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“A journey of a thousand miles begins with a single step.”
— Lao-Tzu (604 BC-531 BC), The Way of Lao-Tzu

Introduction

The Material Ledger may be one of the most ingenious tools that exists in SAP
ERP software. Since its conception, the Material Ledger has had continuous
improvements in each release, always creating something new to learn and rais-
ing questions never considered before that must be answered.

The Material Ledger is classified as a subledger of the General Ledger (GL) for
materials, but it can also be a powerful cost-management tool. This book is
intended to guide you from the basic idea of the Material Ledger in releases such
as R/3 4.6C, through complex scenarios available in the most recent release in
SAP ERP 6.0 enhancement package 7 (which we will refer to as EHP 7 in this
book), and everything in between.

In this resource, you will learn the concepts of the Material Ledger, relate these
concepts to the accounting documents (Financials, Controlling, and Profitability
Analysis), and understand how processes flow within the system. To help illus-
trate these processes, we will use the example of a chocolate factory to show how
the different business processes can create variances that affect the Material Led-
ger and the actual costing calculation.

This book shows not only the technical and mathematical explanation of how the
Material Ledger calculates actual costs, but also the Material Ledger integration
with Financial Accounting (FI). By the end of this book, you will have a complete
understanding of the Material Ledger, from the original concept to the most com-
plex functions available in the latest releases.

This book should serve as a guide for costing accountants, project leaders, and
product cost consultants who are part of a SAP ERP implementation that includes
product cost and inventory valuation processes.
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Because the Material Ledger subject is integrated with most of the SAP ERP areas,
we assume you are familiar with or have other sources of information in subjects
such as product cost planning (CO-PC-PCP), cost object controlling (CO-PC-OBJ),
Profitability Analysis (CO-PA), and SAP General Ledger.

1.1 Structure of This Book

The book is structured in three main parts. Each part and chapter is described in
the following sections.

1.1.1  Part I: Introduction to the Material Ledger

In Part I, we discuss the basic product cost and Material Ledger processes and
configuration. We present only the basic product cost information that is relevant
for the Material Ledger without going into detail about how product costs are
configured and used in the SAP ERP system. By the end of Chapter 5, you will
have all the configuration and master data necessary to start running the Material
Ledger scenario examples.

» Chapter 2: Material Ledger Basics
In this chapter, we discuss the basic concepts of the Material Ledger and its use.
We show you concepts such as price control, procurement alternatives, inven-
tory valuation methods, price determination, categories, process categories,
procurement and consumption alternatives, and controlling levels.

» Chapter 3: Product Cost Planning
Here we review the standard product cost configuration that is used for prod-
uct costing calculation and also shared with the actual cost. Here you see the
master data (cost centers, activity types, work centers, bill of materials, rout-
ings, and activity types) as well as the basic data (planning rates, materials stan-
dard prices, cost component split, and costing run results) that are used in the
examples in this book.

» Chapter 4: Material Ledger Basic Configuration and Startup
We go through the basic Material Ledger, actual costing, and actual cost com-
ponent structure configurations. Then we initiate the Material Ledger startup
and reconciliation programs.

20

Structure of This Book

» Chapter 5: Account Determination Configuration for the Material Ledger
We examine all the Materials Management (MM) account determination that is
necessary to run the Material Ledger. We also configure how to treat the
exchange rate differences in our chocolate factory example.

1.1.2  Part II: Basic Functions of the Material Ledger

In Part II, we show how the Material Ledger transaction data is created when a
material-related transaction is performed in the system. We also cover the period-
end closing activities for actual costing/Material Ledger and the main Material
Ledger reports and display transactions.

» Chapter 6: Purchasing Processes and Variances
We show you examples of how the external procurement processes (from pur-
chase to payment) can influence the Material Ledger and actual costing through
the price and exchange rate differences.

» Chapter 7: Manufacturing and Overhead Variances
In this chapter, we discuss how the manufacturing process can influence the
Material Ledger and actual costing. We see examples of production order vari-
ances and settlement to the Material Ledger during period-end closing activi-
ties.

» Chapter 8: Periodic Actual Costing
We execute the Material Ledger actual costing run to calculate the periodic
actual cost. For each step, we discuss the execution parameters, expected
results, and the Material Ledger values.

» Chapter 9: Actual Costing Revaluations
We discuss two other functions in the Material Ledger to revaluate at actual
cost: the cost of goods sold (and other single-level consumptions) and the work
in process (WIP) materials.

» Chapter 10: Actual Costs and Value Flow Reports
We see the actual cost reports and display transactions in the Material Ledger
(actual cost component split, valuated quantity structure, actual bill of material,
and value flow monitor).

» Chapter 11: Material Ledger: More Functionalities
We see more Material Ledger functionalities such as transferring actual cost to
CO-PA, debiting or crediting directly to materials, changing actual cost compo-
nent split values, distributing usage differences, and alternative valuation runs.
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1.1.3  Part lll: Advanced Topics in the Material Ledger

Part III presents advanced Material Ledger functions. We discuss the parallel val-
uation/transfer prices, multiple valuation of cost of goods manufactured using the
Material Ledger solution, actual costing cross-company code, and how to use SAP
HANA for actual costing processes.

» Chapter 12: Transfer Prices and Multiple Valuation Approaches
The multiple valuation approaches or transfer prices refer to using the Material
Ledger to carry the group and/or profit center valuations in inventory in addi-
tion to the legal valuation.

» Chapter 13: IFRS and Multiple Valuation of Cost of Goods Manufactured
We analyze a business function in SAP ERP 6.0 EHP 5 called parallel determina-
tion of costs of goods manufactured, which is used when you have more than one
accounting principal to valuate inventory.

» Chapter 14: Actual Costing Cross-Company Code
We discuss a business function in SAP ERP 6.0 EHP 5 that allows you to valuate
the in-transit stock at actual cost and to calculate cross-company code actual
costs.

» Chapter 15: Material Ledger on SAP HANA
In this chapter, we discuss the impact that SAP HANA can have on the actual
costing processes. We see the Material Ledger accelerators, data replication to
HANA, closing procedures, and reporting.

1.1.4 Appendices

Two appendices complement the Material Ledger overall functionality. Appendix
A provides the accounting postings used in the examples through the T accounts.
Appendix B provides a bibliography used in writing this book, which may also be
useful for further reading.

1.2 Looking Ahead

After reading this book, you will have a total and deep understanding of the
Material Ledger concepts, configuration, calculations, reports, and advanced
functionalities. You will understand the different scenarios of material valuation
and be able to choose the best option to fit to your company's requirements. You
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will know in detail how actual costs are calculated by the Material Ledger and
how you can use the Material Ledger to value the inventory or accrue the differ-
ences for different accounts.

Using the examples shown in this book, you will be able to extrapolate the Mate-
rial Ledger concepts presented here to your individual business cases. The book
gives you a unique perspective on the Material Ledger functionality and will pre-
pare you to be part of an actual costing/Material Ledger implementation.
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Product cost planning is an area within Product Cost Controlling, where
you can plan future costs for materials and set their standard values.
Product cost planning is the basis for Material Ledger day-to-day transac-
tions.

3  Product Cost Planning

Before we begin our discussion of the Material Ledger and actual cost, we need
to make clear some basic concepts for product cost planning. This chapter pro-
vides an overview of the master data that we use in this book's examples, as well
as the basic configurations for product cost planning that are relevant for the
Material Ledger. The information in this chapter is for your reference because
we assume that you are already familiar with product cost planning concepts and
configurations. Our intent is to discuss the Material Ledger in detail, assuming
that you are already familiar with subjects such as quantity structure, bill of
materials, routings, production/process orders, cost centers, activity types, cost
allocation, standard costing, and manufacturing variances. If you need more
information regarding product cost planning master data, configurations, and
processes, Product Cost Controlling with SAP by John Jordan (2" edition SAP
PRESS, 2012) is a great source of information and references.

In this book, we will use an example of a chocolate factory to illustrate the con-
cept of a multilevel production facility. To understand the full business scenarios
contained in this example, we first need to describe the organizational structure,
currencies, and master data related to the examples that you will see in the next
chapters.

Later in this chapter, we will provide an overview of the cost center, activity type,
bill of materials, routing and work center concepts, and examples of these ele-
ments as used in this book. You will learn about the two most relevant configura-
tion steps in product cost planning when you are using the Material Ledger, and
finally you will see the results of the standard costing calculations for the materi-
als used in our examples.
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3.1 Business Case

Our example chocolate factory, called Best Chocolate ML, is a holding company
with two legal entities, or companies, represented in our system by company
codes "Best Chocolate 10" (BC10) located in the United States and “Best Chocolate
20" (BC20) located in Belgium.

The entity BC10 uses US dollars (USD) as its currency, and BC20 uses Euros
(EUR). Both company codes are assigned to the controlling area Best Chocolate
ML (BCHO), which uses the currency EUR.

For profitability analysis, the controlling area is assigned to an operating concern
called Best Chocolate OP (BC00), and, to make it easier to follow, its currency is
also EUR. The chocolate company in the United States has two plants: BC11,
called Best Chocolate Plant 11 and BC12, called Best Chocolate Plant 12. BC11 is
the manufacturing plant and transfers the chocolate bars to the selling plant,
BC12, where the chocolate bars are maintained in a refrigerated area and sold
directly to the retail customers (usually supermarkets and grocery stores).

Figure 3.1 shows how the operating concern, controlling area, company codes,
and plants are assigned.

Operating Concern
BCOO
I
Controlling Area

BCHO
I
[ ]
Company Code Company Code
BC10 BC20
— |
Plant Plant Plant
BC11 BC12 BC21

Figure 3.1 Best Chocolate Organizational Structure in SAP ERP

Eventually, BC10 in the United States also sells its chocolates bars to Company
BC20, which we consider an inter-company operation.

Next, let's become familiar with the master data; you will see examples of this in
the next chapters.
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3.2 Master Data

Master data is the base of all transactions in SAP ERP. This key business informa-
tion may include data about customers, products, employees, materials, and
more. In the next few pages, we will discuss the definitions and setups for the
master data elements that are relevant for our business scenarios and examples.

3.2.1  Cost Center

The cost center is an organizational unit within a controlling area that represents
a defined location of cost incurrence. The two cost center examples we will see in
this book represent the production departments where the chocolate mass and
the chocolate bars are manufactured in plant BC11.

The following bullet points are the two cost center codes and descriptions that we
will use in this book:

» BC11001: Best Chocolate plant 11 (production of semi-finished goods)
» BC11002: Best Chocolate plant 11 (production of finished goods)

In cost center BC11001, we will process the raw materials (cocoa, milk, and sugar)
to produce a semi-finished material called Best Chocolate Mass. In a second pro-
cess, cost center BC11002 will mold the Best Chocolate Mass and pack it using
wrapping materials to create the Best Chocolate Bar.

In our examples, we will manually enter the plan and actual activity type rates
into the system. The plan rates are in turn used to calculate the material standard
prices and used in the cost allocation from the cost centers to the manufacturing
order. The actual rates are used by the Material Ledger to calculate the variances
between the plan and actual activity type rates and allocate these variances
directly to the products that consumed the activity types, guaranteeing the total
costs absorption.

Because the main goal of this book is to show the total cost absorption by inventory, the
examples we use will show and discuss only the cost absorption from production cost
centers to materials. Allocations between cost centers are not shown.
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Figure 3.2 shows the cost center master data for BC11001, which we will use in
the cocoa mass production. You can view a cost center's master data using Trans-
action KSO3 or by following the menu path ACCOUNTING + CONTROLLING » COST
CENTER ACCOUNTING * MASTER DATA « COST CENTER ¢ INDIVIDUAL PROCESSING ¢ Dis-
PLAY.

%@ Display Cost Center: Basic Screen

et

Cost Center EC11001 BC Plant 11 Prod 5F
Controlling Area ECHB Best Chocolate ML
Walid From oO1/e1/2010 ta 1243179999

Basic data | Contral k Templates | Address | Communication | History |

Mames

Mame BC Plant 11 Prod SF

Description Best Chocolate Plant 11 Prod Semi-Finish [
Basic data

User Responsihle

Person Respansible John G R

Departrnent

Cost Center Category 1 Froduction
Hierarchy area ECHE

Company Code EC10 Best Chocolate 10
Business Area 3336 food & brey.
Functional Area o100 Manufacturing
currency usD

Profit Center ECHE1@ BC Unit LISA

Figure 3.2 Display Cost Center

In this figure, the following master data fields are the most relevant for our exam-
ples:

» NAME/DESCRIPTION
These fields show the names that define the cost center, and they can be
changed at any time. These fields are mainly used in reports.

» CoST CENTER CATEGORY
Defines cost center activities such as production, sales, and administration. This
field is also used to define the cost centers that are allowed to be used in activity
types (see Section 3.2.2 for more information on how the cost center category
is related to the activity type's master data).
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3.2.2  Activity Types

Continuing our discussion about master data, let's discuss activity types and how
we use them. The activity type is a unit in a controlling area that classifies the
activities performed in a cost center. In our examples in this book, we only use
two activity types:

» BC0010: Labor
» BC0020: Machine

Both activities are based on hours and are associated with the two production cost
centers (BC11001 and BC11002). You will see how we assign the activity types to
the production cost center in Section 3.4 when we discuss the plan rates for the
activity types.

Figure 3.3 shows the master data for activity type BCO010 (labor). You can see the
activity type master data by accessing Transaction KLO3 or by following the menu
path ACCOUNTING ¢ CONTROLLING ¢ COST CENTER ACCOUNTING * MASTER DATA -«
ACTIVITY TYPE * INDIVIDUAL PROCESSING ¢ DISPLAY.

B2 Display Activity Type: Basic Screen

o &
(hetivity Type BCOA1D Labor Hours

Controlling Area ECHE Best Chocolate ML

alid From 01/81/26810  to 1243179999

Basicdata | Indicators | Output | Histary |

MNames

MName Labor Hours
Description Labor Hours

Basit data

Activity Unit H Hour

COtr categories

Allocation default values

ATy category 1 Manual entry, manual allocation
Allocation cost elem G10008 Lab Intact. alloc

Price indicator 3 Deterrined manually

| Actual ghy set [ Average price

[C1Plan quantity set | PreDistribFixedCasts

Variance Yalues for Actual Allocation

Actl Acty Type Cat 1 Manual entry, ranual allocation
Act. price indicator

Figure 3.3 Display Activity Type: Labor
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The following subsections describe the most important fields shown in Figure
3.3, which we use for the examples in this book.

Name and Description

These fields describe the activity type, are mainly used in reports, and can be
changed at any time.

Activity Unit
This field is either the time or quantity unit used to post the consumed activity

quantities. For the example we use in this book, we have set labor and machine
activity types to use the unit “H" for HOUR.

Cost Center Categories

In the CCTR CATEGORIES field, we can restrict the cost center's category that can
perform the activity type. For example, in Figure 3.3, we have set the activity type
LABOR to be used for all cost center categories (*), but we could have restricted
this activity type to be executed only by cost center category production by
choosing “Production” in the CCTR CATEGORIES field.

Tip
If the activity type is to be valid for all cost center types, use the asterisk symbol (*) in
the CCTrR CATEGORIES field.

Activity Type Category

The ATYP CATEGORY field is set as category 1 (manual entry, manual allocation),
which means the activity type uses direct activity allocation in the following
instances:

» During the planning process, plan activity quantities can be manually input or
transferred from the Logistic Information System (LIS). (We will go into more
detail about activity input planning in Section 3.4.)

» Actual activity quantities are entered for each business transaction that uses
internal activity allocation, such as activity confirmation.
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Allocation Cost Element

The allocation cost element is a secondary cost element under which the activity
type allocates cost from the production cost center to other cost objects such as
other cost centers, internal orders, and manufacturing orders.

The cost element is a classification of the organization's valuated consumption of pro-
duction factors within a controlling area. There are two types of cost elements:

» A primary cost element is a cost item in the chart of accounts for which a correspond-
ing General Ledger (GL) account exists in Financial Accounting (FI).

» Secondary cost elements are created and administrated in Controlling (CO). They
represent the costing flows, such as internal activity allocation, overhead calcula-
tions, and settlement transactions.

You can see back in Figure 3.3 that the allocation cost element that we will use to
allocate the activity type labor is “610000". That means that every time we have
a confirmation in the manufacturing order, the SAP ERP system will transfer the
cost of labor from the cost center to the manufacturing orders by using the cost
element 610000.

Price Indicator

To make our example the simplest one possible in the allocation point of view,
we will set the PRICE INDICATOR field as 3. This means that the price, or rate for
the labor activity type, is set manually in the SAP ERP system. We will go into
more detail on how you can manually assign the activity type prices for each pro-
duction cost center in Section 3.4. Figure 3.4 shows the machine activity type
master data. The machine master data is similar to labor activity type master data,
with the difference being that the secondary cost element is used for the activity
type allocation. For activity type machines, the system will automatically use the
cost element 620000 to allocate the cost of machine from the cost center to the
manufacturing orders.

So far, we have gone over the master data elements in CO that are relevant to our
examples. Now let's examine some of the logistics master data elements, starting
with materials and bill of materials.
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|2 Display Activity Type: Basic Screen

) &

Activity Type BLOD20 Machine Hours
Cantrolling Area BCHE Best Chocolate ML

\alid From B1/e1/2010  to 12431/9999

Basic data k Indicatars k Output k History

Mames

Mame Machine Hourg
Description Machine Hours

Basic data

Activity Linit H Hour

CCir categaries

Allocation default values

ATyp category 1 Manual entry, manual allocation
Allocation cost elem 620000 Machine Costs

Frice indicatar 3 Determined manually

[ Actual gty set [ Average price

[C1Plan quantity set [ PreDistribFixed Gosts
Wariance Values for Actual Allocation
Actl Acty Type Cat 1
At price indicator

Manual entry, manual allocation

Figure 3.4 Display Activity Type: Machine

3.2.3 Materials and Bill of Materials

In SAP ERP, materials are the goods that are the subject of a business activity.
Materials can be traded, used in procedures, consumed, or produced.

A bill of materials (BOM) is a complete, structured list of the components that
make up a product. Now let's take a look and understand the materials and bill of
materials used for the Best Chocolate examples.

Figure 3.5 shows a graphic representation of the Chocolate Bars BOM. The full
process begins with the procurement of the raw materials (cocoa, milk, and
sugar). In the first manufacturing process, cocoa, milk, and sugar are mixed to
produce a semi-finished product called Chocolate Mass. In a second process, the
Chocolate Mass is molded and packaged, which creates the finished product: Best
Chocolate Bars.
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BC90010
Best Chocolate

Bar

—

BC30020 BC40020
Best Chocolate Best Chocolate
Mass Wrap
|
[ [ |
BC10010 BC10020 BC10030
Cocoa Milk Sugar
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Figure 3.5 Best Chocolate Material Structure

In Figure 3.5, you can also see the material structure to produce the Best Choco-
late Bars and the material numbers. For instance, BC10010 represents the raw
material, cocoa, which will be procured and mixed with BC10020 (milk) and
BC10030 (sugar).

You can see or update a BOM in SAP ERP using Transaction CSO2 or by following
the menu path LOGISTICS « PRODUCTION « MASTER DATA « BILLS OF MATERIAL » BILL
OF MATERIAL « MATERIAL BOM « CHANGE. Figure 3.6 shows the Chocolate Mass
BOM in the SAP ERP system. In the top of the screen you see the material
B(C30020, plant BC11, and alternative BOM 1.

Change material BOM: General tem Overview
ENEN | 3 2 subiters | Mew entries | [ ‘ Header B Yalidity

Material BC30B20 Best Chacolate Mass
Plant BC11 Best Chocolate Plant 11
Alternative BOM 1

Material | Document | General |

Itern |ICt |Cornponent Component description  |Quantity Un |As |Sls [valid From  [valid to Change Mo, [Ph
oofo L [BC1o010 Cocoa 566 LB ([ @1!01/2018 [12431/9999 O
0o2e L BL1OO30 Sugar 440 Le | []|[][@1/81¢2018 (124319999 []
oo30 L [BC1O020 hole Milk 50 GaL| ][] [@1/01/2018 [12431/9999 O

Figure 3.6 Change Material BOM
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The ALTERNATIVE BOM field identifies one BOM in a BOM group. This field is
used, for example, when a product has different manufacturing processes for dif-
ferent lot sizes. In this case, each manufacturing process could have a different
BOM, where each one is represented by an alternative BOM number. In our
example, we have only one BOM, which is represented by alternative BOM 1.
Figure 3.6 also shows all materials (here called components) that are used to pro-
duce BC30020. For each material, you can see the planned quantity to use and the
unit of measure. In the same way, the chocolate bars (material BC90010) also
have a BOM in which the components are the chocolate mass (BC30020) and
wrap (BC40020).

3.2.4 Routings

A routing is a description of the production process used to manufacture products
or provide services in the manufacturing industry. It specifies the following ele-
ments for each operation:

» The work center at which the operation is carried out

» The default values that are to be used to calculate the dates, capacities, and pro-
duction costs

» Whether or not the costs of an operation are taken into consideration for cost-
ing

You can see or update a standard routing using Transaction CAO2 or by following

the menu path LOGISTICS « PRODUCTION « MASTER DATA ¢ ROUTINGS * ROUTINGS e

STANDARD ROUTINGS « CHANGE. Figure 3.7 shows the routing that was created for

the semi-finished product Best Chocolate Mass. The routing used to produce the

Best Chocolate Mass has only one operation, and it is assigned to work center
1000 in plant BC11.

Change Routing: Operation Overview

4 v BEE T au @ [ Rer  workcenter 2 Compalloc | & Sequences | 2 PRT 52 2 Inspection Characteristics  BR

Material BC30020 Best Chocolate Mass Grp.Countl
Seqguence O

Operation Owery

|Elon.. [s0n [warkce [Pint [co [standard [Description|lo [P [c1 |0 [Pe [c [Su [Base duantity U [Machine [unitiactivity [Lakor [Unitlastivity
| [ooto]  ooa  Bet1[peot [ponaonz uidng [®m|O]Oolofol [Ci.ces Le 5  [Bconzn i |+ pcoota

Figure 3.7 Routing to Produce Best Chocolate Mass

68

Master Data

You also see in Figure 3.7 that operation 0010 is assigned to the BCO010 (Labor)
and BC0020 (Machine) activity types. The time necessary for each of these activ-
ity types is also assigned to the operation. You can see from Figure 3.7 that to pro-
duce a batch of Best Chocolate Mass, we are planning to use five hours of machine
time and one hour of labor.

Now let's examine the setup for work center 1000, where the operation 0010 is
performed.

3.2.5 Work Center

A work center is an organizational unit that defines where an operation can be
performed. The activities performed by a work center are valued by rates, which
are determined by cost centers and activity types. You can display the work cen-
ter master data (see Figure 3.8) using Transaction CRO3 or by following the menu
path LOGISTICS « PRODUCTION + MASTER DATA « WORK CENTERS * WORK CENTER e
DIsPLAY. You can see in Figure 3.8 that work center 1000 is assigned to cost center
BC11001, as well as to activity types BC0O020 and BC0010.

|2 Display Work Center: Cost Center Assignment
@) HRMS | & Hierarchy

Flant EC11 Best Chocalate Flant 11
Work center 1600 SemiFinished

Basic Data | Defaultvalues | Capaciies | Scheduling ' Costing

Validity
Start date o1/81s2010 End Date 12/431/8999

Link to cost centerfactivity types
Controlling Area ECHB Best Chocolate ML
Cost Center EC11001 BC Flant 11 Prod 5F

Artivities Overview
Al activity descr. Activity Type Activity Unit R |Formu |Formula description |
Mo activity
Machine Hours
Lahaor Hours

BLOGZ0
BCOGTE

| [SAFDOE Prod: Machine regmts
|| [5APOAT |Prod: Labot regmts

]

id | [ | [ | [
1] ] o =]

]
L

I - 1410

Figure 3.8 Display Work Center: Cost Center Assignment
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We assigned the activity types to the standard SAP ERP formulas SAPOO6 and
SAP007, which are used to calculate the costs of a work center's activity type. We
also have a routing for BC90010, and this routing is indirectly assigned to the cost
center BC11002 and labor and machine activity types through the work center
2000.

So far, we have reviewed the concepts and setups for cost centers, activity types,
BOM:s, routings, and work centers used in our examples. Now let's look into
some planning transactions that we need to complete to produce a product cost
calculation.

3.3  Activity Types and Planning Prices

Section 3.2.2 described the activity type master data, and Section 3.2.5 showed
how the activity type and the work center are assigned. You also saw in Section
3.2.4 how a material routing and the work center are assigned. Now we will
review how to determine a plan rate for activity types.

The plan activity type prices are used in two different processes within the prod-
uct costing area:

» Part of the standard costing calculation, which is based on the plan activity
quantity used in the operation within a routing.

» In the actual allocation, which is based on the actual activity quantity that is
confirmed during the production execution. Because the final actual activity
type prices become known only during the monthly closing process, your SAP
ERP system uses the plan activity type prices to post the manufacturing orders'’
confirmations during the month.

A manufacturing order is a generic name for the request to manufacture a specific quan-
tity of a material by a specific date. It can be a production order or a process order.

Activity Rates

For the purpose of this book, we will manually enter the plan and actual activity
rates. In a more complex scenario, several allocation steps may be necessary
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before the rate calculations (plan and actual) of the automatic activities. To enter
the plan activity rates, use Transaction KP26 or follow the menu path AcCOUNT-
ING » CONTROLLING « COST CENTER ACCOUNTING * PLANNING ¢ ACTIVITY OUTPUT/
PRICES « CHANGE. Figure 3.9 shows the selection screen that allows you to specify
the planning version, time period, cost centers, and activity types to be planned.

Change Activity Type/Price Planning: Initial Screen
L 5 W $
Layout 1-201 Activity types with prices: standard
Wariahles
Wersion ] Planifct - Yersion
From period 1 January
To period 12 December
Fiscal year 2018
Cost Center BC11001 Best Chocalate Plant 11 Prod Semi-Finish
to BC11002 Best Chocolate Plant 11 Prod Fin Goods
or group
Activity Type BCOO1O Lahor Hours
to BLOGZD Machine Hours
or group

Figure 3.9 Activity Output/Prices Selection Screen

In this screen, you enter the cost centers and activity types that we have already
established in this chapter into the appropriate fields. Next, click the OVERVIEW
icon 2 or press [F5]. This will take you to the screen to change or display the
activity type plan rates as shown in Figure 3.10. This screen shows the fixed and
variable plan prices for activity types LABOR and MACHINE in cost BC11001 (semi-

finished cost center).

Change Activity Type/Price Planning: Overview Screen
& o v K E M= o ¥ [8 (# [H Lineitens = Change values [

Yersion o FlaniAct - Wersion

Period 1 To 12

Fiscal Year 2010

Cost Center BC11001 Best Chocolate Plant 11 Prod Semi-Finish

Activity___ Unit|Fixed price  Variahle price  |Price unit |PI P |A |Alloc. costelermn T |EguiNo
ECOOT0 H 20,00 10.00 oeeto 3 |[J|C]/610800 1 1
ECOO20 H 10,08 15.00 opeto 3 |[]|[][F2oaea 1 1

Figure 3.10 Change Activity Type Price: Cost Center BC11001
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As we discussed in Section 3.2.2, in order not to deviate from the main subject of the
Material Ledger, we will manually enter the plan rates (fixed and variable prices) instead
of having a complete planning process and letting the SAP ERP system calculate the
rates. The important point here is that you see which rates we are using for the standard
costing and for the manufacturing orders confirmation. In Chapter 8, we will compare
these plan rates with actual rates and see how material absorbs the variance between
them.

With the activity type rates, you can also see the price per unit. For example,
activity BC0O010 (labor) costs EUR3.00 per hour; EUR2.00 is the fixed cost, and
EUR1.00 is the variable cost. In the ALLOC. COST ELEMENT column in Figure 3.10,
the secondary cost element 610000 is used to allocate the activity type labor, and
cost element 620000 is used to allocate the activity type machine. The system
takes these cost elements from the activity type master data (refer to Figure 3.3).

To see the activity type rates for the next cost center, just click the NEXT COMBINA-
TION icon |'w or press + [F2]. Figure 3.11 shows the plan price for labor and
machine activity types in cost center BC11002 (finished goods cost center).

Change Activity Type/Price Planning: Overview Screen
B oa v i E o % B [# B uneitems Changevalues [l

Version ] PlaniAct - Version

Period 1 To 12

Fiscal Year 2e1n

Cost Center BC11002 Best Chocolate Plant 11 Prod Fin Goods

Activity__ Unit|Fixed price  [Wariahle price  |Price unit |P1_|P_|A |Alloc. costelem [T |EcuiMo
ECOO10 H 25.00 15.00 | @ee1e |3 |CJ|[J|610600 1 1
ECOOZ20 H 10,08 20.00 | @ee1e |3 |]|[]|62ee00 1 1
*Activ 2

Figure 3.11 Change Activity Type Price: Cost Center BC11002

For the examples we cover throughout this book, this is the only planning trans-
action necessary.

Now let's examine some configuration transactions in product cost planning that
you must execute to use the Material Ledger.
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3.4 Selected Configuration for Product Cost Planning

Now that we have overviewed the most relevant master data elements for the
examples in this book, let's discuss a few configuration transactions in product
cost planning that are used by the Material Ledger or are necessary only for the
Material Ledger. Note that the configuration steps we discuss here are in the
product cost planning domain only. We will discuss specific Material Ledger con-
figuration in Chapter 4.

3.4.1 Cost Component Split

SAP defines the cost component split as:

A breakdown of costs into units called cost components, which provide detailed cost
information for accounting purposes. Cost component splits can be used to break
down the cost of a material, process, or activity type.

The cost component split provides a method to see details of the cost estimate
and standard cost. You can see an example of cost component split in Figure 3.12
later in this chapter.

An important link exists between the cost component structure in product cost-
ing planning configuration and the Material Ledger. Both SAP ERP functionalities
share the same cost component structure definition (main and auxiliary cost com-
ponent split). The same cost component split that is used to update standard cost
is also used by the actual cost component split in the Material Ledger.

The auxiliary cost component split is an alternative way of grouping the cost of goods
manufactured that shows the breakdown of the primary costs for the activity types. The
auxiliary cost component provides a detailed view of how the activity types are com-
posed, similar to having a second level of breakdown in product costing.

Let's now walk through how to define the cost component split used for the prod-
uct costing example. Access the configuration of the cost component structure
(see Figure 3.12) using Transaction OKTZ or by following the IMG menu path
CONTROLLING * PRODUCT COST CONTROLLING ¢ PRODUCT COST PLANNING « BASIC
SETTINGS FOR MATERIAL COSTING » DEFINE COST COMPONENT STRUCTURE.
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Change View "Cost Components with Attributes'': Overview
e Mew Entries )] E

Dialog Structure | Cost Comp. Str. Cost Com_|Mame of Cost Cormp.
= [JcCost Component Structure EC 10 i aterial
+ {E]Cost Components with Attributes] EC 20 Production Labor
3 Assignment: Cost Companent - BC 30 Production Machine

(1 Update of Additive Costs

[ Transfer Structure
[ Cost Companent Views
[ Assignment Organiz. Units - Cost Com
(1 Cost Component Groups

BEC 40 FPackaging
EC el Other Cogts

Figure 3.12 Define Cost Component Structure

Figure 3.12 shows how we have defined the cost components used for the exam-
ples in this book (MATERIAL, PRODUCTION LABOR, PRODUCTION MACHINE, PACKAG-
ING, and OTHER CosTs). Each of these components is assigned to cost elements
according to the following definitions:

» Cost component Material 10 is assigned to all cost elements associated with
direct material consumption.

» Cost component Production Labor 20 is assigned to the cost element associated
with activity type Labor (Cost Element 610000).

» Cost component Production Machine 30 is assigned to the cost element associ-
ated with activity type Machine (Cost Element 620000).

» Cost component Packaging 40 is assigned to the cost element associated with
packaging materials (Cost Element 400020).

» Cost component Other Costs (99) is assigned by default to Cost Component 99.

If you are using the Material Ledger with an actual cost component split, it can be diffi-
cult to change the cost component structure. SAP Note 434873 gives more information
and details on how to change the cost component structure valid for Material Ledger/
product costing.

Now that you have seen how the cost component structure is defined and which
cost elements are assigned to each component, let's check the second configura-
tion in the product costing area that you need to check if you want to use the
Material Ledger: activate the cost component split in controlling area currency.
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3.4.2 Activate Cost Component Split in Controlling Area Currency

If you want to use the Material Ledger with multiple currencies, you should acti-
vate the cost component split in controlling area currency. If you do not perform
this action, the system will show only the cost component in the company code
currency in the product cost estimate transaction and will therefore translate the
estimate cost from company code currency to controlling area currency during
the marking step. In this configuration, you must specify which company codes
the cost component split has to update not only in the company code currency,
but also in the controlling area currency.

Remember that SAP ERP updates values in the transaction and object currencies in CO
only if you have set the ALL CURRENCIES indicator in the controlling area settings. You
can check this indicator using the configuration Transaction OKKP and selecting AcTi-
VATE COMPONENTS/CONTROL indicators.

You can activate the cost component split in the controlling area currency informa-
tion using Transaction OKYW or by following the IMG menu path CONTROLLING e
PrRODUCT COST CONTROLLING * PRODUCT COST PLANNING ¢ SELECTED FUNCTIONS IN
MATERIAL COSTING * ACTIVATE COST COMPONENT SPLIT IN CONTROLLING AREA CUR-
RENCY (see Figure 3.13). The screen that appears will enable you to configure the
BC10 and BC20 company codes to update the cost component split in the con-
trolling area currency.

Change View "Additional cost component splits in controlling area curr
"2 Mew Entries

Costcomponent splitin controlling area currency active far:

Company Code Costing Type Waluation Variant W
BC10 a1 [=]
BC20 o1 [

Figure 3.13 Activate Cost Component Split in Controlling Area Currency
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To activate the cost component split in controlling area currency, click the NEw
ENTRIES icon and add the company codes for which you want the system to save
the cost component split in controlling area currency, in addition to the company
code currency. You can optionally specify for which costing type or costing vari-
ant you want the system to save the controlling area currency as well.

Note that if you enter a costing type but no valuation variant, as shown in Figure
3.13, the cost component split in the controlling area currency will be updated
for all cost estimates with this costing type. The costing type 01 is an SAP ERP
standard configuration that allows the updating of the standard price in the mate-
rial master data. With this configuration, the system will save the cost component
split in company code and controlling area currencies, but only for the costing
estimate used for standard costing.

The costing type is a key used for internal control of the costing application. It defines
the purpose of a material cost estimate by specifying, for example, to which field in the
material master record the costing results can be transferred. The costing type is a man-
datory setting for the costing variant configuration in Transaction OKKN. You can check
the costing type settings using Transaction OKKI.

After this overview of the most relevant master data, as well as configuration for
product cost planning and the Material Ledger, we will now move on to the stan-
dard costing calculation for the Best Chocolate materials and its breakdown in the
cost components.

3.5 Standard Costing

As we have mentioned, the main goal for this chapter is to review the product
costing concepts so you can use them to calculate the standard cost estimate for
the materials that are used in the examples. The standard cost estimate and its
cost component split will be the base for the Material Ledger transactions and
reports that we will discuss in the next chapters. You will see examples in the next
chapters that reference the standard costing results discussed in this chapter.

To calculate the standard costs for all Best Chocolate materials, we use an SAP ERP
tool called a costing run. The costing run is a tool that enables you to cost multiple
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materials at the same time. In product cost planning, costing runs are used to cost
materials based on planning data.

You can create a costing run using Transaction CK40N or by following the menu
path ACCOUNTING + CONTROLLING ¢« PRODUCT COST CONTROLLING *» PRODUCT COST
PLANNING « MATERIAL COSTING * COSTING RUN « EDIT COSTING RUN. To create a new
costing run, call Transaction CK40N and click the CREATE icon. Enter the costing
run name, description, and date. Enter the costing parameters for the costing
variant, costing version, controlling area, and company code, and then save it.

After you click SAVE, you will see the screen shown in Figure 3.14, which shows
the parameters used to create the costing run. You can see that we created the
costing run BC101110 for the Controlling Area BCHO and Company Code BC10,
and we used the Costing Variant PPC1 (standard SAP ERP), as well as Costing Ver-
sion 1.

Edit Casting Run
[ [ with Reference "% & ™

Costing Run BC1O1118@ Description Best Chocolate BC10- 1172010
Costing Run Date 1143002010

E| Costing data |y Dates | Valuation |

Costing Variant FFC1  Standard Cost Est. (Mat)
Costing Yersion 1 Wersion wio Customizing
Contralling Area BCHO  Best Chocolate ML
Company Code EC168  BestChocolate 10
Transfer Contral

Server Group

Figure 3.14 Create a Costing Run Costing Data
After entering the costing parameters, press or click the DATEs tab. Figure
3.15 shows the dates for which we created the costing run.

The CosTING DATE From field automatically determines the posting period for
which the costing estimate is valid. In our example, the costing estimate is valid
starting in 11/2010.

77



Product Cost Planning

Edit Costing Run
O O with Reference . %2 &) 71

Costing Run BCE11110 Description Best Chocolate 11 2010
Costing Run Date Traeszete

E‘ Costingdata ~ Dates k valuation |

Costing Date From 11432018 Posting Period 11 2010
Costing Date To 12431/9999
Qty Structure Date 117238/2018
Yaluation Date 11/3a/2010

Figure 3.15 Create a Costing Run Dates

After entering the parameters shown in Figure 3.14 and Figure 3.15, save the
costing run by clicking the SAVE icon. Then click the PROCESS icon to expand the
screen and show the flow steps to create the costing estimate, as shown in Figure
3.16. Here you can see all the steps we have executed in our costing run to calcu-
late and release the standard costing for all material in company BC10.

Edit Costing Run
O [ with Reference %2 & ™

Costing Run EC1O1110 Description Best Chocolate BCAO-1112010
Costing Run Date 1143002010

General Data

T
E Create Cost Estimate

Flow Step Authorization | Parameter | Execute | Log| Status| Materials | Errs | Still Open
Selection pOb >3 & o 7 1]

Struct. Explosion pOk e & o 7 1]

Costing o D & o 7|0 0
Analysis pob [ o

Marking = »ob & & O 70 0
Release pOb s

Figure 3.16 Edit Costing Run

For each row in the FLow STEP column, you have a PARAMETER icon that opens a
screen, where you have to specify the execution parameters. For each row, there
is also an EXECUTION icon, which uses the parameters to execute the step.

Now let's discuss each step of the costing run presented in Figure 3.16 in detail.
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Material Selection

Using the material selection step, you select the materials for which you want the
system to calculate the standard costing. Figure 3.17 shows how we have selected
all materials within the BC11 and BC12 plants. If you only enter plants, as we
have done in Figure 3.17, the system automatically selects all materials created in
those plants.

Costing Run: Selection - Change Parameters

variant Attrinutes 5[

Selection Using Material Master

Material Mumber 1
Low-Level Code 1o
hiaterial Type to
Flant BC11 1o BC1Z

Selection Using Reference Costing Run

Costing Run
Costing Run Date

Selection Using Selection List

Selection List

[]5elect Confiqured Matls Onky
[ Always Recost Material

Figure 3.17 Costing Run: Cost Estimate: Change Selection Parameters

After entering your parameters, save the screen and go back to the previous
screen using the green arrow icon. Click the EXECUTE icon in front of the SELEC-
TION row to run your material selection.

Structure Explosion

After the selection is complete, the system selects all materials contained at lower
levels in the BOMs for all materials from your previous material selection. After
exploding the BOM and getting all materials in all levels of production, the sys-
tem displays the status, number of materials exploded, number of materials pro-
cessed with errors, and the number of materials that have yet to be processed.
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Tip

A BOM explosion is only necessary if the materials selection in the previous step is
incomplete. For example, you would use the BOM explosion if you selected only fin-
ished goods or certain material types in the first step. You can skip the BOM explosion
if you selected all the materials in all the plants, as we have done in our example.
Because our previous selection had all materials in plants BC11 and BC12, we did not
need to execute this step.

Costing

In this step, the system calculates the cost estimates for all materials selected or
exploded. Start by clicking the CHANGE PARAMETER icon in the PARAMETER column
of the CosTING row. Figure 3.18 shows the parameters used in our costing run.

Costing Run: Cost Estimate - Change Parameters

Wariant Attributes

[] Cost Ests with Errors Only
[JLag by Costing Level

Costing Levels

Farallal Processing
[1Parallel Pracessing

Maximum Mo, of ServersiModes

Processing Opts
[]Background Processing
[ Print Log

Figure 3.18 Costing Run: Cost Estimate: Change Costing Parameters

In this screen, the CosT EsTs WITH ERRORS ONLY indicator works when you have
large costing runs that are executed multiple times, and you want to recost only
the materials that had errors in previous executions. You should set this parame-
ter only when you are correcting costing runs. For the final costing run (this is the
run in which the cost estimate will be released as the standard costing), you
should always recalculate all costing levels to make sure the system correctly
rolled up the costs. You do not need to select this option if you want to cost all
materials selected for the costing run in the first step.
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Additionally, take note of the LoG BY COSTING LEVEL indicator. A costing level rep-
resents the sequence in which the materials are costed. The LoG BY COSTING LEVEL
indicator determines, in case of an error in the costing estimate, whether the sys-
tem should save the error log by each level. Because our example is very simple,
and we are not calculating costing for a large number of materials, this indicator
is not necessary.

You can select the PARALLEL PROCESSING indicator to execute the calculation in
more than one server if you have a large number of materials to calculate the cost
estimate (again, this is the not the case for our example). Now, save the parame-
ters and go back to the previous screen by clicking the green arrow icon. Then
click the EXECUTE icon in the COSTING row. After executing the costing calculation,
the system displays the status, number of materials costed, number of materials
costed with errors, and the number of materials that have yet to be costed.

Analysis

After executing the costing step, you can generate a report that enables you to
process and analyze the costing results. First, click the PARAMETER icon analysis
row to open a selection screen as shown in Figure 3.19. The costing run name and
date show by default in your selection.

Costing Run: Analysis - Change Parameters

@& B variant sttributes |7

Selection
Costing Run 1
Costing Run BC1O1110
Costing Date 114302010

Figure 3.19 Costing Run: Analysis — Change Parameters

Save these parameters and click the green arrow icon to navigate to the previous
screen. Now you can run this step by clicking the EXECUTE icon in the ANALYSIS
row.

The system now displays the list of cost estimates created by the costing run.
Figure 3.20 shows the list of cost estimates for all materials selected by our cost-
ing run.
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Analyze/Compare Material Cost Estimates

FEEAFTE & BTN E S e
Costing Run BC10111011430/2010

Currency LISD American Dollar

Base “alues Based On Costing Lot Size

Cost Component View 01{Costof goods manufactured)

naterial Material Description Plant |Sta. |Costing Re | Lot Size | BUn
BC10010 | Cocoa BC11 KA 525.00 100 | LB
BCA10020 | Whole Milk BC11 KA G14.00 100 | GAL
BC10030 | Sugar BC11 KA 20.00 100 | LB
BC30020 | Best Chocolate Mass BC11 KA 341372 1,000 |LB
BC40020 | Best Chocolate Wrap f Packaging | BC11 KA 0.39 100 [PC
BCA0010 | Best Chocolate Bar BC11 KA 772748 1,000 (EA
BCA0010 | Best Chocolate Bar BC12 KA 772748 1,000 (EA

Figure 3.20 Analyze Material Cost Estimate

Figure 3.20 shows the list of all materials, descriptions, plants, costing status, cost
calculation results for the lot size, and base unit of measure. To see the detailed
information for each material cost estimate, you can choose one of the following
options:

» Select any line, and choose DispLAY COST ESTIMATE in the GOTo menu.

» Double-click in the MATERIAL line.

Now let's look at the costing detail for the Chocolate Bar material in plant BC11.
To do that, double-click in the material BC90010 line. You will see the DISPLAY
MATERIAL COST ESTIMATE WITH QUANTITY STRUCTURE screen as shown in Figure
3.21. The multilevel costing structure appears on the left side of the screen and is
based on the top-level material costing lot size.

Display Material Cost Estimate with Quantity Structure

| | Casting Structure OF | Detall List OF | fg1 Hald | Py

AREEEEREAE R
Costing Structure IE__ITotaI va_ |C IQuantityIU__ IResource I
=~ [ BestChocolate Bar o 77275 UsSD 1,000 EA BC11 BCA0010
= [ pest Chocolate Mass ] T47 6O USD 219 LB BC11BC30020
[ cocoa o B43.86 USD 122640 LB BC11 BC10010
[ sugar o 1827 USD 96360 LB BC11 BC10030
o
o

[E whole Milk 8068 USD 13140 GAL BC11 BC10020
@& Best Chocolate Wian f Packi 3.491 UsD 1,002 PC BC11 BC40020

Figure 3.21 Material Cost Estimate: Costing Structure
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Figure 3.21 shows the cost estimate to produce 1,000 units of Best Chocolate Bars
and all materials used to compose its cost estimate, the quantity of materials
required, and each material's respective unit of measure. Now let's see other
screen areas within the same transaction.

In the same screen, you can also see the details of the cost estimate on the right
side. Figure 3.22 shows the itemization of expenses (total and fixed costs associ-
ated with each resource) that composes the chocolate bar production cost pre-
sented in the bottom-right side of this transaction. This view shows the resources
and quantities that are used to produce the chocolate bars and the cost elements
associated with each resource.

P2 Display Material Cost Estimate with Quantity Structure

| | Costing Structure On || Detail Listorf | & Hold | | [ &2

Material BCOBET O Best Chocolate Bar
Plant BC11

Costing Data k Dates k Gty Struct k “aluation k Histary " Costs |

Costs Based On 1 Costing Lot Size T 1,000 EA oo.
SRR EE ]

Cost Component Wiew Total Costs Fixed Yariable | Currency

Costof goods manufacturec 772748 10.09 TB3.66 |USD

Costof goods sold 772748 10.09 TB2.66 [USD

Sales and administration co 0.00 0.00 0.00 |LsD

Inventary {commercial) 77275 10.09 JB2.66 |USD

Inventory {tax-based) 77275 10.09 JE2.66 |USD

1 Costof goods manufactured & -l,ﬁ Fartner

HIBEERERE IR EEERERIRIEE

Iternization for material BCI0010 in plant BC11

Itm | lte | Resource Cost Eleme | Total ¥alue |E Fixed Yalue | COCK Quantity | Un
1|E [BC11002 2000 BCO0Z0 G20000 16.77 .49 |USD i |H
2 |E |(Bc11002 2000 BCOOMO G10000 4.47 279 |UsD 1 |H
3 |M [BC11BC30020 a90000 T47.60 1.71 |UsSD 28 |LB
4 (MW [BC11 BCA0020 405000 391 o.oo | UsD 1,002 |PC
- 77275 = 10,09 USD

Figure 3.22 Material Cost Estimate: Itemization
Cost Components

In the same screen, you can also see the costing component view by using the
menu path CosT  DISPLAY COST COMPONENT, pressing [£5], or clicking the Cost
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CompoNeNT icon [if]. Figure 3.23 shows the cost components with their respec-
tive total and fixed costs for the chocolate bars.

Display Material Cost Estimate with Quantity Structtire

| | Costing Structure On || Detail List Off | & Hold | | [ 4

Material BCO0010
Plant BC11

Best Chocolate Bar

Costing Data k Dates k Gty Struct. k “aluation k Histany " Costs |

Standard Costing | 3.5

Figure 3.24 shows the cost component view, in the same DISPLAY MATERIAL COST
ESTIMATE screen, in EUR after choosing the controlling area currency in Figure
3.23.

| | | costing strusture on

[Display Material Cost Estimate with Quantity Structure
Detail List OF | & Hoid || [ &%

Cosis Based On 1 Costing Lot Size & 1,008 EL CCCI
EirnEERIERERIIE

Cost Component View Total Costs Fixed “ariable | Currency

Cost of goods manufacturec I7275 10.08 T62 66 |USD

Cost of goods sold 77278 10.09 THIEE [USD

Sales and administration co 0.0a 0.00 .00 |USD

Inventary (commercial) 77275 10.09 TH2.66 [USD

Inventary (tax-based) T7275 10.08 TE2 66 |USD

1 Costofgoods manufactured

B- fal_,,_, Partner

Material BCOAa10 Best Chocolate Bar
Flant BC11
Costing Data E Dates E Qty Struct. E “aluation E History " Costs |
Costs Based On 1 Costing Lot Size 7 1,000 EA oog
ElEBIERIERERImE]
Cost Companent Wiew Total Costs Fixed “ariable | Currency
Costof goods manufacturer 77275 10.09 76266 |LSD
Costofgoods sold 772748 10.09 TH2.66 |USD
Sales and administration co 0.00 0.0a o000 |UsD
Inventory {commercialy 77274 10.09 76266 |LSD
Inventory (tax-based) 772748 10.09 76266 |LSD

1 Costof goods manufactured

=] - ,ﬁluu Farner

EHIRERBEER Ilﬁ%hm&wllﬁfﬁl?
Cost Components for Material BCS0010 Plant BC11 m
G |[Mame of Cast Camp. E Qverall |2 Fixed |E Vanabld
10 | Material 74381 74381 |USD
20 | Production Labar 5.20 328 1.92 |USD
30 | Froduction Maching 14.83 6.81 13.02 |USD
40 | Packaging 3.91 3491 |USD
949 | Other Costs UsD
" 77275 = 10,09 = 762.66 USD

Figure 3.23 Display Material Cost Estimate: Cost Components in USD

In this view, you can see the costing breakdown into the components that we
have configured in the discussion on activity rates in Section 3.3. If you click the
currency icon ﬁ' in the bottom-right side of Figure 3.23, you can choose the
currency for this report.

You will be able to see this icon and perform the cost component report in the
controlling area currency only if you have completed the configuration described in
Section 3.4.2.
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Cost Components for Material BCG0010 Plant BC11

C|[Mame of Cost Camp. E Overall |2 Fixed |z Wariahle | Croy
10 | Material 547 .86 557.86 |EUR
20 | Production Labaor 4 B 294 1.72 |EUR
30 | Production Machine 17.74 610 11.64 |EUR
40 | Packaging 291 281 |EUR
99 | Other Costs EUR

. 58317 « 9.04 « 574.13 EUR

Figure 3.24 Display Material Cost Estimate: Cost Components in EUR

You can go back to the itemization view by clicking the magnifying glass icon .

Now that we have reviewed the DISPLAY MATERIAL COST ESTIMATE WITH QUANTITY
STRUCTURE screen and the report views you can select in this transaction, let's go
back to the costing run and execute the next steps to conclude the costing process.
To go back to the costing run, click the green arrow icon. It will take you back to
the screen shown in Figure 3.20. Click the green arrow icon again to get back to

the

costing run.
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Mark Standard Price

After you have created a standard cost estimate without errors, you can update
the future standard price in the material master with the new value. This process
in SAP ERP is called mark standard price. To execute it, you first need to select
your options for the parameters in the MARK row in the costing run and save it.
Then click the EXECUTE icon.

Figure 3.25 shows the result of the marking step. Note that there are two lines for
each material and plant combination: one in USD and the other in EUR. This
occurs because the Material Ledger is active, and these are the two Material Led-
ger currencies in our example. You will see more information on the Material
Ledger currencies in Chapter 4.

Price Update: Mark Standard Price

s
EHIRERREREEER = ER ER ER G
Ex | Material Plant Cogthi Fut. pind price Standard price Price Unit | Currency
D | BCc10010 BC11 Y0 525.00 525.00 100 |USD
D |BC10010 BC11 WO 39375 39375 100 [EUR
D |BC10020 BCTT VO §14.00 614.00 100 [USD
D |BCc10020 BC11 0 460.50 460.50 100 |EUR
O |BClo030 BCT1 VO 20.00 20,00 100 [USD
D |BC10030 BCTT VO 15.00 15.00 100 [EUR
D | BC30020 BC11 0 341372 341372 1,000 [USD
D | BC30020 BC11 VO 2,562 80 2,560.28 1,000 [EUR
D |BCc4a0020 BCTT VO 039 0.39 100 [USD
O |BC4a0020 BC11 WO 0.28 0.29 100 |[EUR
D |BCo00tn BCTT VO 77275 77275 1,000 [USD
D |BCcannto BC11 0 58317 579.56 1,000 |EUR
D |Bcannio BC12 VO 77275 77275 1,000 [UsD
D |BCo0ntn BC12 VO 58317 570.56 1,000 [EUR
Figure 3.25 Price Update: Mark Standard Price

If the Material Ledger is active, the mark step is valid for all currencies configured
in the Material Ledger. In Figure 3.25, you can also see that the COSTING STATUS
column shows that all values were successfully marked (status “VO").

Release Standard Price

After the mark step, the FUTURE PLANNED PRICE field in the material master data
for all costing run materials will be updated with the new cost estimate. To make
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the cost estimate become the new material standard price and value the inven-
tory, you will need to execute the release step.

First, go back to the costing run using the green arrow. Select the options for
parameters in the RELEASE row, and save the screen. Then click the EXECUTE icon.
Figure 3.26 shows the result of the release step in the costing run. Again, note
that the prices released are for all currencies configured in the Material Ledger.

Price Update: Release Standard Price

EiERENEREEEEEREER EE R

Ex | Material Flant Costing Status Standard price Frice Lnit | Currency
O |Bc10010 BC11 FR 525.00 100 |USD
O |Bci10010 BC11 FR 39375 100 |EUR
D |Bci100z0 BC11 FR E14.00 100 |USD
O |BC10020 BC11 FR 460.50 100 |EUR
O |BC10030 BC11 FR 20.00 100 |USD
D |BC10030 BC11 FR 14.00 100 |EUR
D |BC30020 BC11 FR 341372 1,000 |USD
O |BC300zn BC11 FR 2,562.80 1,000 |EUR
D |BC40020 BC11 FR 038 100 |USD
D |BC40020 BC11 FR 028 100 |EUR
D |BCaooin BC11 FR 77275 1,000 |USD
O |Bcaooin BC11 FR 58317 1,000 |EUR
O |BCaonin BC12 FR 7275 1,000 |(USD
D |Bcaonin BC12 FR 58317 1,000 |EUR

Figure 3.26 Price Update: Release Standard Price

You also see in Figure 3.26 that all values were successfully released (shows status
“FR"). The release of the cost estimate is the last step in the costing run. You can
see the result of this step by looking at the material master.

Figure 3.27 shows the AcCCOUNTING 1 view in the material master data for
BC90010 in plant BC11 in period 001/2011. Because the price control of this
material is S (standard), all goods movements of BC90010 are valuated with the
price of USD 772.75 and EUR 583.17 over period 01.

You can access the material master data by calling Transaction MMO3 or by fol-
lowing the menu path LOGISTICS + MATERIALS MANAGEMENT + MATERIAL MASTER e
DISPLAY.

Note that the STANDARD PRICE fields in USD and EUR were updated with the val-
ues from the release process that was shown previously in Figure 3.26. These are
the values that the system will use to value all material movements and inventory.
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@ Accounting 1
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Period 00172011 | Period 0122010 | Future costing un | Curent ostinarun |},

General Yaluation Data
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Per. unit price 20000 260,00

Frice Unit 1,000 1,088

Pre. Cirl 5 5

Figure 3.27 Display Material Master Data: Accounting 1 View

3.6 Summary

This chapter provided an overview of the most relevant material master data and
configurations in product cost planning. First, we discussed the business case that
is used as an example in this book. We explained the enterprise’s organizational
structure, giving details on how operation concerns, controlling area, company
codes, and plants are assigned. Next, you will read about some of the controlling
and logistical master data that are used in the product costing composition.

We also examined the two most relevant configuration steps in product cost plan-
ning when you use the Material Ledger: cost component structure and activation
of the cost component split in the controlling area currency. Finally, we walked
through the steps on how to calculate, mark, and release the standard product
costing that is used in day-to-day Material Ledger transactions.

In Chapter 4, you will see the basic Material Ledger configuration that makes it
possible to work with multiple currencies in inventory and to execute the actual
costing calculation.
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transaction data, 511

transfer to CO-PA, 388
Cost component structure, 73, 101, 471, 474
Cost estimate, 81, 83

costing component, 83

itemization, 83
Cost of goods manufactured - COGM
Cost of goods sold — COGS
Costing cockpit, 207, 210

allowing closing entries, 244

allowing material price determination, 210

create run, 202

determine sequence, 207

mark material prices, 257

material selection, 205

multilevel price determination, 223

post-closing, 243

single-level price determination, 209
Costing key

assign to material points, 388

assign to material type, 339




Costing key (Cont.)
create, 336
Costing level, 221, 223
list of, 208
multilevel calculation, 226
Costing run
analysis, 81
cost estimate, 80
mark, 86
material selection, 79
post closing, 274
Costing type, 425, 429
cost variant assignment, 427, 428
creating, 425, 426
definition, 76
Costing variant, 425
creating, 426
Costing version, 429, 430
Cross-company code actual costing, 471
Cumulative inventory, 53, 151
Currency and valuation profile, 399, 409
assign to controlling area, 402
classic GL, 405
FI approaches, 404
profit center valuation approach, 409
Currency type, 94, 95, 96, 306
20,97
assign to Material Ledger, 408
from CO, 95
Cycle level, 228
divergent cycle, 230, 231

D

Data
convert to FCML reporting tables, 494
copy to SAP HANA, 492
move to SAP HANA database, 491
restrict replication to specific costing run, 495
volume, 487
Data replication, 490
applications and options, 498
runtime is too high, 497
Database extract, 322
Debiting/crediting materials, 345
Delta version, 403
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Depreciation
check values, 461
run, 460, 463
transfer to CCA, 460
Depreciation area, 455
copy, 407
define, 406
parallel valuation approach, 407
transfer, 456
Determine sequence, 223
Differences from revaluation, 209
Distribution of usage variances — DUV
Document currency, 152
Drill-down reporting, 502, 507
price determination views, 508
replication tables, 501
transaction codes, 508
DUV, 355, 363
activity allocation, 371
analyze, post variance distribution, 370
assign movement types, 360
configuration, 355
create, 368
movement types, 357
posting, 370, 374
report, 374

E

Electronic Data Interchange, 477
Ending inventory, 53
Enterprise extension
EA-FIN, 458
Exchange rate, 152, 154
entering, 152, 156
variance, 137, 151
Exchange rate difference (ERD), 131, 209,
217,221, 239, 241, 249, 275, 311
Exchange rate type, 106, 133
Expense from revaluation account, 354
Extreme price changes, 227
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F

Fallback strategy, 229
FCML reporting tables, 493

transaction-based update, 497
FCML_FILL

reduce runtime, 497

specify data consumption, 503
Financial Accounting

post closing entries to, 272
Financial document, 143
Freight costs, 351
Full version, 403

G

GAAP, 443
General Ledger (GL), 243
General Ledger accounting, 410
Generally Accepted Accounting Principles
— GAAP
Goods issue, 35, 42
to the production order, 181
Goods movement
multiple currencies, 45
within a corporate group, 47
Goods receipt, 30, 33, 55
MAP value change, 34
price variance posting, 31
Group currency, 96, 145, 147, 156, 398, 476
type, 450
Group valuation, 475
view, 395, 396, 400, 404, 425

IFRS, 376, 380, 443, 444, 445

Intercompany profits, 415

Internal goods movements, 412
accounting determination configuration, 412
assign accounts, 432

International Accounting Standards
Board, 443

International Financial Reporting Standards
— IFRS
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Inventory
count, 365
post differences, 366
revaluation, 261
shortage, 37

Inventory valuation, 27
unrealistic price, 41

Invoice document, 150

Invoice quantity, 33

Invoice receipt, 30, 32, 34, 39, 46, 118, 149,
151, 156
entering, 157
foreign currency, 157
MAP value change, 34

Invoice verification, 92, 104, 149

L

Leading ledger, 411
Ledger group, 449

assign to an accounting principle, 449
Legal valuation, 445, 462

view, 395, 396, 481, 483, 484
Legal view, 47
Local accounting principle, 459
Logistic Information System, 64

M

Manufacturing order, 70, 104
settlement, 46
Manufacturing variance, 198
calculation, 190
MAP, 28, 50
advantages of using, 41
disadvantages, 42
incorrect value, 41
Mark material prices parameters, 258
Material
definition, 66
document, 146
group, 207
structure, 67
transfer between plants, 187
Material Ledger
actual costing, 89, 99




Material Ledger (Cont.)
assign currency types to, 408
closing document, 248
currencies, 92, 103
currencies reconciliation program, 107, 108
currency types, 95
deactivate, 398
definition, 19
document, 146
multiple currencies, 98
network graphics, 515
on SAP HANA, 487
startup program, 103, 104, 105, 106
type, 93, 96, 98
Material Ledger accelerator, 489
reporting, 506
SLT, 491
Material list, 328
Material master data, 111, 140
after post closing, 256
view, 28
Material master prices, 439
Material origin, 168
Material period status, 218, 238, 240, 247
Material price
change, 120
Material Price Analysis, 50, 138, 155, 158,
159, 222, 237, 238, 240, 310, 312, 316,
348, 352, 367, 370, 483
accelerate, 489
after WIP, 285
finished goods, 220
price history, 148
release, 260
screen, 269
semi-finished, 219
transaction, 218, 242, 245, 291, 309
Material type, 207
Movement type group, 264, 265
Moving average price — MAP
Multilevel price calculation, 236
Multilevel price determination, 207, 220, 222,
226, 229, 237, 238, 240, 243, 289, 297,
318, 319, 325
automatic error handling, 229
execution, 231
problems, 230
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Multilevel price determination (Cont.)

reduce actual quantity structure, 228
set parameters, 225
variance error, 227

Multilevel price differences, 112, 122, 124
Multiple currencies, 27, 45, 75

Multiple valuation approaches, 395, 415
Multiple valuation of COGM, 445, 449

activate activity consumption, 454
AVR assignment, 456
configuration, 447

periodic process, 460

Multiple valuations, 27, 44, 46, 403, 433

activate, 435

configuration for new implementation, 399
configuration in FI, 404

controlling versions, 403

currency settings, 406

implementation scenarios, 397
implementation scenarios in a live system, 397
parallel currencies, 404

startup procedure, 434

N

Network graphics, 515

quantity structure, 517

Not allocated, 272, 289, 291, 318, 319

value, 219, 220, 238

Not distributed, 318, 321, 324, 326, 327

value, 214
Not included, 319, 321, 326

o

One-step procedure, 187
Operating concern, 60, 430, 431
Operation, 69
Optimized data structures for reporting, 493
Order settlement, 117
Order type field, 167
Organizational structure in SAP ERP, 60
Outbound delivery
creating, 268
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Parallel actual costing calculation, 449
Parallel COGM valuation view, 451, 454, 462
Parallel currencies
multiple valuations, 404
Parallel processing, 489
Partner profit center, 418, 437
Performance, 322
Period close
accelerate, 489, 490
Period end close
improve database access times, 505
replication tables, 501
Period end closing, 195
data replication, 492
process steps, 189
Periodic actual costing, 44, 445
deltas, 376
run, 333, 376, 381, 389
Periodic costing run, 455, 458, 466
Periodic unit price (PUP), 48, 229, 242, 243,
256, 258
Periodic valuation, 339, 390
executing, 341
test, 342
Physical inventory differences, 333, 371
create distribution for, 368
Physical inventory document, 362, 366
creating, 364
Physical inventory postings, 357
Plan activity type price, 126
Plant, 60
Point of valuation, 339
Post closing, 247, 274, 291
entries, 299
PRD
business processes, 116
Preliminary costing, 166, 168, 171
calculate, 170
Preliminary valuation, 48, 312
Price control, 41, 242, 243, 256
MAP, 33
standard price, 29
V, 42
valuate inventory, 28
Price determination, 50
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Price determination control, 49, 91, 109, 111
change, 102
Price determination scheme
response time, 506
Price determination view
drill-down reporting, 508
Price difference, 116, 117, 209, 217, 219, 220,
221, 239, 241, 249, 275, 311, 325, 353
account, 197, 215, 261, 354
balance, 511
graphics, 517
transfer, 197
Price Difference Balance Monitor, 512
configure, 514
selection result, 513
view FI documents, 513
view material price analysis, 513
Price history, 148
Price indicator, 65
Price limiter logic, 214
Price limiter quantity, 213, 214, 326
Price unit, 242
Price variance, 29, 39
absorb, 36
absorbed, 41
credit in inventory, 34
invoice, 33
posting in goods receipt, 31
price control S, 32
split, 37
Price variance account, 29, 42, 43, 145
FI, 41
Prices and inventory values, 223, 242
Pricing procedure, 420, 422
Process category, 51, 54, 55, 57, 160, 161,
162,176,177, 189, 198, 240, 285
goods receipt, 189
Procurement alternative, 51, 55, 160, 162,
352, 481
Product cost planning, 59, 424
configuration transactions, 73
Production order
actual costs, 178, 185
allocate costing, 172
confirm, 173
confirmation, 173, 180, 280
create, 166, 170




Production order (Cont.)
creating, 278
display, 178
goods issue, 174, 279
goods receipt, 176, 183, 281
manufacturing variance, 195
preliminary costing, 168, 171
settlement, 175, 180, 187, 190, 196, 199,
286, 296
executing, 196
variances, 178, 180, 185, 187
calculation, 195
Production variances
account determination, 413
Production version, 55
Profit center, 409, 415
accounting, 409, 410
exchange goods between, 412
level analysis, 410
Profit center accounting (PCA) settings, 409
Profit center valuation, 402
transfer prices, 416
view, 395, 396, 400, 404, 412, 414, 419,
426, 428, 429, 430
Profitability Analysis (PA), 431, 432
activate profit center valuation, 433
Profitability Analysis — CO-PA
PUP, 99, 112, 335
calculate with IFRS, 466
formula, 221
multilevel price determination, 241
new calculation, 223
Purchase order, 30, 31
create, 138, 139
gross price, 140
price, 145
receiving goods, 141, 143, 155
Purchase Order (GRP), 478, 480
Purchase price variance, 137, 145

R

Reconciliation, 107
Record type, 339
Replication
compare content, 504
configure type, 501
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Replication (Cont.)

options, 501

tables, 500

to SAP HANA database, 492
Reporting

accelerate, 489

applications, 506

optimized data structures, 493

tables for SAP HANA, 490
Revaluation of consumption, 263, 264

configuration, 264

document, 274

processing, 271
Roll up differences received from lower

level, 251
Roll up differences sent to next level, 252
Routing, 59

definition, 68

view, 68

S

Sales conditions, 431
Sales order
create, 267
SAP Business Suite powered by
SAP HANA, 487
SAP ERP accelerators
compare replicated content, 504
settings, 499
SAP General Ledger, 406, 409, 420
parallel currencies, 404
SAP HANA
as primary/secondary database, 487
use cases, 488
versus conventional database, 488
SAP HANA Studio, 504
SAP LT Replication Server, 491
setup, execution, and monitoring, 492
SAP Simple Finance, 487
Secondary cost element, 65
Secondary database connection, 500
Sender transit stock, 479
Side car, 487
Side-by-side scenario, 490
Simultaneous costing, 172
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Single-level consumption, 266, 276
revaluation, 273

Single-level price determination, 209, 210,
218, 219, 319, 325
absorption, 216
execution, 216
parameters, 212

Single-level price differences, 112, 121, 124

Single-level variance, 209

Split valuation, 226

Standard cost estimate
mark, 45

Standard costing, 76, 334, 438

Standard price, 28, 145, 242, 258
advantages/disadvantages, 42
disadvantages, 43

Standard product cost, 45

Stock coverage, 33, 37, 41, 326
check, 214

Stock quantity, 33

Stock transfer, 241

Stock value
reconcile, 107

Summarization of FI documents, 322

T

T accounts, 523
Tables

move to SAP HANA, 489
Target cost, 195
Threshold values, 227
Transaction

8KEQ, 476

CKM3, 482

CKM3N, 489

CKMVFM, 512

FCML_FILL, 494

HDBC, 497, 499

KS03, 62

ME21N, 477

MMO03, 28

OKKN, 76

SE16H, 504
Transaction key

AUM, 119
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Transaction key (Cont.)
BSX, 124
coc, 127
GBB, 126
KDM, 118, 119
KDV, 123
LKW, 125
PRA, 117,130
PRD, 116, 348, 354
PRF, 117
PRM, 130
PRU, 117
PRV, 122
PRY, 121
UMB, 120, 354
WPA, 129
WPM, 128
Transaction-based update, 497
activate, 502
Transfer depreciation from asset
accounting, 455
Transfer of title at goods issue, 480
Transfer price, 46, 47, 396, 408, 416, 419,
422, 437
between profit centers, 411
currency settings, 406
flow to CO-PA, 431
price dependencies, 416
production variance, 413
profit center, 409
profit center valuation view, 412
valid price search, 418
Transfer price variant, 420, 423, 424
assign to costing version, 429

U

US-GAAP, 376

\Y

Valuated multilevel quantity structure, 385

Valuated quantity structure, 309, 312, 313,
315

Valuated stock in transit, 471

Valuation approach, 47, 401




Valuation area
activate, 90
Material Ledger type, 98
Valuation class, 114, 119, 127, 207
different inventory accounts, 125
post revaluation automatically, 120
Valuation method, 27
best for inventory, 41
Valuation profile, 452
add currencies and views, 400
create, 400
update with new view, 449
Valuation strategy
define and assign, 335
Valuation type, 226
Valuation view, 47, 462
create CO version, 403
Value fields, 431, 433
assign, 339
Value Flow Monitor, 309, 318, 385, 512
analysis not distributed view, 326
DB extractor, 322
display materials, 321
FI accounts reconciliation, 321
material list view, 328
monitor view, 323
run, 319
selection fields, 320
views, 323
Value flow visualization, 515
Variance calculation, 194
Versions for valuations, 403

Index

Virtual InfoProvider, 503, 510

use as data source, 510

w

WIP, 189, 192, 276

at actual costs, 282

at actuals, 276

at targets, 276

balance sheet account, 297

calculate, all orders in plant, 192

component quantity calculation, 284

definition, 276

general ledger account, 287, 296

layer, 284, 295, 305

layer concept, 296

quantity document, 284, 295, 301

report for actual costs, 302

revaluation, 263, 276, 277, 288, 289, 292,
297, 301

revaluation at actual costing function, 129

reverse, 130

reversion, 294, 295, 298

standard calculation, 282, 294

value flow display for reduced WIP, 304

Work center, 59, 68

definition, 69
determine, 173
display master data, 69

Work in process — WIP
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