document

If the simulation results meet your expectations, proceed to
save and post the document. Remember, since taxes are
managed through the third-party engine, the document will
flow to that system for reporting once posted.

;¥ Display Document: Data Entry View v

S Search In: Apps
< P, ipe

Menu~  Change Display/Change Mode  Display Another Document  Select Individual Object  Display Document Header Taxes Display Curr]

Data Entry View

Date: 24.07.2025

e: TAX ADJUSTMENTOL

rency: USD

Q Aa w Q Tiv Ilv & B~ By By @ 523

€.." hem Key S.. Account Deseription Amount Curency Tx

. 1011 1000374

2 40 71000200 Other Expen:

700.00- USD
10.000,00 USD o1
350 71000200 Other Expense ( 10.000,00- USD

440 22000000

Output tax (MWS) 700,00 USD o1

Error Handling

Depending on the type of error, please follow the below steps:

1) Tax Not Computed: If the system does not compute tax,
the exemption certificate may not be maintained for the
customer. Contact the tax team to temporarily remove it or
select a document date prior to the certificate issue date.

2) Discrepancy Between Debit and Credit: This may occur
due to incorrect tax base calculations or failure to check
the "Calculate Tax on Net Amount" option. It can also
result from not adjusting the credit indicator for the second
line item. Combining invoices shipped to multiple ship-to
location could also be the reason.

By following these steps, you can efficiently manage customer

tax adjustments in SAP while minimizing the potential for

eITorS.

5. Other Solutions

There are other tools available in the market to provide
automated solutions that ensure the end-to-end process of
posting tax-only adjustments. One such solution is Vertex
flexRFC-AR (Vertex Accelerator Plus tools), which
streamlines the posting of tax adjustments within SAP. These
tools allow for batch processing of tax corrections across
multiple invoices and customers in a single run, significantly
enhancing efficiency. Moreover, they maintain a
comprehensive audit trial by linking each adjustment entry
directly to the original billing document in SAP. Since the tool
is integrated with Vertex O Series, all tax adjustments posted
in SAP are simultaneously reflected in Vertex’s reporting
engine, ensuring accurate and timely inclusion in month-end
tax return filings.

6. Case study

The proposed solution was successfully implemented across
multiple client (in Healthcare / Agribusiness / Consumer
Electronics industries, etc.) environments facing challenges
with their existing tax adjustment processes and claiming
accurate tax. Previously, these clients were canceling the
original billing documents to reverse the tax postings and
subsequently issuing new documents without tax, which often
resulted in inefficiencies such as time-consuming manual
efforts, duplicate billing to customers, and tax discrepancies
when cancellations were not properly executed.

By adopting this solution, clients were able to streamline and
standardize their tax adjustment procedures, significantly
reducing manual effort (saving FTE hours), and ensuring the
accuracy of their tax filings. Additionally, the solution
provided a robust and reliable audit trail to support compliance.

7. Conclusion

Effectively managing retroactive tax adjustments is critical for
maintaining financial accuracy and compliance in SAP
environments especially when working with integrated third-
party tax engines. While standard SAP functionality may seem
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rigid, this paper outlines a practical approach using Financial
Accounting (FI) transactions to handle exemption-related
corrections efficiently.

By leveraging proper configuration settings, ensuring clear
separation of tax-relevant details per jurisdiction, and using
SAP's simulation and posting tools, businesses can minimize
manual effort and reduce the risk of reporting discrepancies.
This method allows organizations to stay compliant, streamline
tax correction workflows, and maintain accurate
communication with external tax engines for timely credit
claims and audit readiness.

Ultimately, organizations can achieve a balance between
system efficiency and compliance integrity—without always
relying on costly automation tools—when equipped with a
structured, well-documented process.
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