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McCormick & Company, Inc.

McCormick is a global leader in
flavor. Founded in 1889 and
headquartered in Maryland,
McCormick has over 10,000
employees worldwide. We spread
our passion for flavor to the entire
food industry by manufacturing,
marketing and distributing spices,
seasoning mixes, condiments and
other flavorful products. Our
customers range from retail outlets
and food manufacturers to food
service businesses.

. Brands sold in 110+

countries

. 2013 Net Sales - $4.1

billion

- 10,000+ employees

worldwide
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Many of ou top brands have 2 strong heritage
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It's amazing what a
little spice can do

L Introduction |

- The majority of companies using SAP apply overhead using
Overhead Costing Sheets

- Activity-Based Costing provides a way to apply overhead in a
more detailed fashion

- ABC Overheads can be applied in many areas
- This presentation describes how McCormick uses ABC in

Product Cost Controlling

McCORMICK
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- [ AboutABC )
- ABC at McCormick

- | ABC Master Data

- Functions

. | ABC Templates

- | Supporting Transactions

- | ABC at Month-End

- | Some Caveats

. | Summary
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About ABC

- Whatis ABC?
- Why Should | Use It?
- Pushvs. Pull
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L What Is ABC? |

- ABC, or Activity-Based Costing, is, as its name suggests, a
method of allocating costs based on specific activities, or
processes.

- Almost any activity or process may be used as a cost driver.
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The Advantages of Using ABC

- ABC allows costs to be traced back to the actual business
processes

- This is more precise than the overhead rate on the overhead
costing sheet, which is location-oriented, rather than process-
oriented

Example: Material A and Material B are both made on the same
manufacturing line, and the planned total output for each is the
same. However Material B must be made using an order
quantity half that of Material A. To achieve the same total
output, twice as many process orders of Material B must be
created. The cost of Material B should reflect the higher cost of
order creation.
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“Push”

- Overheads may be “pushed” through the process of
assessment

- This method is most useful when the composition of the costs
is not important for the receiver

1 014 | CONTROLLING

I_ o |

- Costs are not just allocated

- The system also determines the quantities that the receiver
objects consume or utilize

. Costs are calculated based on the quantities times the prices
and are therefore more accurately determined

amr=
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. | ABC Templates

- | Supporting Transactions

- | ABC at Month-End

- | Some Caveats

. | Summary
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ABC History at McCormick

- McCormick has used ABC to apply overhead since going live
with SAP in 2002

- The legacy system had a basic ABC for the industrial business
- Management goals

- To be able to analyze what was actually driving costs, with
the goal of making better decisions

- To be able to better price products

- To be able to analyze variances

- Plan developed by implementation consultant ]l‘cTX
McCORMICK
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L ABC History at McCormick |

- Plants in the US were the first to go live with product costing
and ABC overheads

- Plants in Canada went live in 2008

- Plants in Europe went live in 2010 and 2013 with a simplified
model
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About ABC
ABC at McCormick
. [ABc Master Data ]
Functions
ABC Templates
Supporting Transactions
ABC at Month-End
Some Caveats
Summary
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ABC Master Data

Overhead Cost Elements
Standard Hierarchy

- Business Process Groups
- Business Processes
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L Overhead Cost Elements |

These are allocation cost elements

They are secondary cost elements of Category 43 (Internal
Activity Allocation)

They are time-dependent
McCormick has just over 30 cost elements

Join of CSKB{A) and CSKU(B)
o akd From | em cat. L ncc e D |
123 (oo 43 O WCB1 | ABC - Purchace Ram M | ABC - Puschasa Raw Materals
e ) & Mool |Anc-vhrnga.5ch | ABC- Pannig B Schacing |
T12/3u/580 [0i/01/15% |43 B (Woa1 | ABC - lnventory Mara | ARG - Fventory Hanagerment
12731/ 95 [E NOU [ABC Waee Hand | ADCPlateral Fanding
12/31/9999 3 (B TMOD1 [ABC- Mter Trans | ABC - Maters Trandfer

[WCO1 0000911000 | 12/31/9998 | & E WG] | ABC - Engreeng | ABC - Engneerng
12/31/9990 a3 |E IM0O1 | ABC - Regulitory Com | ABC - Regubstory Complance
a1/ Gl E [MGD1 | #BC -Fac Wan 1o | ABC - Fac. Man Praduction Rastad
i 45 [E MBI [ABCfac Wan-Hon | ABC -Fac. Han Jion Producion Rebted |
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Standard Hierarchy
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19

- Transaction CPH4N allows for central creation of the following:
- Standard Hierarchy of Business Process
- Business Process Groups
- Business Processes
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Business Process Groups

20

Business process groups link related business processes
Business process groups may in turn be combined into higher-
level groups

Business process groups are nodes in the business process
hierarchy

014 | CONTROLLING

| Business Processes |

21

. The business process itself is the lowest level in the standard
hierarchy

- Abusiness process must be assigned to a group in the
standard hierarchy

- There are multiple tabs for business process master data
. Tabs used depend upon the use of the business process
- They are plant- and cost center-specific

4|CONTROLLING




Business Process Master Data
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Business process master data comprises several tabs

5 Dispiay Business Process: Basic Screen
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» 4| CONTROLLING

Business Processes at McCormick

McCormick has about 1200 Business Processes

McCormick uses the Basic Data tab
- Name, Description, Hierarchy Area, Company Code, Profit Center

McCormick uses the Organization Tab

- Plant Only

McCormick uses the Allocation Tab

- UOM, Allocation Category, Allocation Cost Element

- Price Indicator and Actual Price Indicator
The History Tab defaults w
C.

MecCORMICK
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About ABC
ABC at McCormick
ABC Master Data
. [ Functions ]
ABC Templates
Supporting Transactions
ABC at Month-End
Some Caveats
Summary
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Environments and Function Trees
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- The environment determines what information can be accessed
from SAP or from an external system

- Transaction Code CTU6 or IMG > Controlling > Activity-Based
Costing > Templates > Define Environments and Function
Trees
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Environments

- SAP provides a wide selection of environments
- The screen shot below shows some of these environments

€| 3 IH @@ CHE o
Maintain Enviranments and Function Hierarchies
P
Oiost 11 Jfunct,[Envionm, |
© £3 000 Test environment 2]
1> (53001 Cost estrmate/production orders o1 =l
b 1002 Reference and Srmulston Costng onz
b 531003 Gost excrmata wio quantey s on3
I 22004 Network o4
b B0 005 was slement 05
¥ £3006 General Cost objects/ €O hierarchy 006
(B3 007 Intemal order o
b 3008 Sales order 008
b 53009 Process crder 005
¥ (51010 Product cost collectar o
b B2 011 Servica ordar ol
(88 012 €O production arder [+
(B0 101 Sender processes 101
© £ 102 Onder data 102
b 53 103 Materas 103
b £3 104 B4 of rateral 104
26 2014 |CONTROLLING

L Environments at McCormick |

. McCormick uses Environments 001 and 009
@| 100 S0e DHE O
Maintain Environments and Function Hierarchies
TF S
Dogect |1 [runct_[enveonm,_ |
(23 000 Test erarunment 00 = 1
{23 007 Cost estimate/ production arers oL (o]
120 002 Reference nd Smulition Costng oz
& (20 003 Cost estimate wjo guantty sir. o3
b (20 004 Metwork 04
v (20 005 WHS element 005
¥ (20 006 Genaral Cost objects/ CO hisrarchy 06
v (2 007 Internal order o7
(% 53 008 Sk ovter s ]
¥ 120 009 Process order o9
& (2D 010 Product cost colactar 00
(@ 011 Servica order o1
& (@ 012 €0 producten order mz
(& 101 Sender processes EL
@3 102 Order data 102
b (S 103 Materak 03
23 104 Bd of materal 104
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Function Trees
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- Below the environment is the Function Tree
- Under the Function Tree are nodes
- In Function Tree SAP1, the nodes are equivalent to sub-

environments
| Object | 1 | Function Text |envio_ |
= 3001 Cost estrmate/production orders. 001
= &% SAP1 Cost estmate/production order ¥ 001
€D Cost estmate/production order
b 3 Sender processes 101
b B order data 102
b B Materals 103
b 3 84 of materal 104
b 3 Routng 105
b B3 Genenl data 107
b B3 Mathematial functions. us
© B3 production campaign 16
b B3 send CCTR/ACty Type 125
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Function Nodes

- Grouped under the nodes of the Function Tree are the function

nodes Object |t | Funstion Text |Envroom_|
TS ot o el o
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sOuTnCoPIG: CoProduct Indate Sekcted n 80... 104
{somcrectiaeraiss Chadfor Mt weh Cossm BOM 104
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{oorarconamedauantty | Wi Quanty o the Wateral . 104
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 Somteorsemopstocaion Sewoge Locaton of o Matwai 80,.. 104
SoriateFarbomiten
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s o the Matra . 104
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29 4| CONTROLLING
Functions
- Functions are evaluation procedures with which you can call up
the value of afield or the results of a function module within a
Template.
- There are many standard functions available
- You may create your own functions
30 2014| CONTROLLING
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Display Function: RoutingOpActivity Type
FRA

- Double-click on a function to see how it is configured

[cstecs = [ | roncton  AoutimaOsactatrTive.

=<7
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: =
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= = A
Retratoconathy Tomwow =
ot
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Table-based Function
- The source of the function data may be a table field
R o T —y
Ln] =¥
BamcOma | rpemeratan  Umge | Fuecton Hemrchy | Laguage
—
= -
e s
e
—
[
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L Function using a Function Module |

. Or an ABAP function module
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Function Usage

. The Usage tab determines on which types of rows and in which
types of columns the function may be used

Function  ReutingOpActvityType Acthity Type in Activity for Routng
(n]=]%]

BascData | Implementaton ~ Usage | Function Herarchy | Language |

Templiate Applcation  Cost objects. 1]

Overdew ' Al Courns |

Fow Type | Object! | Quantiy pian|_| Quantity pien..| | Actwation pian|
Business Procass O ® B 2 E &)
Cost CenterjActvity Type O # % [
Cicuaton Row (Busness Process) O = % = W @
Cakculiton Row{Cost CenteActvey Tyoe)| (| [E W [ = E [ci
Flexble Function O = [ il [l
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Function Usage (cont.)
- (Right side of screen)
Function  RoutngOpACtHEY Type Actwity Type in Actwiy for Routing

%]

BascData | Implementation ' Usspe | Function Herarchy | Languse |

Tempiste Apphcation  Cost abjects, ]

i
| .|k

R |/ (1 ||
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L Function Hierarchy tab |

- Entries on the Function Hierarchy tab determine which
environments the function can be used in

Functon  RoutingOpActueyType Actety Tyme in Actity for Routng
[EE3E7

Basic Data || Irpementaton || Ussge " Fancton Werachy | Language |

Func. Hesarchies of Enveo

e H
= 001 [SAP1 [Cost estmate/production ordaer L)
Biks Fr s oier -
¥ nos [sAP1 Process order
¥ 105 [5AP1 Routing
Wit bl ST
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Language Tab
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The language tab provides descriptions of the function in the
languages you have installed

FUNCtion  ROUENGOPACTMIY Type: ACTHy Type in Actvity for Routng
L=

BascData | Implementaton | Usage | Function Hiearchy ' Language

|ang. __|Function |Description

UK [Tun pobiT onepaui TexxapTn Tun pofiit & 0MePALT TEXKAPTH

DE larbeitsplanVorgLestungsart Leistungsart im Vorgang des Arbeksplans

e RoutingDpACtity Type Actidty Type in Activity for Routing

m m c v Type dactvié dans lopération de '3 gamme

PL RodzDzWperMarsa Techn Rodzzj dzetania w operagi marszruty technola|

BT TipoAtividadOperacioRater {Too de atiidada em operscio de rotero

RU ROUTING_OP_ACTIVITY_TYPE :!mpzﬁmammwnmmum [+]

ES [CaseActvidadOperHolaRuta (Clase de actividad en & operacin de hola de [+
flD [ 0|0
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Creating New Functions

New functions can be created either with a new ABAP function,
or by reading an additional field from one of the tables that are
valid for environment maintenance

Check in table COTPLTABLE for a list of available tables for
each environment

McCormick has created several new functions

McCORMICK
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L Custom Functions |

Here’s an example of a new function modeled after function
RoutingOpActivityType
[as]]

BascOota | bwemecision | Usge | Benction Wty | Lngiags

[P
i e
Opsracentmwos Aty
Aty Tros

| Fineoan Afarnce

Aok Trea

P Fnenin v
Refarnce Fure.

A Prsbie Etres o CompmorsPraes
[— MALIVG SESEIAL N0
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Functions and Formulas
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- Different types of functions may be combined in a formula

- The illustration below shows a formula combining a
mathematical function with a function from the order data group
and one from the materials group

s
IRk

=
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More Functions and Formulas

- Asimilar function bases the quantity on pounds, rather than
pallets
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L The Flexible Function |

- SAP also provides functionality called “Flexible Functions”

- The flexible function combines a condition with a formula to
further narrow its usage

Flexible functions are highlighted on the function menu

- There are flexible functions designed around average, multiple,
and total calculations

22 2014 | CONTROLLING
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Template with a Flexible Function
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Here’s an example of a template that uses a flexible function
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Flexible Functions - Example

Aflexible function has a condition and a formula

Condition & WMI'MWW v %

Fiexbie function condeion [ |l B [ [t [ ]

2_BoutingophoeivityTyped

<> *LamR

and Z_Pout togtphct ivieyTyve2
STr

a0d Z_RousiaglpAotivicyTyped
=5

|23Fexble functin condeon | Hrlexble functn formuls | o | X

T AR R
{ GrderToral{uantizy
B -
# BoutingOpBaseCuantity
!

Formula
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L Flexible Functions — Where It’s Useful |

The flexible function is useful in situations such as the one
below, where operation 20 is cost relevant, but there should be
no overhead applied

[ T g e—

pers_ 7 [5up [Descrptan [on_Jnel_ (o _[o6i_ease A/ i 5t_[5c ncos[and 5[5 hcout [ 5 Acat
Cowo | Poslech Ooenon M | | 2,30005 | | |
BT T X T N I T T T X e
m mgng “ 3,500k
o35 | ks [ W Dmm poco i Dmm fpocop pmm
foows | i jooso paconase 1. o 250086 o.coo e puoco i beamap.cool pamm
0s0 | o 2,500k p.soo 1 b o b xmm
45 2014| CONTROLLING

15



Topics

4/5/2016

- About ABC

- | ABC AT McCormick

- | ABC Master Data
Functions

. [ABC Templates

- | Supporting Transactions
- | ABC at Month-End

- | Some Caveats

. | Summary

46
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ABC Templates

- Once you have all of your tools, creating the template itself isn’t

difficult

. Create/Maintain/Display Templates using Transaction Codes
CPT1/CPT2/CPT3, or by following the menu path IMG >
Controlling > Activity-Based Costing > Templates > Maintain

Templates

- The rows and columns that are available depend upon the

template environment

47
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L Testing the Template |

- The template can be tested quickly and easily with the

simulation icon

=

48

which brings up an entry screen for test parameters

Entor the neceszary dwamatars for the tast

Parmeies Sarameter Vas

[Pt of ordar

| Metamat ks 0 orcar

" Tetal Order Quantity
Pan verson

Exiosin Date for BOK 1
Fram panod

To pered

Cament el e
ool

v %
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McCormick Templates
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- McCormick uses Comment Rows and Business Process Rows

. The actual allocation event for all of our templates is the Order
Teco

McCORMICK
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Evolution of McCormick’s ABC Templates

- When SAP Product Costing and Manufacturing went live in the
US, the ABC templates were fairly complex

- Quality Inspection processes are extremely complex
- A more complex model was used also in Canada
- Asimpler model was developed for the expansion into EMEA

- In the simpler environment, all overheads are based upon
machine time
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L Costing — Environment 001 |

Example of simple template in Environment 001

@ —i[i0 €68 OB GFGE OO an
Displey template 001 / CARNSEEG

waa
p—

a1
| OB
Termplate averview : display
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Process Order — Environment 009

4/5/2016

Here’s the equivalent template for Environment 009, the actual
process order

(] 500 €06 DNE 6F0D BE 0
Display template 009 / CARSEBG
P AD | B

e Curpeatens m - 18 3y
Foces ke

Ereronest. "
LI ]
Template cverview : display

I e o Y= S =T R T T — T
) 0

e o | CTIVE | T | Tomieaa | AT o
)

5
& ] Toan T e TEa

SEENFTICIC
=y
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Assigning the Template

- When your template is complete, it must be assigned to an
Overhead Key using transaction code KTPF, or by following the
menu path IMG > Controlling > Activity-Based Costing >
Templates > Assign Templates for Cost Objects and Costing

Change View "View for Template Determination”: Overview
P Newkntes @ B B[R

|_|coar|costsn [om key [Enwron. _[Tempiate _|name
peCOL [PP-PCL RIL 01 ARILCOL Athanta Pant Cost Estmate

booijpeeci L foos  [aricci Atanta Pant Process Orders (=]
bece jer-res iz pox TLS01iE Atlnt Plnt Cost Estimate ol
ot [ep-pet LI fos TLOOLLE Atianta Plant Process Orders |
bacot [pe-pet TR o1 TLRK Attnta Premm I
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53

L Overhead Keys and Overhead Groups |

Using Transaction OKZ2, the Overhead Key is linked to the
valuation area and the overhead group, which is then in turn
entered on the Costing 1 tab of the material master

- When the material is costed, the Overhead Group points to the
Overhead Key, which in turns points to the correct ABC
template for overhead application

Costing 1 tab Overhead ABC
Overhead
Key Template

Group

54 2014|CONTROLLING
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- About ABC
- | ABC AT McCormick
- | ABC Master Data
Functions
. | ABC Templates
. [ Supporting Transactions ]
- | ABC at Month-End
- | Some Caveats
. | Summary
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Supporting Transactions

- In order to apply ABC overheads to process orders, each
business process must have a rate

. Transaction CP26 handles creation or change of Business
Process Planning Quantities and Prices

- Transaction CP27 displays them
- McCormick uses only fixed prices

(£
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L Statistical Key Figures |

. Transaction CP46 handles creation or change of Business
Process Planning Statistical Key Figures

. Transaction CP47 displays them

- McCormick uses the SKF for various FTE (Full Time
Equivalents)

57 4|CONTROLLING
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Rate Calculation
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- Each plant controller has a set of Excel templates for use in
calculating rates

58 4| CONTROLLING

Topics

- About ABC

- ABC at McCormick

- | ABC Master Data

. ABC Templates

- | The Flexible Function

. | Supporting Transactions

- [ ABC at Month-End )
- | Some Caveats

. | Summary
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L ABC at Month-end |

- Template allocation
- Assessment
- Analysis

60 4| CONTROLLING
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Template Allocation

Using transaction CPTD, Supply Chain Finance performs
template allocation as part of period-end close

& Accountng
0

< €3 controtng
¥ 0] Cost ERement Accountng
(3 cost Center Accountng
1 O meemal Orders
I O Actwey-Based Costng
= €3 product Cost Controlng
I CJ product Cost Plnning
= €3 Cost Obgect ontroling
© 3 Colaboration Projects
b 3 Product Cost by perod
= €3 Product Cost by Order
=
¥ CJpnnng
O3 Actual postngs
= 3 Perod-£nd Coang
b O Schedule Manager
= €3 Sngle Functions.
= €3 Templite Alocaton
© CPTA - Incoduai Processng
D 1D - Colecte Processng
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Results After Template Allocation

Using transaction COR3 or KKBC_ORD, we can view the results
of the individual order

== T
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L Assessments at Close |

As part of Period-end close, McCormick also run assessment
cycles using transaction KSU5

Most assessments are based on Headcount, FTE (Full time
equivalents) or Square Feet

63 2014|CONTROLLING

21



ABC Analysis
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- SAP provides a number of reports for ABC analysis

S Accountng
b (3 Fruncisl Accountng
b CJ Financal Supoly Chain Management
> € Controbng
b CJ cost Blement Accountng
¥ CJ Cost Center Accountng
0 CJ intemal Orders

= €3 Reports for Actity-Based Costing
b I McComik ABC Reports
b O penyAcal Comparsons.
b O Target/Actwal Compareans
b CJPennng Reports
b O prces
b Qe

Indexes
rbutes
» (3 More Reports.

64 4| CONTROLLING

Standard Reports

- McCormick Supply Chain Finance group uses S_ALR_87011762
and S_ALR_87011760

< &3 Activity-Based Costing

b (3 Master Data

b O Planning

& (3 Actual Postings

P O3 Period-End Closing

= (3 Information System

&3 Reports for Activity-Based Costing

b (3 McCormick ABC Reports
= €4 plan/Actual Comparisons

65

© S_ALR_87011761 -
& S_ALR 87011760 -
@ S_ALR_87011762 -
& S_ALR 87011763 -
© S_ALR 87011773 -

Process List: PlanfActual Costs
Plan/Actual Comparison for Busines
Busiess Processes with Alocation
Busiess Processes with Alocation
List: Cost Component Spit

4| CONTROLLING

Custom Reports

Writer

~ ©3 Actiity-Based Costing
b (J Master Data
b (3 Pnning
b (3 Actual Postings
b (3 Period-End Closing
~ 3 Information System

- Custom Reports can be created with Report Painter/Report

= €1 Reports for Activity-Based Costing
“ $2J McCormick ABC Reports
& Z_FI00061 - List: Process (Obj Curr)
2 Z_FID0062 - BPR: Breakdown by Partner (Obj Curr)
& Z_FID0060 - BPR: Actual/Plan/Var (Obj Curr)

66 4| CONTROLLING
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- About ABC

- ABC at McCormick

- | ABC Master Data

- Functions

. | ABC Templates

- | Supporting Transactions

- | ABC at Month-End

. [Some Caveats ]
. | Summary
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Practical Caveats

Evaluate the need

- ABC overhead is probably of more use when the cost of
processes exceeds the cost of raw materials

Don’t Overdo It!

- If your business processes are too granular, the data become
meaningless

- If there are too many business processes, it may be that no
one will analyze them

o {| CONTROLLING

L Technical Caveats |

- And on the technical side...
- Don’t forget to round (CEIL function)
- Don’t forget to regenerate templates
- Don’t assume that non-cost relevant check applies to
overhead
6 4| CONTROLLING
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Summary

4/5/2016

- Activity-Based costing offers an alternate method of
determining overhead

- Activity-Based Costing is an extremely flexible way to apply
overhead

Properly planned and configured, Activity-Based Costing can be
an invaluable tool for analysis of the true cost of a product and
for the analysis of over- or under-absorption

- ABC templates can be very simple or highly customized
- Many new functions are easily created and tested
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Resources

Rogerio Faleiros and Alison Kreis Ryan, Configuring Controlling

in SAP ERP (SAP PRESS, 2012).

- ISBN-10: 978-1-59229-401-5

- http:/lwww.sap-press.com/products/Configuring-Controlling-
in-SAP-ERP

- John Jordan, 100 Things You Should Know About Controlling
with SAP (SAP PRESS, 2011).

- ISBN-10: 1-59229-341-4 (978-1-59229-341-4)

- www.sap-press.com/products/100-Things-You-Should-Know-
About-Controlling-with-SAP
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L Resources (cont.) |

.- Dawn J. Sedgley and Christopher F. Jackiw, The 123s of ABC in
SAP: Using SAP R/3 to Support Activity-Based Costing ( John
Wiley & Sons, 2001).

- ISBN: 978-0-471-39700-7
- http:/iwww.wiley.com/WileyCDA/WileyTitle/productCd-
0471397008.html

- http://help.sap.com
- SAP ERP — SAP ERP Central Component (select version)

SAP ERP Central Component = Financials = Controlling
(CO) = Product Cost Controlling (CO-PC) —>Activity-Based
Costing (CO-OM-ABC)

- http:// www.bfsgroup.us/FB/FB/EN/PDF/ABC/16254_02.PDF

- Integrated ABC in R/3
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Questions
- Now:

- Ask questions now for inmediate answers
. Later:

- Kay_Sencabaugh@mccormick.com
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