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The implementation of an enterprise resource planning (ERP) system involves 
a significant investment of financial and human capital. Costs include the 
ERP itself, as well as the time and IT resources needed for a successful 
deployment, training and the transition of data and processes. For these 
reasons, it’s no wonder that businesses want to maximize their return by 
utilizing the ERP’s native functionality for as many business processes as 
possible, including sales and use tax compliance. 

This tendency is also likely because sales 
and use tax compliance is often considered a 
back-office function and rarely gets executive-
level consideration. Thus it’s easy to see why 
leveraging native SAP® functionality seems an 
obvious choice. 

However, the risks of relying solely on ERP 
native functionality for U.S. sales and use tax 
compliance can be great. 

• Sales and use tax impacts nearly every 
customer, supplier and/or distributor and 
transaction your business makes.

• More than 25,000 U.S. taxing authorities 
set rules and regulations, which results 
in thousands of rate and taxability rule 
changes each year.

• States are aggressively pursuing sales and 
use tax as a revenue stream, and in fact, 
many states with sales tax have implemented 
some type of “Amazon” regulation to tax 
transactions within their boundaries.

• States are hiring more and more 
auditors to aggressively pursue sales  
and use tax violations to increase revenues. 

These are real and significant risks to 
your business. Moreover, businesses often 
underestimate the likelihood of sales and 
use tax audits. The Improve Your Sales and 
Use Tax Compliance to Grow Your Business 
survey conducted by the Aberdeen Group in 
conjunction with Wolters Kluwer revealed 
that 97 percent of surveyed businesses were 
audited in the past five years, and 17 percent 
faced fines ranging from between 1 to 2 percent 
of revenue. To make matters worse, 34 percent 
of those audited in the past five years have 
been audited more than five times.

With these risks in mind, let’s have a look at 
why using your ERP’s native sales and use tax 
functionality may not meet your U.S. sales tax 
compliance needs. 

http://info.salestax.com/sutcompliance
http://info.salestax.com/sutcompliance
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Sales and Use Tax Automation Trends
Many companies rely on the native 
functionality in the ECC or Supplier 
Relationship Manager (“SRM”) modules to 
comply with worldwide Value Added Taxes 
(“VAT”) taxes and Canadian transaction taxes 
e.g. GST, PST, QST, etc. 

Through our work with businesses across of 
all sizes operating in different industries and 
with varying distribution and pricing models, 
it has been our experience that SAP®’s native 
tax functionality does an adequate job in 
calculating and accounting for Canadian 
and VAT taxes. It is also certified for Intrastat 
reporting in the European Union. 

However, United States-based sales and use 
taxes differ from Canadian transaction taxes or 
other countries’ VAT taxes. Some of the main 
differences between VAT and sales taxes are:

• VAT taxes are assessed on nearly every 
business and consumer transaction while 
sales/use taxes are generally assessed only 
to the end consumer.

• Sales and use taxes are much more localized 
than VAT taxes. There are over 7,000 sales 
taxes rates at the state, county, city and 
district level in the U.S., while there is usually 
one VAT rate for an entire country. 

• VAT and GST taxes are recoverable to a 
business purchaser so it is a pass-through 
expense that does not affect net income 
if calculated and accounted for correctly. 
Whereas, sales and use taxes on purchase 
transactions are an expense to the company.

Most companies that rely on SAP® in the United 
States also use a third-party tax software 
package like CCH® SureTax® (cloud-based) or 
CCH® Sales Tax Office (on-premise) to calculate 
sales and use taxes. CCH SureTax and CCH Sales 
Tax Office can also be used to calculate 
Canadian GST, PST, QST and HST taxes. The use 
of these tools is very common in the U.S., and 
SAP® has developed a standard interface for 
them. This is considered a best practice to the 
extent that SAP®’s U.S. subsidiary itself uses an 
add-on tax software package like CCH SureTax 
to calculate sales and use taxes.
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Discussion of Options
There are several reasons why companies with 
operations in the U.S. who have implemented 
SAP® use “bolt-on” tax software like 
CCH SureTax or CCH Sales Tax Office to support 
sales and use taxes. The following highlights 
some of the major differences between the two 
options. 

1.  Rates and Taxability 

a.  Wolters Kluwer — Wolters Kluwer has a 
dedicated team of experts monitoring 
rate and taxability changes to ensure 
that products like CCH SureTax and 
CCH Sales Tax Office are accurate and 
current. There are over 7,000 sales and 
use tax rates and more than 25,000 
taxing authorities in the U.S. Many of 
these jurisdictions change their tax rates 
often with little or no notice to taxpayers. 
If the rate goes up, and you do not 
charge the corrected rate, the seller will 
be liable for the difference. 
 
To support all of these local tax rates, 
Wolters Kluwer has SOC certified 
processes in place to monitor these 
changes, including frequent and direct 
contact with local taxing authorities. 
These tax rate changes are sent directly 
to the client by Wolters Kluwer so that 
the user will charge the correct sales tax 
rates to their customers on the effective 
date of the tax rate change. The updates 
are automated and change all of the 
appropriate sales tax rates tables. 

b. SAP® — Using SAP® alone to support sales 
tax rates, the business would need to 
create SAP® tax codes with the applicable 
rate for each and every applicable tax 
jurisdiction. This is necessary because 
distributors and/or customers may be 
located anywhere in the U.S., and states 
have expanded the definition of nexus 
to include any taxable sales that affect 
customers within their boundaries. The 
business running SAP® alone would also 
have to research all tax rate changes 
monthly and manually load the updated 
tax rates into SAP®, and this would be an 
ongoing need. 
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2. Exempt Customers in Multiple Jurisdictions 

a. Wolters Kluwer — CCH SureTax and 
CCH Sales Tax Office can support 
customer exemptions in multiple states. 
States require that a seller obtain a 
resale or other types of exemption 
certificate to exempt a customer in their 
state. If the seller does not have that 
state’s exemption certificate, the state 
will assess tax, interest and penalties at 
audit. For example, if a specific Client has 
exemption certificates for a customer in 
only Michigan and Illinois, CCH SureTax 
and CCH Sales Tax Office can be configured 
to exempt the customer in those 
two states but assess sales tax if the 
customer receives a shipment from Client 
in the other states that assess a sales tax. 
 
This issue can be made more complex 
when you take into account products 
and exemption certificates. Most resale 
certificates are only for items that you 
know the customer will resell. If the item 
you sell the client will be used by them 
and not resold, you will have to charge 
them tax on that item. CCH SureTax and 
CCH Sales Tax Office can support this 
transaction type. 

b. SAP® — The native tax functionality in 
SAP® only has one customer tax code per 
entity. If the tax code is to exempt, the 
customer will be exempt in all states. SAP® 
can potentially be configured/modified 
to support customer taxability in multiple 
states, but this change would require 
development and maintenance. In the 
previous paragraph’s example, Client’s 
customer had exemption certificates in 
Michigan and Illinois, so shipments to 
those two states would be exempt.  
 
If Client shipped an item for that 
customer to Indiana, SAP® would not bill 
that customer Indiana tax even though 
Client does not have an Indiana Resale 
Certificate for that customer. If the state 
of Indiana audits Client’s sales and finds 
this transaction, they will assess tax 
on the transaction along with interest 
and penalties.

3. Exempt Products in Multiple Jurisdictions 

a. Wolters Kluwer — States differ 
significantly in their product taxability 
rules, and similar to rates, CCH SureTax 
and CCH Sales Tax Office support product 
taxability by state. These products have 
their own tax decisions built into their 
application, which only requires the user 
to map their product codes to the tax 
package’s product codes. For example, 
repair parts to manufacturing machinery 
are exempt in approximately 24 states 
while taxable in 22 states.

b. SAP® — Using SAP®’s native tax 
functionality, if a product is exempt 
in the SAP® material master or SRM, it 
is exempt in every state in the United 
States regardless of the state’s taxability 
rules. SAP® can potentially be configured/
modified to support product taxability 
in multiple states, but this change 
would require substantial development 
and maintenance. In the previous 
paragraph’s example, SAP® would 
exempt manufacturing repair parts in 
every state even though the product 
would be taxable in 22 states. This may 
cause significant tax audit exposure to 
the Client. 
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4. Sales Tax Reporting Capabilities

a. Wolters Kluwer — CCH SureTax and 
CCH Sales Tax Office have standard 
reports that can be used to review and 
summarize the tax information to ease 
the tax return preparation process. 
These reports are also formatted and 
summarized in the way sales tax is 
charged and reported, which is on a 
hierarchal basis. In other words, city 
taxes roll up to the county level tax, 
which roll up to the state level tax. The 
following example demonstrates the 
manner in which sales taxes are charged 
and reported in Illinois. 
 
The cities of Northbrook and Chicago roll 
up to Cook County, while Wheaton rolls 
up to DuPage County, and they all roll up 
to the state of Illinois. This formatting 
allows the user to populate the local 
tax schedules that all states with local 
taxes require for their sales/use tax 
returns. Wolters Kluwer also offers sales 
tax return software modules as part 
of their software suite. In most cases, 
the tax return modules will take the 
transactional data sent from SAP® and 
produce sales tax returns that are ready 
to be submitted to the states.

b. SAP® — SAP® does not have a standard 
report in the sales tax format and does 
not have a sales tax return preparation 
module. To support sales taxes, a custom 
program would have to be written to 
produce a report that can be used to 
prepare sales tax returns. Also, SAP® 
does not have plans to build and sell 
a sales tax returns package in the near 
future. What we have found is that many 
businesses pay sales tax audit fines 
not because they feel they were in the 
wrong but because they lacked sufficient 
reporting tools to adequately prepare 
audit defense. 

# City County Tax Rate Taxable Sales Tax

1 Northbrook Cook 1.25% $100 $1.25

2 Chicago Cook 1.75% $200 $3.50

3 Cook $300 $4.75

4 Wheaton DuPage .50% $400 $2.00

5 DuPage $400 $2.00

6 Illinois Total $700 $6.75



Summary
This memorandum highlights the sales and use tax 
functionality and how to use tools such as CCH SureTax and 
CCH Sales Tax Office to provide accurate and automated tax 
calculations. Given the points illustrated within this paper, 
it seems worthwhile to learn more about how CCH SureTax 
or CCH Sales Tax Office can not only support your sales 
tax obligations but also reduce audit exposure and free 
human resources to work on other higher-value tasks.
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Other major sales and use tax calculation 
issues may arise, as well. CCH SureTax and 
CCH Sales Tax Office will properly calculate in 
all of the circumstances and more; the ERP will 
not. Examples include:

• Maximum taxes — Several states charge 
the county and city level taxes only a 
certain base value of an item. For example, 
Nashville, Tennessee, has a state rate of 7 
percent and a county rate of 2.25 percent. All 
purchases up to $3,200 are taxed at the full 
rate, while the remainder is taxed only  
at the state rate. The tax collected on a 
$10,000 sale would be $772 [(3200 * 9.25%) + 
((10000-3200)*0.7%)] instead of the $925 
standard amount. 

• Tiered taxes — Arizona and a few other states 
will charge 2 percent local tax for all sales 
under $1,000 and 1 percent local tax for all 
sales over $1,000. 

• Local tax situsing rules — Many states have 
complex rules on which city and county tax 
to charge on intrastate sales in their state.

• Local tax jurisdictions — Several states, 
including Arizona, Louisiana and Alabama, 
allow certain cities and counties to 
administer their own sales and use taxes. 
A company may have to file a return in the 
state but not the city, for example, filing in 
Alabama but not in Birmingham. If this is the 
case, CCH SureTax and CCH Sales Tax Office 
can be configured to charge Alabama sales 
tax and not Birmingham sales tax.

• Drop shipment scenarios — Several states 
mandate that a Client retain an exemption 
certificate in the state of the drop shipment 
or are otherwise subject to sales and use tax.



When you have to be right

© 2017 CCH Incorporated and its affiliates. All rights reserved.

Contact information:
Wolters Kluwer
2700 Lake Cook Road
Riverwoods, IL 60015
United States
800-739-9998

11/17    2017-1918

Please visit SalesTax.com/SAP
for more information. 

http://CCHGroup.com
http://SalesTax.com/SAP

