Sales tax calculation in Commerce

. Main settings for Sales tax is the same as in all other models. Be sure Sales tax code, Sales

tax group and Item sales tax group created:

1. Sales tax code RP_TXST created:

Sales taxc.. T Name

RPNDSERV  North Dakota Service - Retail

RP_NDST North Dakota State - Retail Pr
RP_NJST New Jersey State - Retail Prod
RP_NVST Nevada State - Retail Prod
RP_NYST New York State - Retail Prod
RP_OHST Ohio State - Retail Prod
RP_ORCNTY  Orange County - Retail Prod
RP_ORST Oregon State - Retail Prod
RP_PAST Pennsylvania State - Retail Pr
RP_TNST Tennesse State - Retail Prod

- Spare Parts
Spare Parts
Florida State - Spare Parts

Georgia State - Spare Parts

lowa State - Snare Parte

Sales tax codes
Sales tax code  Name

RP_TXST Texas State - Retail Prod

Percentage/Amount

General
REFERENCES CONDITIONAL SALES TAX PACKING DUTY INVOICING
Payment sales tax code Sort code Print

Settlement period

Calculation
CALCULATION PARAMETERS Marginal base

Orion Net amount of invoice balance

Calculation method

Whole amount

PACKING DUTY

Sales tax on sales tax SALES TAX ROUNDING RULE

Percentage of net amount
Allow

Report setup

Report setup - credit note

Retail

NOTE: Pay an attention on a value of ‘Marginal base’ — by default it is assigned ‘Net amount of
invoice balance’, but for Retail customers we always suggest to use ‘Net amount per line’.

There is a blog article related to sales tax settings with more details about that:

Sales tax setup recommended for Retail Stores - Dynamics 365 Commerce Forum Community Forum

2. Sales tax group TX created with value 6,25% with the combination of Sales tax code

RP_TXST:

T

NDGOV

North Dakota Government

NDRSL

North Dakota Resale

NDSCHL

North Dakota Schoo!

NJ

New Jersey

No-Tax

No Tax Codes

OH
Onio

OR
Oregon

PA

Pennsylvania

Resale

Exempt - resale ND cust:

Sales tax groups
Sales tax group  Description
s Texas

General

SALES TAX GROUP DESCRIPTION CASH DISCOUNT

Country/region or state Rew

County/purpose

Setup
Add @ Remove
v/ Sales tax code Exempt

HR_TXST

RP_TXST 0O

SP_TXST

Exempt code

Retail destination based tax

Call center defaults

e sales tax on cash disco...

INVOICING

Rounding by Print

SALES TAX ROUNDING RULE

Sales tax codes Sales tax codes

Percentage/Amount Name
6.25000 Texas State - Hours
625000 Texas State - Retail Prod
6.25000 Texas State - Spare Parts



NOTE: Pay an attention on a value of ‘Rounding by’ — by default it is assigned to ‘Sales tax codes’,
and this is the value we suggest for Retail customers.

Sales tax group should be assigned to Retail store later.

3. Item sales tax group RP created with the combination of Sales tax code RP_TXST:

dit +New [i Delete Recalculate tax Options

I o Item sales tax groups

Item sales tax group Description Reporting type
ALL RP Retail Product
All sales tax codes
Setup
HOURS t-Add @ Remove
Hours « Sales tax code Percentage/Amount Name
EXEMPT 0.00000 Tax exempt im/export
| RP RP_CAST 7.25000 California State - Retail Prod
alpa RP_CHCITY 1.25000 Chicago City - Retail Prod
RP_CKCTY 1.50000 Cooke Country - Retail Prod
SPB RP_COST 2.90000 Colorado State - Retail Prod
TR RP_DCST 5.75000 Washington DC - Retail Prod
RP_FARCITY 1.00000 Fargo City - Retail Prod
RP_FLST 6.00000 Florida State - Retail Prod
RP_GAST 4.00000 Georgia State - Retail Prod
RP_IAST 6.00000 lowa State - Retail Prod
RP_IDST 6.00000 Idaho State - Retail Prod
RP_ILST 6.25000 lllinois State - Retail Prod
RP_KGCTY 3.00000 King County - Retail Prod
RP_LACITY 1.00000 Los Angeles City - Retail Prod
RP_MAST 6.25000 Massachusetts State - Retail P
RP_MDST 6.00000 Maryland State - Retail Prod
RP_MIST 6.00000 Michigan State - Retail Prod
RP_MNST 6.50000 Minnesota State - Retail Prod
RP_NDRSL 0.00000 North Dakota Resale - Retail P
RP_NDSERV 5.00000 North Dakota Service - Retail
RP_NDST 5.00000 North Dakota State - Retail Pr
RP_NJST 7.00000 New Jersey State - Retail Prod
RP_NVST 6.50000 Nevada State - Retail Prod
RP_NYST 4.00000 New York State - Retail Prod
RP_OHST 5.50000 Ohio State - Retail Prod
RP_ORCNTY 0.50000 Orange County - Retail Prod
RP_ORST 0.00000 Oregon State - Retail Prod
RP_PAST 6.00000 Pennsylvania State - Retail Pr
RP_TNST 7.00000 Tennesse State - Retail Prod
RP_TXST 6.25000 Texas State - Retail Prod
RP_WAST 6.50000 Washington State - Retail Prod

Item sales tax group should be assigned to the item we sell in Retail store later.

4. Sales tax setting on Retail store:



Stores.

HOUSTON: Houston

IDENTIFICATION POS REGISTER 1 databas SALES TAX Use customer-based tax CUSTOMER

[o0007 ]

EMAIL NOTIFICATION
REGIONAL SETTINGS Email notification prof
T
‘“ e ® o

PROFILES

@ alTme V) (oo ]
] e/ [ J

ORDER FULFILLMENT

ELECTRONIC PAYMENTS

|
Statement/closing
STATEMENT

ROUNDING MAXIMUM DIFFERENCE CLOSING

[ 1000 [shife

BATCH OPTIONS ®) No

- Sales tax group=TX
- Prices include sales tax= YES/NO

NOTE: When ‘Prices include sales tax’ is enabled — the Prices on Items (Base sales price or from
Trade agreements) are inclusive sales tax. So this parameter is important to know if it will be
enabled or disabled before all the prices on items created.

E.g. When item price is 99,99 and parameter Prices include sales tax is enabled — this means the
price is sales tax included already. So on the store you will see:

Subtotal=94,11
Tax= 5,88
Amount due= 99,99

When parameter Prices include sales tax is disabled — this means the price 99,99 is without sales tax
and on the store you will see:

Subtotal= 99,99
Tax=6,25
Amount due= 106,24

5. Itisvery important to know that once you did some changes on sales tax setup in HQ, you
should run Job 1080 (Tax) and then be sure that Retail server is restarted, because changed
tax setup might be cached.

With that setup you should always get the same calculation of all amounts (Net amount and Sales
tax amount) on the Store and in HQ transactions.

Also a suggestion to change sales tax setup only after working hours when nobody is working to be
sure that the changes are done correctly, distributed to POS and there are no differences between
POS and HQ.

The same setting is valid for AX2012 and D365.
Read also a blog article:

(99+) Sales tax setup recommended for Retail Stores - Dynamics 365 Commerce Forum Community
Forum




1. Configure sales tax for MPOS/CPOS:

MPOS/CPOS tax determination

This information is described in another blog article:
(+) Retail Sales Tax Determination - Dynamics 365 Finance Community

In Retail POS, the tax policy is taken into consideration in the following priority order of Destination
based tax -> Customer tax -> Store tax.
(This section is related POS only, not for Online store at this point).

1. For Destination based tax to be taken into consideration, “Use destination-based tax” on
the Store form should be enabled and the order should be a shipping order with the address
set as the delivery address (Customers Address sales tax group = Customer > Addresses >
More options > Advanced > General > Sales tax).

2. If this first condition evaluates to false, then if “Use customer-based Tax” is enabled on the
Store form and there is a customer added to the transaction, the Customer's sales tax group
is considered (Customers Sales tax group = Customer > Invoice and delivery > Sales tax

group).

**Keep in mind that for a new customer, this takes on the Customer group from the Default
customer assigned to the store. If there is a Sales tax assigned to this group, this is then assigned
to the Customer as the Sales tax group (Default customer’s group Sales tax group = Store > Default
customer > drill back on the customer record > General > Customer group > drill into the group >
Default tax group).

3. If the second condition also does not evaluate to true, then the Store “Sales tax group” is
considered:

HOUSTON: Houston

IDENTIFICATION

atabas SALES TAX CUSTOMER

sa

EMAIL NOTIFICATION

REGIONAL SETTINGS

ORDER FULFILLMENT
® No

ELECTRONIC PAYMENTS

By design, the tax group policy checking does not have a tax fallback calculation between types of
store taxes. That is, if the store is using Customer based tax and no tax group is found, it should
return 0 instead of trying to calculate using store based tax.

BUT the Default customer will use the Store tax in this scenario.

Thus in order for the address based tax to work, in HQ the “Use destination-based tax” should be
enabled on the store and for the transaction made, the newly created customer address should be
assigned as the "Shipping address".

Setup Locations:
Customers Address sales tax group = Customer > Addresses > More options > Advanced > General >

Sales tax



Customers Sales tax group = Customer > Invoice and delivery > Sales tax group
Default customer’s group Sales tax group = Store > Default customer > drill back on the customer
record > General > Customer group > drill into the group > Default tax group

Other setup:
- Commerce parameters/Sales tax calculation/Recalculate or Don’t Recalculate (doesn’t
pertain to Online store). See more detailed description about this feature below at number
IX.

If a New customer is created in POS:
e Using Destination based taxes — ensure you add an address > assign Sales tax group
e Using Customer based tax — assign the proper Customer group which links the Sales tax

group
e Using Stores based tax — the Customer assigned taxes will not matter.

**No Customer (default customer) = Stores tax (assumes customer is local)
**Customer orders require customers

Below is a matrix outlining whether you have Destination or Customer based taxes configured in the
Store along with the type of POS transaction. The last column is what the system will determine as
the Sales tax group to be used.

NOTE!!! When testing Tax changes and it doesn't look like POS is reflecting the update, Retail stores
(POS) will not make this update in the middle of the day/transaction. Thus the tax setup is cached
and may need an IISREST each time Tax is updated (such as changing the Stores Tax calculation
methods)

Destination based tax Customer based tax Cash&Carry/Pickup/ delivery Sales tax group used
X X C&C Customer sales tax group
X X Pick up Customer sales tax group
X X Delivery Customer Address sales tax group
X Pick up Pickup Stores sales tax group
X C&C Customer sales tax group
X Delivery Customer Address sales tax group
X C&C Customer sales tax group
X Pick up Customer sales tax group
X Delivery Customer sales tax group
C&C Current Stores sales tax group
Pick up Pickup Stores sales tax group

Delivery Current Stores sales tax group



lll.  Configure sales tax for Online Stores:

There is also a related document on the Docs site that can be referenced at the following link:
Configure sales tax for online orders - Commerce | Dynamics 365 | Microsoft Docs

Very useful blog article:
(+) Retail Sales Tax Determination - Dynamics 365 Finance Community

There is also a document with one of scenarios and repro steps in standard Contoso environment
about Destination-based Sales tax configuration for Online stores in D365:
Destination-based Sales tax configuration for Online stores D365.docx

Customers creating orders in the online medium are normally provided with the option to either
have their items shipped or picked up at a local store. Since these customers are in various tax
regions, there is a need to calculate taxes based on the destination of the items on the order. To
obtain the applicable taxes, the online store front utilizes the Commerce tax engine. Since it is also
possible to assign different delivery methods to each line item in the cart, sales tax calculation will
be performed for each line based on its destination.

e For pickup in store or curbside pickup, the Sales tax group is derived from the store selected
to honor the pickup. For this scenario the store should be configured with a Sales tax group,
more details here:

o https://docs.microsoft.com/en-us/dynamicsax-2012/appuser-itpro/set-other-tax-
options-for-stores

e For shipping to customer address, the delivery address of the line will determine the line
Sales tax group.

o If the customer is shipping to an existing address in HQ, and this address has a Sales
tax group configured, this Sales tax group will be used.

=  NOTE: By default, addresses are not created with Tax group.

o Otherwise, the Sales tax group will be defined using the delivery address of the line
and the destination based taxes configured in the Sales tax group itself. You can find
more details here:
https://docs.microsoft.com/en-us/dynamicsax-2012/appuser-itpro/set-up-taxes-for-
online-stores-based-on-destination

e There is an exception to the above rules if the Customer account has been directly assigned
a Sales tax group. In this instance, the customer specified Sales tax will take precedence
over a destination tax calculation. This is not a normal scenario, but can occur when a
specific sales tax has been defined in headquarters in the customer account. (Example: Tax
exempt).

To allow the system to properly calculate “Destination based taxes”, it is recommended to configure
the Default customer assigned to the Online store with blank values. The reason behind this is that
new online customer accounts use the Default customer account as a template when created. Any
preconfigured values set on the default customer will be inherited on the new customer record.
- The Default customer should NOT have Sales tax group configured on the Address nor the
Invoice and delivery tab to avoid copying details to new customer records.
- If there is a “Customer group” linked to the Default customer, it should NOT have a default
Sales tax group associated.

NOTE: At the time of this article, there is not a way to link a current customer to a new online
account. A customer must create a new online account.



Quick reference for Sales tax setup locations:

Customer Address sales tax group = All customers > Addresses > More options > Advanced >
General > Sales tax

Customer Sales tax group = All customers > Invoice and delivery > Sales tax group

Store Sales tax group = All stores > General tab > Sales tax group

Default customer = Online stores > Default customer > drill back on the customer record > General >
Customer group > drill into the group > Default tax group

The following table explains whether destination-based taxes or customer account-based taxes
are applied for online orders:

Customer type Shipping address  [Customer > Invoice|Address on Customer address > Advanced > General > (Sales tax group applied
and delivery > customer account |Sales tax group?
Sales tax group? in headquarters?
Guest Manhattan, NY No (blank) No (blank) No (blank) NY (destination-based taxes)
Signed in Austin, TX No (blank) Yes None TX (destination-based taxes)

New address added via online channel.

Signed in San Francisco, CA Yes (NY) Not applicable Not applicable CA (destination-based taxes)
(Pick up at store)

Signed in Houston, TX Yes (NY) Yes Yes (NY) NY (customer account-based taxes)

New address added via online channel and
sales tax group inherited from customer
account.

Signed in Austin, TX Yes (NY) Yes Yes (NY) NY (customer account-based taxes)

New address added via online channel and
sales tax group inherited from customer
account.

Signed in Sarasota, FL Yes (NY) Yes Yes (WA) WA (customer account-based taxes)

Manually set to WA.

Signed in Sarasota, FL No (blank) Yes Yes (WA) WA (customer account-based taxes)

Manually set to WA.

V. Tax exempt calculation:

Calculation of tax exemption - available after 10.0.13, there is a link to MS Docs:
docs.microsoft.com/.../tax-exempt-price-inclusive

Microsoft Dynamics 365 Commerce version 10.0.13 and later includes a feature called Enable tax
exemption for the 'price includes sales tax' scenario. When this feature is enabled, an option

called Calculate price inclusive tax exempt appears on the General FastTab for store and call center
settings. If this option is set to Yes, prices in tax-inclusive scenarios are adjusted when the
transaction or specific taxes in the transaction should be exempted. When store-based taxes are
used, you can apply these exemptions by using tax overrides. When customer-based taxes are used
at the store, the exemptions are automatically applied based on the customer's tax settings.

This setting is also supported for orders that are created in the call center and stores.

There is also a document with detailed repro steps in standard Contoso environment for Stores with
Prices tax inclusive scenario:
Tax exempt Store Tax inclusive scenario.docx




V. Sales tax on Charges (Shipping charges/Cancellation charges):

In Commerce parameters there are:
- Shipping charge code= FREIGHT
- Cancellation charge code= Cancel
- Use advanced auto-charges= YES

Commerce parameters

General Set up the retail parameters for customer orders

Order

Customer orders

Modes of delivery

Description

Display o
E | In Store pick up 100
61 Curbside pick up 200
very Electronic mode of delivery Show only carrier mode optio.
] 2 ] @ ves

Cancellation charge code

Use adv
Cancel @ v

Payments

Refund shipping charges

1. When you open Shipping charges code ‘FREIGHT’ (from Commerce parameters form, right-
click/View details), there is Item sales tax group which you may set up. In our cases we select

|| Charges codes
= o Charges code Description Item sales tax group Prorate Shipping charge
harges C... escription .

[FREIGHT | [Freight | [re ® Nno @ ves
FREIGHT Freight

Posting

DEBIT CREDIT

Type Type

[Customer/vendor ] [Ledger account /]

Posting Posting

[ /] [Order, freignt /]

Account Account

[ /| [203500 2

Foreign trade

NOTE: be aware, this form of Charges codes is opening from Accounts receivable (Charges
setup/Charges codes). Charges codes we have also in Commerce (Channel setup/Charges/Charges
codes) — but it is not used in this case. If ‘Use advanced auto-charges’ is enabled — then Charges
codes are used from Commerce settings. Be sure you have Item sales tax group added on both.

2. When you open Cancellation charge code ‘Cancel’ - there is Item sales tax group which you
may set up. In our cases we select RP:



|| Charges coges

Charges code

Charges ¢ Description

Description

item sales tax group Prorate Shipping charge

| Cancel

| [canceliation | [re

Refundable

@ no ® no ® no

Cancel Cancellation
Posting

DEBIT

Type

CREDIT

Type

[Customer/vendor

v|  [Ledger account V]

Posting

Posting

(

v]  [Order, freight 7]

Account

Account

] [403500 |

Foreign trade

NOTE: be aware, this form of Charges codes is opening from Accounts receivable (Charges

setup/Charges codes).

When Customer order will be Cancelled in POS, after the operation is completed, voucher will be

posted with Cancellation charge and sales tax as well.

VI.  Gift card with sales tax included:
NOTE: Sales tax on gift cards will be calculated only when store has ‘Price include sales tax’ enabled.

There is a link to (+) Sales Tax on Gift card sales - Dynamics 365 Commerce Forum Community Forum
with details on how to set up that.

And the document with steps:

1727.Sales Tax on Gift card sales D365.docx

VII. Sales tax on Income/Expense retail transactions:
We do not have any Item sales tax group on Income/Expense accounts for the Store.

As a workaround — it is possible to post sales tax for such transactions adding Sales tax setting on the
Ledger account assigned to Income/Expense.

1. Income account setting:

Income/expense account | HOUSTON : HOUSTON

Name General

Income

Account number Search name Account type

9 Slip text 1
Expense )
1 Income Income

Income Income

e Slip text 2
Income

Posting

Ledger account

[201100 ]

Name

Product Sales

Open Ledger account 401100/Edit/Tab Legal entity overrides/Add/Legal entity= USRT/Sales tax:



O Search for a page

IDENTIFICATION

ts  Options

ADMINISTRATION CONSOLIDATION

. o
USRT tail USA
- Sales tax group=TX
- Item sales tax group= RP
- Sales tax direction= Sales
2. Expense account setting:
I O Filte \ Income/expense account | HOUSTON : HOUSTON
Account num... Account type Name General
1 Income Income
2 Expense Azc(oun! number Search name A;::::::ype
Name
Expense
Posting
Ledger account Name

601200 Selling Expense

STANDARD GENERAL LEDGER ACCOUNT

Sales tax

Ir
=%
<

tem sales tax group

I

Sales tax direction
Sales

I

Exempt
@ N

Validate sales tax
Optional Vi

Sales tax code

I

Message line 1 Slip text 1
Expense Expense
Message line 2 Slip text 2

Open Ledger account 601200/Edit/Tab Legal entity overrides/Add/Legal entity= USRT/Sales tax:

O Search for a page

General

IDENTIFICATION

[Seling Expense

LEDGER

add . Sales tax

UsRT Contoso Retail USA =

- Sales tax group=TX
- Item sales tax group= RP
- Sales tax direction= Purchase

ts  Options

ADMINISTRATION
(Do not allow manual ents

CONSOLIDATION

CURRENCY

STANDARD GENERAL LEDGER ACCOUNT

Sales tax

Sales tax group

ERE]
£
Fl

RP

Sales tax direction

I

Purchase
Exempt
[Cag™
Validate sales tax
Optional

g
§
<
<

NOTE: Sales tax will not be shown on a Store, it will be posted to the voucher only when the

statement will be posted.



VIII. Sales tax setting on Prepayment:

When you need to calculate sales tax on Deposit (Prepayment, Advance payment), you need to

enable the parameter ‘Sales tax on prepayment journal voucher’ and add ‘Posting profile with

prepayment journal voucher’ (PRE) in Accounts receivable parameters/Ledger and sales tax tab:
Accounts receivable parameters

General Set up tax options for posting
Updates General

Posting profile Primary consumption transaction Default dimension hierarchy Enable tax adjustment in detai FREE TEXT INVOICE
Project GEN v [item, Customer, Catalog @ Nno Mandatory item tax groups

7 —_— @
R Primary sales posting Primary discount posting Enable date of VAT register ch... =N
Summary update —
@) no

Shipments

Payment

Ledger and sales tax

Number of characters for Giro ac... Sales tax on prepayment journ... Posting profile with prepayment ... Warn if payment proposal use...

Settiement L9 ©F=] fRew ] ® o

Bill of exchange

Direct debit

When you open PRE posting profile, be sure the ledger account is added to the ‘Sales tax
prepayments’:

( | | Customer posting profiles

Posting profile  Description

PRE [Pre | [Prepayments
Prepayments
Setup
Add [ Remove
E— [ ——— Account code Account/Group number
Al Y
Summary account Liquidity account for payments Sales tax prepayments
[2121680 V] [110110 V] i[221850

To calculate sales tax for Prepayment, we use:

- Sales tax group — coming from the Store

Item sales tax group — coming from General ledger parameters/Tab Sales tax/fast tab
General:

My view vV

General ledger parameters

Ledger Set up sales tax and sales tax group information
Sales tax General
Item sales tax group Calculation method Conditional sales tax Validate tax code

nventory dimensions

I

] G G

Calculation date type Amounts include sales tax Clieck Saies tak code P a—.

Number sequences

Legal entity for intercompany tax...

Apply sales tax taxation rules Tax direction requirement Sales tix COREISIoN
Destination v @
@ ves ®) No Accounting Currency N

Batch transfer rules

Chart of accounts and dimensions

Tax options

When customer order will be created and Deposit paid, the voucher will be posted with Sales tax
included.




IX. Tax calculation behavior:

The parameter "Tax calculation behavior" in Commerce parameters/Posting/Invoice tab is
necessary to pay an attention what value is there. It can be selected as Recalculate or Don’t
recalculate.

Commerce parameters
Genera Set up the retail parameters for posting

Credit memo

w conclud

Allot
@)

Email receipt

option Subject

Standard receipt v I I ‘ ‘

Number sequences

Inventory update

Summary v

Channel deployment

Aggregation

ocuments Batch processing

BATCH PROCESSING Max thread for order processing ...

0

Clienteling Tax calculation bel

Dynamics Fraud Protection Invoice

PAYMENTS

JUNDS

Tax calculation behavior

\Recalcu‘ate v ‘

This parameter controls whether we should honor the tax amounts calculated in POS or if they
should be recalculated when invoicing sales orders originating from statements posting.

The statement posting process can be summarized in sales order / invoice / payment creation in HQ
for Retail transactions. This processes uses the standard (core) sales order framework which includes
the core tax engine that calculates the tax amounts for sales orders. This process of core tax
calculation should round the amounts according to the customer configuration. This is what happens
when the ‘Recalculate’ flag is selected.

When the ‘Don’t recalculate’ flag is enabled, the statement posting process adds tax adjustments
(on top of the tax transactions calculated by the core tax engine) with the tax amounts that are
saved on RetailTransactionTaxTrans (values that are generated in POS) and this is how the tax from
POS are honored.

The configuration ‘Don’t recalculate’ is suggested, since it is possible that (due to a synchronization
issue or any other issues) the tax configuration in POS is not the same as in HQ and we need to
honor the amounts from POS.

There is no code for tax calculation in statement posting when the ‘Recalculate’ flag is ON, the
values are all calculated by core tax engine when the sales order is invoiced.



The same parameter is available in Commerce parameters/Customer orders tab:

Commerce parameters

Set up the retail parameters for customer orders

Order

Customer orders

This parameter controls whether we should honor the tax amounts calculated in POS or if they
should be recalculated when invoicing customer sales orders. Turn on the flag in Accounts

receivable parameter-> Ledger and sales tax-> Enable tax adjustment in detailed mode to see a
detailed view of the tax adjustments.

NOTE: These two parameters are not related to Online store sales orders. There is a feature
proposed, but still not released (# 8179660).



