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S/4 HANA Transformation Vision for Direct Tax

In ECC, direct tax calculations were done by Equinor through an excel 
based solution with the data source for tax calculations being SBC 
(Consolidation data).

• Tax basis was not part of SAP core
• The transactional postings and master data set up was done primarily 

considering IFRS requirements
• Tax information was spread across multiple spreadsheets and data sources
• Tax analysis could only be started once data was released to group reporting

Increasing regulatory pressure is making rapid retrieval of tax 
information and analysis a necessity

• Tighter deadlines for tax return and compliance information submission
• Global reporting requirements (ex Pillar 2) which need to be in sync with local 

reporting
• Authorities requesting for more granular tax data (ex. SAF-T reporting)

This led to the tax team’s objective to have the tax basis being 
recorded and updated in SAP core on a near-real time basis

This design positions SAP as the single source of truth for all direct tax data and 
analytics. 
It enables seamless access to accurate, complete, and timely tax information, 
which can be directly used for:
• Tax Provisioning, compliance and return preparation
• Audit support and documentation
• Tax assessments and reconciliations

By integrating the tax base into the core transaction flow, we ensure that tax calculations are accurate from the first point  of entry, reducing errors and 
rework, and enhancing confidence in tax reporting.
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Business Requirement: Supporting Diverse Tax and 
Reporting Scenarios

Oil and Gas specific regimes

Business Context: 
Special tax regimes are frequently 
imposed on companies engaged in the 
oil and gas sector in certain 
jurisdictions.

Reporting Requirements:
1. Corporate Income Tax (CIT)
2. Special regime for Oil and Gas
3. Tax on Onshore Income

Key Challenge: 
1. Same business transactions must 

support reporting across multiple 
tax regimes

2. Different tax treatments and 
adjustments may be required for 
each regime

Standard Legal Entities

Business Context: 
Traditional company structure with a 
single reporting requirement.

Reporting Requirements:
1. Single tax regime

Key Challenge: 
1. Simpler reporting model
2. Must remain aligned with 

enterprise-wide reporting 
standards

3. Operating currency different from 
tax currency in certain cases

Branch Operations

Business Context:
Branches must support both local and 
head office reporting requirements.

Reporting Requirements:
1. Branch standalone reporting 

(Branch Currency)
2. Head office reporting (Head Office 

Currency)

Key Challenge:
1. Dual reporting from the same 

underlying transactions
2. Different currencies, reporting 

views, and tax rules
3. Local regulatory compliance while 

maintaining group reporting 
consistency
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Key Questions

Where and how do we store the 

tax basis in core

How do you maintain the tax 

basis in the storage solution

• Tax basis should be in sync with accounting (updated on 

a near real time basis)
• Solution should support diverse scenarios from tax 

perspective

• Ease of retrieval of tax data from the core, supporting 
diverse reporting requirements

Considerations

• Use of standard functionality to the extent possible

• Rule based solution which allows easy 
review/maintenance

• Solution for analytical information which cannot be 

maintained at account level

Direct tax Solution Overview

Ledger Design – Fundamentals
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Ledger Design – Fundamentals

Ledgers in S/4 HANA

Parallel Extension

Leading Non-Leading Extension Ledger

• Applies to all company 

codes
• Only one per system
• Represents group 

accounting principles (e.g., 
IFRS)

• Parallel to Leading Ledger

• For company codes needing 
multiple accounting principles

• Represents local/tax 

standards (e.g., Local GAAP, 
Corporate Tax)

• Used to supplement parallel 

ledgers without data 
replication

• Not linked to sub-ledgers (AR, 

AP, Asset Accounting)
• Can be used for special 

regimes, ex. Special 

petroleum regimes

All ledgers share the same set of accounts and currency
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Ledger design - Solution for Equinor

Normal Company Codes

Oil and Gas - Company Codes

Branch Companies

One parallel ledger to store the tax basis

Combination of parallel and extension ledgers to ensure tax basis as per 

different regimes recorded in the core without any data duplication, along- 
with use of profit center hierarchies, where applicable

Head office and branch parallel ledger along to ensure basis is maintained as 

per both rules in the required currency

Direct tax Solution Overview
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Operational Period
Period end closing Trial Balance

Month End Closing Tax Postings 0L (IFRS) L2 (Tax)

Day to day Income/Expenses 600 600

Cash/Bank/Vendor Balances 2000 2000

Tax Sensitive day to day transactions 400 0

Fixed Assets 1000 830

RoU balances 300 300

Currency revaluation 400 0

Unrealized/ Fair value gains (100) 0

Tax Sensitive Special Transactions 200 300

Tax Sensitive Events (Validation) 450 0

Tax attributes (Investment 
allowance)

Tax attributes (Ex. Tax loss) 400

Tax postings 500 350

Tax Exposure Tax Exposure 50

Financial Data

S/4HANA

Configuration/Setup

Standard Postings

SAP configurations

Manual Inputs

Tax Engine

Manual Tax 
Postings

Tax Engine

Tax postings 
and 
Tax attributes

Tax 
Calculation

solution

Tables

Rules/ Data 

Tables

(Custom table 
for Analytics)

Posting of analytical data

Tax Reports and Analytics 

Direct tax Solution Overview
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• IFRS and tax rules differ in how they recognize and value certain events and transactions.

• The objective of the ledger design is to enable the users to view the tax base as per different regimes within SAP 
core.

• S/4 HANA’s standard functionality does maintain the balances for certain category of transaction and events (assets, 
lease accounting, foreign currency valuation), but it lacks built-in functionality for other permanent and temporary 
differences. 

• Tax Engine mechanism helps in maintenance of these values in tax ledgers by:

Transactions Events

• The expenses create permanent differences for 
tax, but balances in the offset accounts (e.g., cash, 
bank, customer) are relevant for all ledgers.

• The tax engine uses rule-based logic to adjust the 
expense balance in tax ledger, automatically 
posting correction entries in batch jobs every 5 
minutes.

• These are typically considered temporary 
differences for tax, with the entire transaction 
excluded per tax rules.

• Validation rules, based on tax engine settings, 
ensure that if the ledger group containing tax 
ledger(s) is selected, an error message is triggered, 
preventing the posting from impacting the tax 
ledger.

Tax Engine overview
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Solution Architecture

Tax Engine Rules

Table maintaining tax classification of 

account

Pass correctional entries for any posting done in 
the tax ledger to reverse the impact in tax 

ledger

Permanent difference

Triggers an error when a user tries to post a 
journal with a tax sensitive account in the tax 

ledger

Temporary difference

Program running as a batch job 
to trigger correction every 5 

minutes 

Solution approach

Custom validation added as a 
check for all types of manual 

journals

Solution approach
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Permanent difference – Practical example
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Permanent difference – Practical example
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Permanent difference – Practical example
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Temporary Difference – Practical example
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