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Preface

Welcome to the second edition of SAP MM Functionality and Technical Con-
figuration. The first edition was published in 2006 and was based on the SAP
R/3 Release 4.7. The book was favorably received and led to this updated sec-
ond edition.

This book is a comprehensive review of SAP Materials Management (MM) in
the latest version of SAP, which at the time of this writing is SAP ERP Central
Component 6.0 (SAP ECC 6.0). In addition, we discuss MM functionality that
exists outside of SAP ECC 6.0 and can be found in the SAP Supply Chain
Management business suite, which currently is release SAP SCM 5.0.

Who Is This Book For?

The subject matter in this book is not just of interest to those who work
directly with SAP MM but also for those who work in related subjects, such
as SAP Warehouse Management (WM), SAP Production Planning (PF), and
SAP Sales and Distribution (SD). The subject matter should also be of interest
to those in supply chain management and to purchasing managers who want
to understand more of the functionality that they have implemented and the
functionality that they may be considering, such as Material Ledger, Service
Purchasing, and Handling Unit Management.

If you are involved in SAP Warehouse Management (WM), this book will
help you understand more of the functions that occur prior to the material
arriving in the warehouse and how the WM functionality interacts with the
functionality in SAP MM.

On the other hand, if you are working with SAP Sales and Distribution (5D),
you will benefit from a greater understanding of the material movements
relating to a sales order and how material is issued for customer sales orders.

SAP Production Planning (PP) staff will benefit from additional familiarity
with how material is received from production and the purchasing of mate-
rial for production orders.
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Other staff working with SAP functionality such as Quality Management
(QM) and Plant Maintenance (PM) will benefit from a greater understanding
of the general topics within MM.

As you can see, this book on MM has wide applicability across the SAP land-
scape. Before going deeper into the book, you will find it useful to see how
the book is organized so you can either go directly to the chapter that has the
information you seek or proceed in a more linear fashion.

How This Book Is Organized

The organization of this book is structured to serve best the purposes of the
various individuals that work in the SAP MM environment, whether they are
SAP configuration experts or users who have been tasked to use SAP MM as
part of their everyday work experience and want to gain more understand-
ing of the functionality they work with each day.

Each chapter focuses on a specific SAP MM function, exploring the different
facets of the function and providing examples relating to it. The book starts
examining the SAP MM functionality; from the very basic key elements
through standard SAP MM functions such as Purchasing and Inventory
Movements to more complex functions such as Material Ledger and Classifi-
cation. Let's now get an idea of what is included in each chapter:

» Chapter 1
Chapter 1 provides a brief history of SAP and the core functionality of the
SAP ERP system. The chapter discusses the role of the Materials Manage-
ment (MM) module within the Logistics function and the supply chain.

» Chapter 2
This chapter describes the organizational structure of the MM module.
This structure forms the basis of the building blocks in SAFP and is key to
understanding the makeup of MM, including the client, company, plant,
storage location, and warehouse. The chapter takes you though these key
elements by showing you key configurations and examples.

» Chapter 3
In this chapter, you can examine the master data that is found in the MM
module. The Material Master, Vendor Master, Batch Management, serial
records, and the purchasing information records are described in detail.
The chapter describes how this data is created and used by showing con-
figuration steps and examples.
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Chapters 4 and 5

Continuing from where Chapter 3 left off, Chapters 4 and 5 carefully
examine the structure and makeup of the Material Master file. The Mate-
rial Master is used throughout the system, and this chapter describes the
elements that go into each Material Master record.

Chapter 6

This chapter is similar in structure to Chapters 4 and 5 except that it exam-
ines the Vendor Master file and the three elements that go into creating a
Vendor Master record.

Chapter 7

Chapter 7 describes the elements and functionality of the purchasing
information record and how it contains data specifically for a particular
material and vendor.

Chapter 8

This chapter examines the data related to Baich Management. This
includes the batch record for a material and how that batch can be selected
by using the batch determination functionality,

Chapter 9

Here we describe the transaction functionality associated with creating,
changing, and deleting a material. Other key information, such as how to
load Material Master records, is included.

Chapter 10

This chapter includes descriptions of the transaction functionality associ-
ated with creating, changing, and deleting a vendor. It also examines the
function of blocking a vendor and the concept of a one-time vendor,

Chapter 11

This chapter reviews the functionality included in purchasing. This
includes an overview of the purchase requisition, request for quotation
(RFQ), purchase order, source list, and vendor evaluation. These topics are
then examined in more detail in later chapters.

Chapter 12

This chapter focuses on the purchase requisition. It examines the creation

of the purchase requisition, either entered directly or created indirectly,
and how the requisition is processed.

Chapter 13

This chapter examines the request for quotation (RFQ) function. Not all
companies use RFQs, but this chapter examines how they are created,
released, and sent to selected vendors.
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Chapter 14

This chapter examines the other side of the RFQ, that is, the quotation
received from the vendor. The chapter explains how to enter quotations,
compare competing quotations, and reject losing bids.

Chapter 15

With this chapter, we move into the area of the purchase order. This chap-
ter examines the various functions associated with the purchase order,
such as account assignment, message output, and order type. The chapter
also investigates the variations such as outline purchase agreements,
scheduling agreements, and contracts. The functionality of purchase
release strategy is also discussed.

Chapter 16

This chapter discusses external service management (ESM). The procure-
ment of services is as important to companies as the procurement of mate-
rials, and this chapter reviews the ESM functionality. The Service Master
record, Standard Service Catalog, and service entry are all examined in
this chapter.

Chapter 17

This is where we review the functionality of consumption-based planning.
The chapter reviews the master data required and the planning process
involved. The planning evaluation, using the MRP (material requirements
planning) list, is also discussed.

Chapter 18

In this chapter, we discuss the three elements of material requirements
planning (MRF}. This will be more familiar to those with a production
planning background. The chapter reviews reorder point planning, fore-
cast-based planning, and time-phased planning.

Chapter 19

Now we examine the forecasting functionality in MM. This subject is
reviewed here to give you an overview of the forecast models, parameters,
and options that can be used in forecasting within SAP.

Chapter 20

This chapter offers you an overview of the Inventory Management func-
tionality. It briefly examines the goods issues, goods receipts, returns,
physical inventory, reservations, and stock transfers. These items are then
examined in greater detail in the following chapters.
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Chapter 21

This chapter identifies the various goods issues that can be carried out
within Inventory Management. The chapter describes the issues most
often seen in a plant, such as issue to production and issue to scrap. The
goods issue process is also examined in this chapter.

Chapter 22

This chapter reviews the function of the goods receipt. The most common
goods receipts, which are goods receipt from a production order and
goods receipt for a purchase order, are examined in detail.

Chapter 23

This chapter examines the function of the physical inventory. This process
is still a staple in most companies, and this chapter reviews how the phys-
ical inventory process can be completed in SAP.

Chapter 24

This chapter describes the SAP process of Invoice Verification. The chapter
describes the standard three-way match as well as other invoice options in
SAP such as the evaluated receipt settlement or the two-way match. The
chapter also reviews the function of blocking and releasing invoices.

Chapter 25

In this chapter, we review the SAP functionality of Balance Sheet Valua-
tion. This chapter examines the LIFO and FIFO functionality as well as that
of lowest value determination.

Chapter 26

Chapter 26 focuses on the material ledger. This may not be something that
most MM consultants have been involved in, so this chapter provides a
general understanding of the functionality.

Chapter 27

This chapter examines the Classification system. Although not part of the
MM functionality, it is important to understand how Classification works
because it is a powerful tool that is used not only in the Material Master
but also in the purchase order release strategy and a number of other
areas, This chapter describes the elements of Classification, such as the
class and the characteristics, and how these are used to classify materials
and other objects.

Chapter 28
In this chapter, we reviews a subject not necessarily core to MM: the Doc-
ument Management System. Documents are often linked to the Material
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Master record, and it is useful to understand how these documents are
linked via the document information record. This chapter shows how a
document record is created and how it is linked to an object.

» Chapter 29
This final chapter reviews the contents of the chapters covered and the les-
sons learned. In addition, this chapter provides some advice regarding the
future direction of SAP and MM.

Conclusion

Reading this book will provide you with a comprehensive review of SAP
Materials Management. The topics discussed will reinforce your current
knowledge and help you develop your skills in unfamiliar areas. This book
should become a key reference in your current and future SAP MM experi-
enees.

Let's now proceed to Chapter 1, where we will introduce you to SAP and
ERP.
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The Materials Management module (MM) is a core component of the
SAP software. The functionality within MM is the engine that drives
the supply chain. In this chapter, we will describe the elements that

make MM such an important part of SAP and the Logistics function.

1 Materials Management Overview

In this book, we will describe the importance of the Materials Management
component as it relates to the overall functionality within the SAP software
and as a part of the supply chain.

MM contains many aspects of SAP functionality, including purchasing,
goods receiving, material storage, consumption-based planning, and inven-
tory. It is highly integrated with other modules such as Finance (FI), Control-
ling (CO), Preduction Planning (PP), Sales and Distribution (SD), Quality
Management (QM), Plant Maintenance (PM), and Warehouse Management
(WM).

This chapter examines why MM is a core component of SAP and of any SAP
implementation. You'll learn why MM can be described as the engine that
drives the supply-chain functionality within SAP and how MM is integrated
with the other SAP modules.

1.1 Materials Management as a Part of SAP

This section provides a brief overview of the history of SAP, the core SAP
functionality, and where MM fits into the SAP structure.

1.1.1  SAP History

SAP was founded in 1972 and is now a market and technology leader in
client/server enterprise application software. It provides comprehensive
solutions for companies of all sizes and all industry sectors.

SAP is the number-one vendor of standard business-application software and
the third largest software supplier in the world. SAP delivers scalable solu-
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1 | Materials Management Overview

tions that enable its customers to further advance industry best practices.
The company is constantly developing new products that allow its customers
to respond to dynamic market conditions and help them maintain competi-
tive advantage.

In 1979, SAP released its mainframe product called R/2. Materials Manage-
ment (then called RM) was a core module of this release. R/2 was the succes-
sor to SAP's first software release, RM/1, which was a Materials Manage-
ment software suite. SAP dominated the German market, and in the 1980s,
SAP developed a broader market in the rest of Europe. In 1992, SAP devel-
oped the client/server application we all know now as R/3. This allowed SAP
to bring the software to the U.S. market, and within a few years, SAP became
the gold standard for ERP (Enterprise Resource Planning) software.

When businesses chose SAP as their enterprise application software, they
identified the integration of the modules as a key advantage. Many other
software companies used a best-of-breed approach and developed highly
complex interfaces to integrate the separate software packages. Supporting
and maintaining just one system rather than several systems with different
hardware platforms has yielded a significant cost saving for companies.

1.1.2  Core SAP Functionality

SAP was originally developed as an enterprise application-software package
that was attractive to very large manufacturing companies. As the number of
companies adopting SAF began to grow, a number of smaller companies in
many different industries came to believe that SAP was the product that
could give them a competitive advantage.

Many of these companies required just the core SAP functionality. That usu-
ally comprises Materials Management (MM), Financial Accounting (FI), Sales
and Distribution (SD), and Production Planning (PP). Often companies
would start their implementations with this core functionality and then on
the second and third phases of their implementations, they would introduce
functionality such as CO, WM, Human Resources (HR), and so on.

In Release 4.7 Enterprise of SAP R/3, the company introduced the concept of
the Enterprise Core. This included all of the R/3 4.6 functionality and some
limited functional enhancements and developments to the existing 4.6 func-
tionality. SAP announced that, going forward, all legal changes and support
packs, including stabilization and performance enhancements, would be
applied at the Enterprise Core level.
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For Release 4.7 Enterprise, several core areas were included: Finance (FI,
CO), HR, Product Lifecycle Management (PP, AM [Asset Management], QM),
and Supply Chain Management (WM, PP, MM).

In June of 2004, SAF introduced the successor to 4.7 Enterprise called
mySAP ERP 2004, also known as the Enterprise Central Component or ECC
5.0, which is the next level of SAP R/3 evolution. This new software suite
included four core functional areas: mySAP ERP Financials (FI, CO); mySAP
ERP Human Capital Management (HCM); mySAP ERP Corporate Services,
which includes QM and Environmental Health and Safety (EH&S); and
mySAP ERP Operations (PP, WM, MM).

The latest release of core SAP, rolled out at the end of 2005, is SAP ERP 2005
or ECC 6.0. With this release, SAP announced its plan for future releases
dubbed "innovation without disruption,” whereby the upgrade cycles are
minimized, but a number of enhancement packages will be released over the
lifecycle of the product. SAP's roadmap calls for the next major release of
ECC to be mid-2010.

However, SAP has indicated that mainstream maintenance for ECC 6.0 will
continue until March 2012, and extended maintenance will expire in March
2015, The examples and screenshots in this edition are all from the ECC 6.0
release, unless otherwise stated.

As SAP develops more extensive solutions and tools for its customers, MM
continues to be an important part of the foundation on which subsequent
functionality is built.

1.1.3  Business Suite Functionality

In addition to the core ECC 6.0 MM, consultants should also be aware of
functionality in the Supply Chain Management (SCM) business suite that can
be implemented alongside ECC 6.0. Functionality found in SCM, for exam-
ple, Extended Warehouse Management, may be implemented by your client,
which will require you to understand the interaction between the functions.
The current release of the SCM software is SAP SCM 5.0, which was made
available at the end of 2006.

SCM 5.0 includes some functionality extension of the core MM transactions
in ECC 6.0, namely Procurement, Service Parts Planning, Supply Network
Collaboration with vendors and customers, and Extended Warehouse Man-
agement (EWM).
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Now that we have reviewed the history of MM as part of SAP, the next sec-
tion examines how MM functions as part of the logistics function.

1.2 Materials Management as Part of Logistics

The SAFP Logistics function incorporates a number of distinct areas that
together follow the movement of materials from manufacturer to consumer.
This section reviews the function of the MM module as part of logistics.

1.2.1  Definition of Logistics and Supply Chain

Logistics is the management of business operations, including the acquisi-
tion, storage, transportation, and delivery of goods along the supply chain.
The supply chain is a network of retailers, distributors, transporters, storage
facilities, and suppliers that participate in the sale, delivery, and production
of a particular product.

1.2.2  Management of the Supply Chain

From these definitions, it is clear that MM is an integral part of the Logistics
function within SAP. Three flows are important when we look at MM in the
supply chain. These are briefly discussed here before we investigate them in
more detail:

» Material flow

The material flow describes the movement of materials from the vendor
to the company and then on to the customer (and, potentially, customer
returns). Today, companies are integrating with suppliers and customers,
not just interfacing. Therefore, any improvements companies can provide
to the visibility of their material flow will allow them to be flexible and
responsive to their customers, Customers want to do business with com-
panies who are responsive. Those companies can gain a competitive
advantage and increase market share by being more flexible, quicker, and
more dependable.

» Information flow
The information flow includes transmitting orders (EDI, fax, etc.) and
updating the status of all deliveries. Companies that can show customers
and vendors viability by using real-time information have a distinct com-
petitive advantage over others.
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*» Financial flow
The financial flow includes the financial documents that are created at
cach material movement. If a material is valuated, then a movement,
credit or debit, is made between accounts to reflect the value moving
from, for example, inventory accounts and accounts payable (AP) clearing
accounts.

1.2.3 SAP and Logistics

We have defined the Logistics function and the flows within the supply
chain. So how does SAP help clients manage this supply chain to gain a com-
petitive advantage?

SAP ERP software provides a company with the ability to have the correct
materials at the correct location at the correct time with the correct quantity
and at the most competitive cost. The competitive advantage is achieved
when the company can manage the process. This involves managing the
company's relationships with its vendors and customers. It alse involves
controlling their inventory, forecasting customer demand, and receiving
timely information with regards to all aspects of the supply-chain transac-
tions.

When you break this down and look at the modules involved in the manage-
ment of the supply chain, you can see that although MM is an integral part of
Logistics, it is only part of the big picture.

The Logistics function in SAP includes the following:

» Materials Management (MM)

» Sales and Distribution (SD)

» Quality Management (QM)

» Plant Maintenance (FM)

» Production Planning (PP)

» Project Systems (PS)

*» Finance (FI)

» Warechouse Management (WM)

» Logistics Information System (LIS)

Additional functionality in the Logistics area includes Batch Management,
Handling Unit Management, Variant Configuration, Engineering Change
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Management, and Environmental, Health, and Safety (EHS). These can be
important in the Logistics area, depending on the individual customer
requirements.

Next, let's review the integration of the MM module with other SAP mod-
ules.

1.3 MM Integration with Other Modules

MM is thus one of many modules that are important in the Logistics function
of SAP. Looking at the supply chain, you can see where MM integrates with
the other modules to create an efficient product for managing the supply
chain.

The following sections further examine the supply chain flows.

1.3.1  The Material Flow of the Supply Chain

The material flow is the movement of the material from the vendor to the
customer. To instigate a flow, a material need must be created by either the
Production Planning module (PP) via a Materials Requirements Planning
(MRF) system or by a sales order created in Sales and Distribution (SD). The
need is created, and a Purchase Requirement is sent to the vendor, relating to
instructions on delivery date, quantity, and price.

The vendor sends the material, and it is received and may be subject to a
quality inspection in Quality Management (QM). Once approved, the mate-
rial may be stored in a warehouse using Warehouse Management (WM).

The material could be required in a Production Order in PP or be part of a
larger project defined in Project System (PS).

After a final material is available for the customer, it can be picked from the
warehouse and shipped to the customer using the SD module.

From the description of this simple tlow, it is easy to see that MM is highly
integrated with the other SAP modules.

1.3.2 The Information Flow of the Supply Chain

To more clearly understand the financial flow, work through this example
that starts with an order from a customer. This order could be transmitted
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via electronic data interchange (EDI) to the SAF system. The information on
SAP communicates whether the item is in stock, and if not, the information
is sent to the MRF tool. Information is sent back to the customer giving the
delivery date.

The MRP tool takes all the information regarding the production schedules,
capacity of the production facility, and the available materials involved in
production to create Production Orders and Material Requests that appear as
information in the Procurement system.

The information in the Procurement system creates orders with required
delivery dates, which are transmitted to vendors. The return information
from the vendor confirms the date of delivery of the material.

The vendor can send EDI transmissions informing the company of the status
of the delivery.

Upon receipt of the material, information is passed from the receiving docu-
ments to the warehousing system (WM) to store the material correctly. The
information is passed to the production systems (PF) to calculate if the pro-
duction order is ready to commence.

When the material is ready to ship, SAP produces information for shipping
(SD) and can send that information to the customer.

At all of the touchpoints with SAP, information has been recorded and is
available to be reviewed and analyzed. The more information that is shared
across the total supply chain, the more cost benefits can be achieved with
improvements based on the analytical data.

The Logistics Information System (LIS) and other standard reports in SAP can
give the supply-chain management team invaluable insights into how their
Logistics function operates.

1.3.3 The Financial Flow of the Supply Chain

The typical flow of financial information in the supply chain includes the
invoices received by the company from its vendors, the payments to the ven-
dors, the billing of the customers for the materials, and the incoming pay-
ments.

The vendor supplies material to the company and sends an invoice to be
paid.
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The company has choices within SAP on how to pay the vendor:

» Pay on receipt of the materials (two-way match)

» Pay on receipt of the vendor invoice (three-way match)

The accounts payable department carries out this function. The Invoice-Ver-
ification process within SAP is an excellent example of the integration
between the MM and the FI modules.

The financial flow of the supply chain has not changed in magnitude, as did
the information and material flows. However, the current SAP ERP system
allows the supply chain users to analyze the financial key performance indi-
cators (KPI) that are part of the overall supply chain.

These KPIs can include Inventory Turns, Days of Working Capital, Days of
Inventory, Days Sales Outstanding, and Days Payables Outstanding. The
integration of MM and the other key modules within the Logistics function
combine to provide this important information in an accurate and timely
fashion.

Developments in the financial flow of the supply chain have direct impacts
on the MM module. The imaging of invoices is an important development
that allows companies to scan the incoming invoices (either internally or
using a third party) and create a Workflow (WF) to speed approval. A mes-
sage is sent to the purchaser, and approval time is shortened.

Companies now use Procurement cards (P-cards) to reduce costs and speed
up the financial flow. Furchasing with a P-card ties purchasers into an
approved vendor list and allows companies to focus on obtaining discounts
and favorable rates with certain vendors. The other benefit is that the P-card
reduces the invoice processing by the accounts payable department. The
individual purchases are managed by spending limits associated with each P-
card user, and payment is made directly to the vendor by the P-card com-
pany. The use of P-cards is an example of how developments in the supply-
chain management outside of SAP influence the integration between SAP
modules, in this case FI and MM,

1.4  Chapter Summary

In this chapter, you have seen that the MM module of SAP is a core compo-
nent of any SAP implementation. MM can be described as the engine that
drives the supply-chain functionality within SAP. It also integrates with most
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other SAP modules in some way. The aim of the following chapters is to
focus on the functionality and configuration of MM and its complex integra-
tion with other SAP modules.

Let's move on to Chapter 2 to examine the MM organizational structure,
which includes sections on client structure, company codes, plants, storage
locations, warchouses, and so on.
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Correctly defining the Materials Management organizational
structure is the foundation for a successful SAP implementation. It is
extremely important to make accurate decisions about entities such
as company codes, plants, and storage locations.

2  Materials Management Organizational
Structure

In any new SAP implementation, many decisions need to be made to ensure
a successful project. Decisions regarding the client structure, company codes,
plants, and warehouses are all important to the project and require knowl-
edge of the objects to be decided upon and consensus between the customer
and the project-implementation team. The first discussion regarding the
organizational structure reviews the client structure used in SAP and elabo-
rates on the client landscape.

2.4 Client Structure

This section examines the client, the client landscape, and some of the gen-
eral technical questions about SAP clients. As a consultant, or a user, you
should have a basic understanding of the technical environment that SAP
occupies. Knowledge of clients, instances, and the transport and correction
functionality is important in becoming a well-rounded consultant.

211  What Is a Client?

A company purchases, installs, and configures SAP software on its servers,
for its specific needs. This is called an instance. Companies can have more
than one S5AP instance, but they will exist on different SAP systems. Within
one SAP instance, a number of clients will be created. A client is an organi-
zational and legal entity in the SAP system.

The master data is protected within the client because it cannot be accessed
from outside. The master data in a client is only visible within that client and
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cannot be displayed or changed from another client. There are multiple cli-
ents in a SAP system.

Each of these clients can have a different objective, and each client repre-
sents a unique environment. A client has its own set of tables and user data.
Objects can be either client dependent or client independent. When SAP
objects are used by only one client, they are client dependent. There are
objects, such as ABAP/4 programs, that are used by all the clients in a SAP
system. These objects are called client independent.

SAP delivers the software with three clients: 000, 001, and 066, which are
discussed next.

Client 000

Client 000 is the SAP reference client, and it contains tables with default set-
tings but no master data. Client 000 can be copied using the Client Copy
function to create the clients that will be used in the implementation. For
important configuration work, you will need to log on to SAP Client 000.
This client must also be used to configure the Correction and Transport Sys-
tem (CTS). Client 000 also plays an important role in upgrade processes. Each
time an SAP customer upgrades its system, client-dependent changes auto-
matically are upgraded in Client 000, and the changes then can be copied to
other clients. Client 000 should not be changed or deleted from the system.

Client 001

Client 001 is delivered as the preparation production client. Although ini-
tially identical to Client 000, after any upgrades, Client 001 will no longer be
identical to Client 000. Customizing can be done in this client, but it cannot
be used as the production client. SAP customers can choose whether or not
to use this client.

Client 066

Client 066 is used by SAP for its SAP EarlyWatch Alert. This client enables
SAP to remotely access the customer system. SAP provides this service to the
customer to improve system performance and for system support. SAP rec-
ommends having an EarlyWatch session before a customer’s implementa-
tion goes live and another after the go-live date,

21.2  Creating the Client Landscape

After the SAP software has been installed with the three delivered clients,
the technical team needs to create 3 number of clients that reflect the cus-
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tomer needs. The general client structure for a SAP implementation includes
a development client, training client, quality client, and production client,

The development client is where all development work should take place.
There may be more than one development client created. For example, there
may be a sandbox client for general users to practice and test configuration.
In addition, there may also be a clean or golden development client where
the specific configuration is made and from which it is then transported to
the quality client for review before moving to the production client.

The training client usually reflects the current production system and is used
primarily for training project staff and end users. When configuration is
transported to the production client, it is transported to the training client at
the same time. The training client is useful for training but is not a necessity
for implementation.

Other clients may be needed for SAP NetWeaver Business Intelligence (BI)
and other modules such as Supply Chain Management (SCM) and Customer
Relationship Management (CRM).

Successfully managing this client environment requires strict procedures and
security so that the integrity of the clients is maintained.

2.3 Defining a Client

When defining a client, four aspects need to be considered as described in
the following sections.

Organizational Structure

The customer should define a client as the highest organizational unit in its
organizational structure. The client is the basis for the construction and con-
figuration of other organizational units.

Business Environment

A client should be a representation of a holding company or group of com-
panies in the physical business world. One reason this is important is that
the client contains one set of tables and data. If there were a number of SAP
clients for one company, issues would arise regarding combining data to pro-
duce one set of accounts, and so on. If an SAF client contained many differ-
ent companies that were not in the same group of the holding company,
then the issue would be how to report the separate records for each com-

pany.
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Technical Environment

The client defines the boundary of the master data. The information can only
be accessed inside the client. The master data in the client is used throughout
the client, and data in external systems, such as an EWS or an Internet pro-
curement system, is not regarded as master data and cannot be accessed by
functionality within SAP. Data can be loaded from external systems, but it is
not master data.

Work Environment

The client is the work area through which end users interact with the system.
Of the tables in the client, 90% are client dependent. The SAP environment
is made up of a number of clients, and each has its own master data and
tables. A small fraction of information is client independent and is accessible
in any client within the SAP instance.

2.1.4 Correction and Transport System (CTS)

Changes created in the development client must be moved, or transported,
to the quality client for testing and then to the production client. The Correc-
tion and Transport System (CTS) is the vehicle by which you can move
objects such as programs, screens, configurations, or security settings from
one client to another. The CTS provides consistency between the clients by
maintaining log entries. The CTS provides a standardized procedure for man-
aging and recording changes made to a client.

When you are configuring functionality in the development client that has
been designated as the client 1o migrate from, you will find that saving the
configuration requires extra steps.

On saving, an Enter change request dialog box appears that requires you to
either add this configuration step to an existing customizing request or to
create a new request. If you opt to create a new request, another pop-up
screen appears that requires a short description of the change you are mak-
ing and that may add the other information, such as your user 1D, source cli-
ent, category, and target client, by default. If the target client is blank, ensure
that you enter the correct target client for your change request.

On saving this change request, the system displays the change-request
number. The system saves the configuration change you made and logs that
change in the change request.



Company Code

The change request can be viewed by using Transaction SE01. On the initial
screen, enter the change request number or press F4 to find your request.
Click on the display button, and the request is displayed. By expanding the
view, you can see the changes that have been made to the tables in the cur-
rent client and that will be migrated to the target client. If you have authori-
zation, you may also release the change request so that it can be migrated. If
you do not have authorization, the change request needs to be released by a
designated resource.

By using Transaction SE10, you can see all requests and repairs that are
owned by a user ID.

A change request cannot be released if it is empty, if the objects are not lokked
properly, or if the objects are locked in another task or change request.

The next section explains the functionality of company codes and how to
create them and assign them to a client.

2.2  Company Code

The company code is a familiar term in SAP; however, it is important to
understand the difference between a physical company in general terms and
a company as defined in the SAP context.

2.24  What Is a Company?

The US Census Bureau (2002) defines a company as follows:

A company comprises all the establishments that operate under the ownership or
control of a single organization. A company may be a business, service, or mem-
bership organization; it may consist of one or several establishments and operate
at one or several locations. It includes all subsidiary organizations, all establish-
ments that are majority-owned by the company or any subsidiary, and all the
establishments that can be directed or managed by the company or any subsidiary.

SAP defines a company and a company code separately. SAP defines a com-
pany as the smallest organizational unit for which legal financial statements
can be prepared. A company can contain one or more company codes, but it
must use the same chart of accounts and the same fiscal-year breakdown.
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SAP defines a company code as the smallest organizational unit for which a com-
plete self-contained set of accounts can be drawn up, such as balance sheets and
profit-loss statements. The company codes represent legally independent com-
panies. Using more than one company code allows a customer to manage finan-
cial data for different independent companies at the same time.

For example, when a customer is deciding on its organizational structure, the
customer can use one or many company codes. Thus, if a U.S. company has
components of its organization in Canada and in Mexico, it may decide that
it should use three company codes. The company-code currencies can be dif-
ferent for each component, but they are required to use the same chart of
accounts,

2.2.2 Creating a Company Code

The creation of a company and company codes is usually part of the FI con-
figuration, but you may need to create these on occasion.

The company field is defined in Transaction OX15. It is defined as a six-char-
acter alphanumeric string. The company field can be created using Transac-
tion OX15 via the navigation path IMG « Enterprise Structure - Definition -
Financial Accounting « Maintain Company.

The company code can be created using Transaction OX02 via the navigation
path IMG - Enterprise Structure - Definition - Financial Accounting - Define,
Copy, Delete, Check Company Code. The field is defined as a four-character
alphanumeric string. In Transaction OX02, it is possible to copy from an
existing company code and change the name, city, and country to your com-
pany details. This transaction updates Table T0O01.

After creating the company code, you need to maintain the company-code
address by using Transaction OBY6. This transaction will update Table SADR.

2.2.3 Assigning a Company Code

After a company code has been defined, it must be assigned to a number of
objects. A number of financial configuration steps need to be carried out in
the Implementation Guide (IMG). The company code can be assigned to the
following:

» Credit Control Area
» Financial Management Area

» Company
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The next section follows on from the SAF structure of a company to the
structure, creation, and assignment of a plant.

2.3 Plants

SAP uses the term plant to describe many different types of environments. A
traditional view of a plant is a building where material is manufactured,
stored, and shipped from. However, this is only one possible example a
plant. A plant can be defined as any location that you determine. A defined
plant does not need to manufacture, store, or ship material to a customer.
For example, in a company that primarily performs testing on materials,
there may be no manufacturing, storing, or shipping of materials. This sec-
tion examines the concept of the plant and how it is defined in SAP.

2.3.4  What Is a Plant?

The definition of a plant depends on its use. From a MM view, a plant can be
defined as a location that holds valuated stock. A PP view defines a plant as
an organizational unit that is central to production planning. A plant also can
be defined as a location that contains service or maintenance facilities, The
definition of a plant will vary depending on the needs of the customer.

2.3.2 Prerequisites for a Plant

Before setting up a plant, certain other settings need to be defined. Without
these initial settings already in place, a plant cannot be defined. These pre-
requisites are described in the following sections.

Factory Calendar

A factory calendar identifies the workdays, public holidays, and company
holidays. The SAP system is delivered with some factory calendars, but a
new factory calendars can be configured based on a company's schedule.

Country Key
The system is delivered with country keys, and new country codes need to
be configured if they are not in the system.

Region Keys
A region code is required along with the country code. The region is defined
as a state or province associated with a country.
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2.3.3 Defining a Plant

A four-character string defines the plant field. It can be configured using
Transaction OX10. The navigation path is IMG « Enterprise Structure » Defi-
nition - Logistics - General - Define, Copy, Delete, Check Plant.

Figures 2.1 and 2.2 show, respectively, the program screen for entering ini-
tial plant information and the screen for entering secondary information
after the initial information is entered. Because they have already decided on
a number schema for plants and other entities, the client or data governance
team should determine the Plant number at the top of the dialog box. The
plant names (Name 1 and Name 2) should also be entered with respect to any
schema that exists. The Search term 1/2 is another field that should be stand-
ardized so that the search function is uniform across the company. Check
with your client's data governance team for any instructions they may have
prior to configuring the plant.

Figure 2.4 Initial Screen for Entering a Plant
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Figure 2.2 Screen for Entry of Secondary information

2.3.4 Valuation Level

The valuation level is an important configuration step because it specifies the
level at which material stocks are valuated for the whole client. The two
options for the valuation level are plant level or company code level.

The valuation level can be defined using Transaction OX14. The navigation
path is IMG » Enterprise Structure - Definition « Logistics = General » Define
Valuation Level.

Valuation at the plant level should occur in several situations, for example, if
Production Planning (PP) or Costing (CO) will be implemented, or if the
application is using the SAP Retail system. After a valuation is determined, it
should not be changed.

2.3.5 Assigning a Plant

After a valuation level has been established, you can assign a plant to an
existing company code. This assignment is performed so that all plant trans-
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actions can be attributed to a single legal entity; that is, a company code. This
can be achieved in Transaction OX18. The navigation path for this transac-
tion is IMG - Enterprise Structure - Assignment - Logistics - General - Assign
Plant to Company Code.

Figure 2.3 illustrates the assignment of plants to company codes. A plant is
assigned to one company code, but a company code can have more than one
plant assigned to it. In Figure 2.3, only one plant has been assigned to com-
pany code 0010,
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Figure 2.3 Assignment of Plants to Company Codes

2.4 Storage Locations

After discussing the plant, the next level in the physical structure defined in
SAP is the storage location. The storage location is normally thought of as a
location where materials are placed for storage, but this is not always the
case. A storage location does not necessarily need to exist physically.

2.41 What Is a Storage Location?

In its systems, SAP traditionally defines a storage location as a place where
stock is physically kept within a plant. There will always be at least one stor-
age location defined for one plant. The storage location is the lowest level of
location definition within the MM module.

When we look at a physical storage location, there are no set rules on what
a storage location should look like. Some SAP customers may have a highly
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developed inventory-monitoring system that uniquely defines a physical
location, storage bin, tank, tote, tray, drawer, cabinet, and so on, as a loca-
tion that contains inventory separated from other inventory. Depending on
the physical size of the materials involved, this may be as small as a 5 cm
square bin or as large as a whole building.

Some customers may not have sophisticated inventory systems, and you may
be presented with a location that has no obvious storage definitions. Materi-
als may not be stored in individual locations and may be mixed without pro-
cedural picking or placement strategies. In this case, you should assess the
current state and make proposals on how to reengineer the storage facility
before trying to define storage locations.

Although the storage location is the lowest location level in MM, it is not the
lowest level in the SAP system. Depending on the requirements of the SAF
customer, the number of materials that are stored, the number of unique
locations, and the sophistication of the customer's current inventory system,
there may be a need to implement the Warehouse Management (WM) mod-
ule. This provides the opportunity to manage inventory at a bin level.

When WM is implemented in an SAP system, the WM functionality needs to
be tied to MM by assigning a warehouse to a storage location or to a number
of storage locations.

2.4.2 Defining a Storage Location

A four-character string defines the storage location. It can be configured
using Transaction OX09. The navigation path is IMG « Enterprise Structure
Definition - Materials Management - Maintain Storage Location.

You can enter the plant number in the Plant box on the initial screen of
Transaction OX09. In Figure 2.4 you can see the Plant number is 0200. Click
the New Entries button and then you can add the storage location number
and a description. Then highlight your new storage location, and click on the
addresses of Storage locations in the Dialog Structure.

Click on New Entries field to enter a number for the storage location address
(see Figure 2.5). This address number can be up to three characters. Once
entered, you are directed to another screen for the entry of secondary infor-
mation such as the address and telephone number (shown earlier in Figure
2.2).
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Figure 2.4 Initial Screen of Transaction OX09
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Figure 2.5 Entering a Number for the Storage Location Address

2.4.3 Automatic Creation of Storage Locations

Storage locations can be created automatically when an inward goods move-
ment for a material is performed. The configuration needs the plant and/or
the type of movement to be defined to allow the automatic creation of stor-
age locations. This configuration can reduce storage-location data mainte-
nance. The automatic storage location is only activated if the movement is
for normal stock, not special stock.

This configuration can be entered using Transaction OMB3, which can be
found using the navigation path IMG - Materials Management - Inventory
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Management and Physical Inventory + Goods Receipt « Create Storage Loca-
tion Automatically.

Automatic creation of storage locations can be set for each plant in which
this functionality is needed (see Figure 2.6} or for a particular goods move-
ment (see Figure 2.7).
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Figure 2.7 Automatic Storage-Location Creation by Movement Type
As stated previously, the storage location is the lowest level of the organiza-

tional structure of the MM module. However, in the next section, we will
examine how the WM module interfaces with the MM module.
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2.5 Warehouse and Storage Types

Although not part of MM functionality, it is important to understand the
integration points with WM. MM users need to have some knowledge of
WM because many companies implement both MM and WM. When WM is
implemented, additional steps are required. For example, in the goods
receipt function, the material is moved into a storage location, which is an
MM function, but it will further be moved into the warehouse and storage
bin, which is a WM function.

The warehouse is linked to the MM module by assigning the warchouse to
the storage location in MM. If a company has WM and MM activated, the
goods movements will require knowledge of the major elements of WM.

A warehouse is a physical location that contains defined areas that are called
storage types, and these are then further divided into smaller locations called
storage bins. In WM, you can define stock placement and picking strategies
based on material location and sequence.

To create a warehouse, use the following navigation IMG » Enterprise Struc-
ture » Definition - Logistics Execution » Define, Copy, Delete, Check Ware-
house.

The warehouse is defined by a three-character string. For example, in Figure
2.8, the Denver warehouse is defined as 001, the Heathrow warchouse is
defined as 011, and the QOakland warehouse is defined as 200. There are no
address details associated with a warehouse.
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Figure 2.8 Defining the Warehouse
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2.5.1 Assign a Warehouse to a Plant and Storage Location

The way to ensure that SAP identifies that certain storage locations are con-
trolled by the functionality in WM is to assign a warchouse to a storage loca-
tion. The navigation path for assigning a warehouse to a plant and storage
location is IMG « Enterprise Structure - Assignment « Logistics Execution -
Assign Warehouse Number to Plant/Storage Location. Figure 2.9 shows the
display view.
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Figure 2.9 Assigning a Warehouse to a Plant/5torage Location Combination

2.5.2 Storage Type

A storage type is defined as an area of the warehouse that is a subsection con-
taining a number of storage bins. The storage type is available to the ware-
house user for creating searches based on storage types. Common storage
types in a warehouse are areas such as cold room, bulk storage, and high rack
area. storage types predefined by SAP are called interim storage types. These
are defined numerically from 900 to 999. The areas are used by SAFP for
movement postings such as goods receipt, goods issue, and posting differ-
ences.

The navigation path for creating storage types is IMG « Logistics Execution »
Warehouse Management - Master Data « Define Storage Type.

Each warehouse can have any number of storage types defined (see Figure
2.10).
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2,5.3 Storage Sections and Storage Bins

A subdivision of the storage type is the storage section. This is simply a group
of similar storage bins. Even if the customer does not want to define storage
sections, one storage section must be defined per storage type. This is nor-
mally defined as 001 in the IMG. The navigation path to define a storage sec-
tion for a warehouse is IMG « Logistics Execution « Warehouse Management
+ Master Data - Define Storage Section.

Storage bins are the lowest levels of storage. Storage bins are not defined in
the IMG. Authorized warehouse staff can quickly and frequently change
these. Storage bins can be defined manually using Transaction LSOIN or
automatically using Transaction LS10.

Now that the structural organization of MM is defined for the physical ele-
ments, the next section explains an important logical aspect of MM: purchas-
ing and the purchasing organization.

2.6 Purchasing Organization

The purchasing department of a company may be a single person calling ven-
dors manually or hundreds of purchasing agents spread over the world using
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the latest in Internet purchasing. The purchasing organization is an impor-
tant element in the procurement of materials.

2.6.1  What Is a Purchasing Organization?

The purchasing function within SAP customers can range from simple to
very complex. The largest SAP customers may spend hundreds of millions of
dollars in purchasing each year and have a sophisticated purchasing depart-
ment that works at many different levels, from strategic global procurement
to low-level vendor relationships. SAP can be defined to allow all purchasing
departments to be accurately reflected.

A purchasing organization is simply defined as a group of purchasing activi-
ties that is associated with all or a specific part of the enterprise.

2.6.2 Types of Purchasing Organizations

Many types of purchasing organizations can be defined at a client. When
purchasing organizations are defined at a company, they should reflect the
company's purchasing structure or the company’s future purchasing strue-
ture.

Purchasing at an Enterprise Level

Purchasing for a SAP customer may take place at the highest level within an
organization. If a customer has a central purchasing department that coordi-
nates purchasing for all companies within the enterprise, then the purchas-
ing organization can be configured in that manner. The purchasing organiza-
tion is defined in SAP and then assigned to all companies.

Purchasing at the Company Level

If a SAP customer does not have a single enterprisewide purchasing function,
it may have purchasing centralized for each company. This may be appropri-
ate for customers with companies in various countries; in which case, an
enterprise purchasing department may not be possible. In this scenario, the
purchasing organization is created and assigned for each company code.
Even with this scenario, a purchasing organization may cover several compa-
nies.

For example, a purchasing organization for Latvia may be assigned as the
purchasing organization for the companies based in the countries of Latvia,
Lithuania, and Estonia.
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The purchasing organization can be assigned to a company code using Trans-
action OX01. The navigation path is IMG « Enterprise Structure + Assignment
» Materials Management - Assign Purchasing Organization to Company
Code.

Purchasing at the Plant Level

In an enterprise that has companies with large autonomous plants, the pur-
chasing decisions may be made at a local level. The SAP customer may decide
that assigning one purchasing organization to one company is not appropri-
ate, and it would be a better business decision to assign a purchasing organ-
ization at the plant. This scenario has an advantage when the vendors are at
a local level, and few vendors supply materials or services to more than one
plant.

The purchasing organization can be assigned to a plant using Transaction
0X17. The navigation path is IMG - Enterprise Structure + Assignment -
Materials Management - Assign Purchasing Organization to Plant.

Reference Purchasing Organization

One purchasing organization can be defined as a reference purchasing organ-
ization. This is a purchasing organization that can be set up as a strategic pur-
chasing department. In large companies, the strategic purchasing function
analyzes purchasing data and works to negotiate the best prices for material
and services from global vendors, This strategic purchasing department can
obtain prices and special conditions that can be used by purchasing organi-
zations across the enterprise.

Often this reference purchasing organization is not assigned to any company
code because it is a function of the whole enterprise. A purchasing organiza-
tion must be assigned to this reference purchasing organization to have
access to the information on the system.

To assign a purchasing organization that will reference another purchasing
organization, the navigation path is IMG - Enterprise Structure - Assignment -
Materials Management - Assign Purchasing Organization to Reference Pur-
chasing Organization.

2.6.3 Create a Purchasing Organization

The navigation path to create a purchasing organization is IMG » Enterprise
Structure « Definition « Materials Management « Maintain Purchasing
Organization.
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Figure 2.11 shows the screen for creating a purchasing organization. The
purchasing organization number, a four-character field, is entered along with
the long description for the purchasing organization.
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Figure 2.41 Creating a Purchasing Organization

2.6.4 Purchasing Groups

A SAP customer can define its purchasing department below the level of the
purchasing organization. The purchasing group is a person or group of peo-
ple dealing with a certain material or group of materials purchased through
the purchasing organization. The purchasing group is important to the pur-
chasing structure because it allows vendors to have a focal point for contact.

The purchasing group is defined in configuration. The navigation path is
IMG - Materials Management - Purchasing - Create Purchasing Groups.

The purchasing group is a three-character alphanumeric field that is entered
along with a description, telephone number, and fax number,

2.7  Summary

In this chapter, we have seen that knowledge of the SAP organizational struc-
ture is important to anyone working on an SAP implementation. Each com-
pany creates its own version of the SAP landscape, Correction and Transport
System (CTS), and other technical elements. It is important that you under-
stand what these are and how your company adopts them. Understanding
the principle of the MM structure is important for anyone working with the
module, whether as a configurator or as an advisor to a company on the
organizational structure.
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Chapter 3 examines the master data in the MM module. The master data
includes the Material Master, Vendor Master, Batch Master, purchasing
information, and serial number files. Chapter 3 discusses the makeup of
those files and how they are used in the MM module.
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The MM functionality includes a number of important master data
files. The Material Master and Vendor Master files are at the core of
Procurement, Inventory Management, and Invoice Verification.

3 Master Data in Materials Management

A number of master data files in MM require a significant amount of under-
standing, not only on the part of the SAP consultant but also on the part of
the SAP customer. When implementing SAP, customers are generally transi-
tioning from one or more legacy systems. A key aspect of any implementa-
tion is the conversion of data to the master data files in SAP.

A fundamental indicator of a successful implementation is the level to which
the data has been correctly converted into the SAP master data files. In this
chapter, we will examine the master data files that are integral to the practice
of MM. The following sections examine each of the master data files in the
MM module, and the necessary configuration steps for the creation of mas-
ter data are described.

3.1 Material Master

The Material Master is the repository of the data used for a material. The
Material Master is more than a single file for each material, it is where all
information on a material is entered and accessed, and it is used throughout
the SAP system.

3.1.1  Material Master Overview

When customers implement SAP, they are often overwhelmed by the infor-
mation contained in the Material Master file. When customers examine their
existing systems, such as BPICS, JDEdwards, or Lawson, they find that their
product or material files contain a fraction of the data contained in the SAP
Material Master.
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3.1.2  Material Master Tables

The Material Master transaction allows the users to enter all the information
relevant to a particular item of material into the correct tables. The Material
Master is not just one file, but a number of tables that contain information
that combined reflect all the information for that material.

Many tables are updated when information is entered into the Material Mas-
ter transaction. The Material Master transaction is structured so that there
are entry screens for different functional information items such as Purchas-
ing, Sales, or Accounting, but there is also an organizational dimension to
data entry. The material information can be entered at each level of the
organization, for example, at the levels of plant, storage location, or sales
organization.

3.1.3  Material Numbering

An issue that SAP customers can face when converting their item files over to
the Material Master is whether to keep their legacy numbering scheme by
continuing to enter their own material numbers. Customers have the option
of allowing SAP to automatically assign material numbers.

Often, legacy systems have meaningful material numbering. This numbering
has usually been in place for some time, and employees are familiar with the
numbering. For the simplicity of maintenance, automatic assignment of
material numbers is the best choice. When working with your client, be
aware that there are arguments to use and not to use a meaningful number-
ing scheme in SAP.

The material number field is defined in configuration. Using the Transaction
OMSL or the navigation path IMG - Logistics - General - Material Master -
Basic Settings « Define Output Format for Material Numbers.

Figure 3.1 shows the configuration screen for defining the output format for
material numbers.

This configuration screen does not have many input fields but is extremely
important when initially defining the Material Master. After your customer
has decided upon the Material Master numbering scheme, you can first enter
the length of the material number in the Material No. Length box.

The customer may then decide that it needs the automatically assigned mate-
rial numbers in a certain format that can be defined. In this case, you can
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define the template and the special characters required. Figure 3.2 shows
you the template defined for internally assigned material numbers.

Figure 3.2 Template for Internally Assigned Material Mumber

In this case, the customer requires the material numbers to appear as this
example 123@45678901@23456. The only character that cannot be used in
the template is the underscore because that is used to signify a nontemplate
field.

The two other fields in the OMSL Transaction have to do with how the mate-
rial number is stored and how SAP determines what the number is.

The Lexicographical indicator is only relevant for numeric material num-
bers, either internally or externally defined. In Figure 3.2, the indicator is
not set, which means that the numbers are stored with leading zeros and
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right-justified. For example, if a user enters the number 12345678, the num-
ber will be stored as 000000000012345678, with 10 leading zeros.

If the indicator is set, then the numeric number is not right-justified and not
padded with zeros. The field acts more like a character string, where a lead-
ing zero becomes a valid character.

In the following example, the indicator is now set. A user entering material
12345678 finds that the material number is stored as 12345678, with no
padding. If the user then entered 0012345678, it is stored in that way, and
this is a different material number in SAP. However, an internally assigned
material number is padded with the leading zeros, 000000000012345678.
Therefore, for this example, there are three separate material numbers.

Remember that this indicator cannot be changed after there are numeric
material numbers in the system, so it must be defined before any tests are
run in the system.

The other field in the Transaction OMSL is the Leading Zeros indicator. If
this indicator is set, then the material number is shown with the leading
zeros. However, if the Lexicographical indicator is set, then the Leading
Zeros indicator is ignored by the system.

3.1.4 Material Number Range

When the definition of the material number has been determined, the con-
figuration for the material number range can be completed.

The material number ranges can be configured in Transaction MMNR or via
the navigation path IMG - Logistics - General - Material Master - Basic Set-
tings - Material Types + Define Number Ranges for Material Types.
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Figure 3.3 Defined Internal and External Mumber Ranges
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The transaction allows a range of numbers to be entered and the option to
make that range either externally or internally assigned. Figure 3.3 shows
the number ranges defined for internal and external number assignment.

3.1.5 Material Type

A material type is a definition of a group of materials with similar attributes.
A material type must be assigned to each material record entered into the
Material Master.

The transaction for the material type definition is OMS2. The navigation
path is IMG - Logistics - General - Material Master - Basic Settings - Material
Types « Define Attributes of Material Types.

The material type is configured so that fields in the Material Master are pre-
defined for the materials assigned to that material group (see Figure 3.4). For
example, if you configure the price control for a material type to be standard
price, all materials assigned to that material type will be standard price as well.
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Figure 3.4 Material Types and Descriptions

After the material type has been created, the attributes can be defined. Fig-
ure 3.5 shows the attributes that can be assigned to each Material Type. After
the material type has been defined, then the number range can be assigned.

Now we have looked at the details that go into making up the Material Mas-
ter. The next section explains the functionality of another important element
in the MM module, the Vendor Master.
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Figure 3.5 Attributes Assigned to Material Types

3.2  Vendor Master

The Vendor Master is an important master file that contains the information
on a supplier that is required for purchasing any material. The vendor file is
the sole location for the information on each of the vendors for a company.
The records in the Vendor Master file should be correct, checked, and
updated regularly to ensure that the most accurate records are used.

3.2.1  Definition of a Vendor

A vendor is a person or company who supplies materials or services to the
person or company requiring those materials or services. For SAP customers,
every supplier that they need to convert from their legacy systems will
require a Vendor Master record in SAP.
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3.2.2  Vendor Master in SAP

The Vendor Master in SAP holds details about each vendor used by the cus-
tomer. The Vendor Master has three distinct sections: general data, account-
ing data, and purchasing data.

General Data

The general data is, as the name suggests, general information about the ven-
dor that can be entered into the system by the group identified to create ven-
dor records. The basic data entered at this level includes name, search terms,
address, telephone, and fax. After this data is entered, further information
can be added to the Vendor Master record by accounting and purchasing.
This data can be entered using Transaction XKO01.

Accounting Data

The accounting data is the financial data that is entered at the company code
level. This data includes tax information, bank details, reconciliation
accounts, payment terms, payment methods, and dunning information. The
transaction used in financial accounting to enter this information is FKO1.

Purchasing Data

The purchasing data is entered for the vendor at a purchasing organizational
level. We will discuss the purchasing organization later in the book. The data
entered is relevant for one purchasing organization and may be different
between purchasing organizations. The data entered includes control data
required in purchasing, partner functions, purchasing default fields, and
Invoice Verification indicators. This data can be entered using Transaction
MEKO1.

3.2.3 Vendor Account Groups

When you create a vendor, you must assign an account group to that vendor.
Therefore, these account groups must be defined in configuration before
vendor creation.

The account group is defined via the navigation path IMG « Financial
Accounting » Accounts Receivable & Accounts Payable - Vendor Accounts »
Master Data - Preparations for Creating Vendor Master Data - Define
Account Groups with Screen Layout (Vendors).
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In Figure 3.6, you can see the existing account groups. If you need to define
another account group, click on the New entries button. The screen shown
in Figure 3.7 will appear.

Figure 3.7 Field Entry for Account Group and Description

On this screen, you can specify whether an account group is just for one-time
vendors in the One-time account field. For vendors that you only deal with
once, their data is entered into the document and not as master data. After
you have entered the Account group and description, you can then modify
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the field status as needed. This transaction allows you to configure the sys-
tem to show or to not allow users to enter information into certain fields.
Highlight the Field status for the General data, Company code data, or Pur-
chasing data, and then click on the Edit field status button.

Figure 3.8 shows the specific field groups that are available to configure. For
the General Data screen, these are the Address, Communication, Control,
Payment transactions, and Contact person groups. Double-click on the
group you want to configure.
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Figure 3.8 Field Groups for the General Data Screen

This configuration screen, shown in Figure 3.9, allows you to make certain
fields suppressed (Suppress), a required entry (Req. Entry), an optional entry
(Opt. entry) (as most are in this figure), or display only (Display). This con-
figuration becomes specific to the account group that is entered when a Ven-
dor Master record is created.

The screen layouts can also be modified for company code using the naviga-
tion path IMG - Financial Accounting - Accounts Receivable & Accounts Pay-
able - Vendor Accounts - Master Data - Preparations for Creating Vendor
Master Data + Define Screen Layout per Company Code.

The screen layout can also be modified by the particular activity. In other
words, the screen for creating a vendor can be modified to appear differently
from the screen for modifying a vendor. The navigation path is IMG « Finan-
cial Accounting « Accounts Receivable & Accounts Payable - Accounts
Receivable & Accounts Payable - Vendor Accounts « Master Data « Prepara-
tions for Creating Vendor Master Data - Define Screen Layout per Activity.

69



3 | Master Data in Materials Management

‘iz Maintain Field Status Group: Address

Fdd gtabs Edt Goto Exirad System  Help

|@ [ I8 eae|2nE|
B Fiokd check.

‘Genoal Dala
Aot goug
Genatal dats

- Addvass
Fleq Enry

g
111'\ﬁ1ﬂ1§
hwwRww O wF

R T T )
Wk W

Figure 3.9 Some Fields Used to Configure the Address Field Group

3.2.4 Vendor Number Range

When defining the vendor number range, it is important to remember that
vendor numbers, like material numbers, can be externally or internally
assigned. Many SAP customers decide to create different number ranges for
each of their account groups. This requires careful consideration when defin-
ing number ranges to prevent the number ranges from overlapping.

The transaction to create vendor number ranges is XKN1. The navigation
path is IMG - Financial Accounting - Accounts Receivable & Accounts Paya-
ble «+ Vendor Accounts - Master Data - Preparations for Creating Vendor
Master Data - Create Number Ranges for Vendor Accounts.

Figure 3.10 shows the configuration for vendor number ranges.

For this transaction, you should enter a unique number (No.) for the range (a
two-character field) and then the range for the numbers for your defined
number range. The Current number field allows you to define the current
number. The Ext. field allows you to define whether the number range is
externally (user) defined.

After the number range is defined, it can be assigned to a vendor account
group. The navigation path to assign a number range to a vendor account is
IMG « Financial Accounting - Vendor Accounts « Master Data « Preparations
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for Creating Vendor Master Data « Assign Number Ranges to Vendor
Account Groups.

LTI T
I99IRTIRR
aRoagpang
CRPIT LT
GCIZEZER
CLZ22E2
RCZ2222
ECZEzee
BRZZZER
CR2ZZZZZ

Figure 3.10 Configuration for Vendor Mumber Ranges

The number range can be assigned to many vendor account groups, as
shown in Figure 3.11. Therefore, if your SAP customer decides to use just
one number range for all its vendors, the configuration would show one
number range assigned to all account groups.

Figure 3.91 Vendor Account Groups and Assigned Mumber Ranges
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3.3  Purchasing Information Data

The purchasing information record allows additional information to be held
on a specific material that is purchased from a specific vendor. The informa-
tion held in the Vendor Master file allows the specification of parameters,
such as payment terms, that refer to the agreement between the vendor and
the purchasing organization. However the purchasing information data
allows further definition of those agreements down to the material level.

3.3.1  Purchasing Information Record

The purchasing information record is where information specific to a mate-
rial and a vendor is held. This can then be further specified for a particular
purchasing organization.

The purchasing information record is used in the purchase order where
information from the record is defaulted into the purchase order (PO). Infor-
mation such as purchasing group, net price, Invoice Verification indicators,
and delivery tolerances all can be entered into the purchasing information
record.

Four categories of purchasing information records can be created:
» Standard
Information record for standard purchase orders.

» Pipeline
Information on vendor material that is supplied through a pipeline,
cables, or pipes, such as water or electricity.

» Consignment
Information on material that a vendor owns and stores at the plant of the
purchaser.

» Subcontracting
Information for subcontract orders.

It is important to identify the correct category before creating a purchasing
information record.

3.3.2 Purchasing Information Record for a Nonstock Material

The purchasing information record usually applies to a vendor and a specific
material that it supplies. However, the vendor occasionally may be supplying
a service to a nonstock material.
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For example, there may be an operation in a production order where mate-
rial is sent out for a treatment. There is no material number at that point for
the material in the production order, but there is a purchase information
record for a group of materials, that is, a specific material group such as cer-
tain raw materials or semifinished nonstock items.

In the system, the customer can create a purchasing information record for a
vendor and a material group. This contains the same information that a ven-
dor/material purchasing information record would have.

3.3.3 Purchasing Information Record Numbering

The fact that there are different types of purchase information records makes
number ranges necessary. The number ranges for the purchase information
record can be assigned either externally or internally.

The number ranges for the purchase information records can be predefined
in SAF, and SAP recommends that the customer accept the given number
ranges. The system does allow the number ranges to be changed if the cus-
tomer requires it.

The transaction to define the purchasing information record number ranges
is OMEO. The navigation path is IMG - Materials Management - Purchasing
+ Purchasing Information Record + Define Number Ranges.

The predefined number ranges for the purchase information records are as
follows:

» Stock Material
Internally assigned 5300000000 to 5399999999,

¢ Stock Material
Externally assigned 5400000000 o 5499999999,

» Nonstock Material
Internally assigned 5500000000 to 5599999999,

» Nonstock Material
Externally assigned 5600000000 to 5699999999.

3.3.4 Purchasing Information Record Screen Layout

The screens in the purchasing information record transactions can be modi-
fied to allow field changes. The navigation path for this transaction is IMG -
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Materials Management « Purchasing + Purchasing Information Record -
Define Screen Layout.

The screen shown in Figure 3.12 allows you to choose the modifications for
each transaction. To select a transaction, double-click on the transaction to
go to a screen where you can modify the screen layout. You then can select
one of the field selection groups to modify the individual fields.

Figure 3.42 Record Transactions and Screen Layout Modifications

Figure 3.13 shows the field selection groups available to select from for the
purchasing information record transaction. Figure 3.14 shows the individual
fields of the Quantities field selection group for Transaction ANZE.

Figure 3.13 Field Selection Groups Available for the Purchasing Information Record Transaction
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Figure 3.14 Quantities Field Selection Group for Transaction AMZE

3.4 Batch Management Data

A batch of material is an important feature that allows a group of one mate-
rial to have the same characteristics, identified by the batch number. The
batch may be created by production or by purchasing. An example of a batch
created by production is a batch of beer brewed and stored in one tank.
When the beer is bottled, each bottle displays the same batch number. Batch
numbers can be assigned when purchased material is received. For example,
if a US importer receives a shipment of rolls of silk from China, each roll may
arrive with a batch number assigned by the vendor, or a batch number can
be assigned at goods receipt and applied to each roll.

3.4.1 What Is a Batch?

A batch is a quantity of material that is grouped together for various reasons.
Often, a batch is created when it is determined that the materials have the
same characteristics and values. For instance, in the chemical industry, a cer-
tain number of containers of a certain product may be considered a batch
because they were produced at the same time and have the same physical
and chemical characteristics. These characteristics may differ from those of
another batch of material produced on the same day.
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The pharmaceutical industry is one sector where material batches are
extremely important. Each batch of material is recorded throughout the pro-
duction and distribution process. In the case of product recalls, the batch
number stamped on the pack or bottle of material is the identification that is
needed.

To understand how important batch recording has become, consider the reg-
ulations within the European Union. The European Union requires that each
batch of imported pharmaceutical material must be accompanied with a
batch certificate, This must contain the testing specifications of the product,
analytical methods and test results, statements that indicate that it conforms
to cGMP (current Good Manufacturing Procedures), and a sign-off by a com-
pany official.

3.4.2 Batch Level

In SAP, the batch number can be determined at different levels. This deter-
mination needs to made early in any implementation project. Batches can be
determined at client level, plant level, and material level.

Client Level

If the batch level is configured at the client level, then the batch number can
only be assigned once throughout the whole client. One batch number will
exist for one batch regardless of material or location. There is no issue when
batches are moved from plant to plant because the batch number would not
exist in the receiving plant. This is a level where, in some countries, batch
numbers are unique to a company and not to a material.

Plant Level

Batch level at the plant level is the SAP default. This means that the batch is
unique to a plant and material but not applicable across the company. There-
fore, a batch of material at a different plant within the company could have
the same batch number with different characteristics. When transferring
batch material from one plant to another, the batch information is not trans-
ferred, and the batch information needs to be reentered at the receiving
plant.

Material Level

Batch level at the material level means that the batch number is unique to a
material across all plants. Therefore, if a batch of material is transferred to
another plant, the batch information will be adopted in the new plant with-
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out reentering the batch information because that batch number could not
have been duplicated for that material in the receiving plant.

3.4.3 Changing the Batch Level

Choosing the batch level should be done early in any implementation. How-
ever, due to unforeseen circumstances, you may need to change the batch
level.

The batch level can be changed using the Transaction OMCE. The navigation
path is IMG - Logistics - General - Batch Management - Specify Batch Level
and Activate Status Management - Batch Level.

In this transaction, the level can be changed among client, plant, and mate-
rial. When changing the batch level, and prior to configuration, be aware of
the following:

» To change the batch level from plant level to material level, the material
has to be batch-managed in all plants.

» Any change in batch level requires significant testing before transporting
the change to a production system.

» Batch-level configuration affects the batch-status management functional-
ity.

3.4.4 Batch-Status Management

Batch-status management is simply the ability to make a batch either
restricted or unrestricted. The transaction code for this configuration is
OMCS, and the navigation path is IMG - Logistics - General - Batch Manage-
ment « Specify Batch Level and Activate Status Management - Batch Status
Management.

The configuration is simply an option to make batch-status management
active or not active. However, the batch-level configuration does affect the
way in which batch-status management works, as shown next:

» If the batch-level configuration occurs at the material or client level, then
the batch-status management is effective for all plants in the client.

» If the batch-level configuration is at the plant level, then you can configure
the system to determine at which plant you require batch-status manage-
ment to be active. The transaction to configure this is OMCU, and the nav-
igation path is IMG - Logistics - General - Batch Management - Specify
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Batch Level and Activate Status Management - Plants with Batch Status
Management.

3.4.5 Initial Batch Status

After defining the batch-status management, additional configuration may
be important to a SAP customer. If you have configured that batch-status
management is active and that each batch will have a restricted or an unre-
stricted status, it is possible to configure the system to set the initial status
when a batch is created.

This transaction code to set the initial status of a batch to restricted or unre-
stricted status is OMAB. The navigation path is IMG - Logistics - General -
Batch Management - Specify Batch Level and Activate Status Management »
Initial Status of New Batch.

The configuration for this is based on the material type. For example, you
can configure for all semifinished goods, material type HALB, to have a batch
status of restricted when the batches are created for materials with that mate-
rial type.

3.4.6 Batch Number Assignment

The batch number range is predefined in SAP. The predefined range 01 is
defined as 0000000001 to 9999929999, The number range object for this is
BATCH_CLT. This can be changed in configuration using Transaction OMAD
or the navigation path IMG « Logistics - General « Batch Management - Batch
Number Assignment - Maintain Internal Batch Number Assignment Range.

Following are the two configuration steps that can be carried out if the cus-
tomer requires it:

» The batch number can be assigned internally using the internal number
range. To configure this, use Transaction OMCZ or navigation path IMG -
Logistics - General - Batch Management » Batch Number Assignment -
Activate Internal Batch Number Assignment - Activate Batch Number
Assignment.

» The system can allow the automatic numbering of batches on a goods
receipt with account assignment. This navigation path is IMG « Logistics -
General « Batch Management « Batch Number Assignment + Activate
Internal Batch Number Assignment + Internal Batch Number Assignment
for Assigned Goods Receipt.
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3.5 Serial Number Data

As just discussed, some materials are grouped in batches. To identify a single
unit of material uniquely, the unit must be identified by a serial number. For
example, in the aircraft industry, each part used on an aircraft must have a
serial number, The unique identifier moves with the part as it used and
removed. If the part is damaged or needs repair, the information is recorded
tor that unique serial number.

3.5.1 What Is a Serial Number?

A serial number is given to a unique item to identify and record information
about the item. A serial number is different from a batch number because a
batch number is given to a number of items, but a serial number is unique to
one.

The serial number is most often found to refer to equipment such as motors,
lathes, drills, or vacuums. For the SAP customer, there may be many areas
where serial numbers need to be addressed. If the SAP customer produces
items that should be uniquely defined, then serial numbers may be used. If
that customer uses machines in production, it may regularly purchase main-
tenance items that are serialized. Plant Maintenance (PM) is an area of high
use of serial numbers because the functionality includes use data for equip-
ment that is most often serialized.

3.5.2 Serial Number Profile

The serial number profile is created to define attributes for the serial num-
ber. The serial number profile is a four-character alphanumeric field defined
in Transaction O152. The navigation path is IMG - Plant Maintenance and
Customer Service - Master Data in Plant Maintenance and Customer Service
+ Technical Objects - Serial Number Management + Define Serial Number
Profiles - Serial Number Profile.

The fields in Figure 3.15 show what is needed for configuring serial number
profiles. The first field is the profile (Profl.), the four-character field, fol-
lowed by a profile description (Profile text). When the ExistReq. field is not
set, the user can create the serial number master record during a business
transaction. If the indicator is set, the serial number master record must exist
before the transaction can take place.
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Figure 3.15 Configuration Screen far Serial Number Profiles

The Cat field is for the equipment category, a PM item, which defines the
type of equipment for which this serial number profile is used. For example,
A is for machines, and S is for customer equipment.

The stkChk field is used to indicate whether the system should perform a
stock check when the serial number is assigned.

The configuration of the serial number profile should be performed with the
aid of a PM consultant, who will ensure that the customer's requirements for
PM are taken into account.

3.5.3 Serializing Procedures

Serial numbers are used in many different areas of SAP, not just MM. In each
of these areas, the procedure of assigning serial numbers can be different.
Using the Transaction OIS2, you can define whether a serial number is
optional, required, or automatic for a number of serializing procedures.

The navigation path for this transaction is IMG « Plant Maintenance and Cus-
tomer Service « Master Data in Plant Maintenance and Customer Service -
Technical Objects - Serial Number management « Define Serial Number Pro-
files - Serializing Procedures.

In Figure 3.16, the serial number profile 0001 is assigned a number of pro-
cedures. For each of these procedures, there are configuration items for
serial number usage. The SerUsage field can be configured to be
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01 - none

02 - optional

L

03 - obligatory
» (04 - automatic

The other field, EqReq, is to allow serial numbers to be allowed with or with-
out PM equipment.

Figure 3.6 Serializing Procedures for Serial Number Profile 1AD2

The procedures that can be assigned to each serial number profile are
defined in SAP. Table 3.1 identifies the procedure and its business meaning
with relation to serial numbers.

Procedure Business Meaning

HUSL Enables serial numbers to be assigned in Handling Unit Management

AMSL Enables serial numbers to be assigned in Goods Recelpt, Goods Issue,
Stock Transfers, Stock Transport Orders, and Physical Inventory

PPAL Enables serial numbers to be assigned in Production and Refurbishment
orders

FPRL Enables serial numbers to be assigned in Production and Refurbishment
orders when they are released

Table 3.1 Business Procedures and Meanings for Serial Number Profiles
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OM5L Enabiles serial numbers to be assigned when entering the ariginal value
ina QM Inspection Lot

SDAU Enables serial numbers to be assigned in Sales Orders, Inquiries, and
Quotations
shoc Enables serial numbers to be assigned when performing completeness

checks for deliveries

SDCR Enables serial numbers to be assigned when performing completeness
checks for return deliveries

SDLS Enables serial numbers to be assigned for deliveries

SDRE Enables serial numbers to be assigned for return deliveries

Table 3.9 Business Procedures and Aeanings for Serial Mumber Profiles {Cont.)

3.6 Summary

This chapter described the major elements that define the master files of the
MM module. Many companies use Batch Management and serial numbers,
s0 it is important to understand how each works. Both batches and serial
numbers are important to industries such as aerospace, pharmaceutical, and
chemical, where each batch or serial number may have very different char-
acteristics. The information on these files will help you give accurate and
pertinent advice to your clients, Batch numbering and serial numbers are
concepts that clients sometimes do not readily understand, and the informa-
tion in this chapter should help you advise clients in these areas.

Chapters 4 and 5 explain the Material Master file in depth and will help you
understand the nuances in this feature. Next, Chapter 4 begins with a discus-
sion of the industry sector and then follows with an explanation of the mate-
rial type, basic data screen, classification, purchasing data, forecasting data,
work scheduling data, and sales data.
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Data entered into the Material Master is extremely important to an
SAF implementation. Incorrect or missing data can cause companies
to halt operations. Understanding how to enter correct data into the
Material Master is vital for all SAP modules.

4  Material Master Data - Part 1

In the first of these two chapters on the Material Master file, we will show
the basic structure of the Material Master and the data-entry screens for Basic
Data, Classification, Purchasing, Forecasting, Work Scheduling, Sales Organ-
ization, and General Sales data. It is important that you understand what a
field in the Material Master means and how it relates to the data in a cus-
tomer's legacy system.

Data conversion is not often treated with the importance that it deserves.
The earlier in the implementation the team works on understanding the data
in the SAP master files, the more time there will be to correctly convert leg-
acy data and create data that is not in the customer's legacy files.

Prior to the start of any implementation, it is a good idea for customers to
start parallel projects on cleansing their legacy data and eradicating duplicate
and redundant records. Often companies have many duplicate records for
one vendor, which should be identified and corrected before any data is
loaded into SAP.

The customer may have more than one legacy system and may be combining
master data from several systems to be loaded into SAP. The more compli-
cated the data-rationalization task, the earlier this needs to begin to ensure
successful loading of data into SAP before an implementation goes live.

Before entering the first material into the SAP Material Master, a certain
amount of configuration must be completed. First, we will look at the indus-
try sector assignment.
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4.1 Industry Sector

The industry sector has to be assigned for each Material Master record
added. In general, SAP customers use just one industry sector for all their
Material Master records, but this is not mandatory.

To configure the industry sectors use Transaction OMS3 or the navigation
path IMG » Logistics - General » Material Master « Field Selection « Define
Industry Sectors and Industry Sector-Specific Screen Selection.

The SAP system has four predefined industry sectors:

> P
For the Pharmaceutical Sector.

= C
For the Chemical Industry Sector.
= M
For the Mechanical Engineering Sector.

= A
For Plant Engineering and Construction,

Defining a new industry sector requires the choice of a single character for
the industry sector and a description. The new industry sector needs to be
linked to a field reference. This field reference is defined in Transaction
OMS9 or by using navigation path IMG « Logistics - General - Material Mas-
ter « Field Selection - Maintain Field Selection for Data Screens.

The field reference is made up of a list of Material Master fields and whether
the individual field is Hidden, Displayed, Optional Entry, or Required Entry.
Exercise careful consideration when configuring a new field reference.

4.2  Material Type

A material type is group of materials with similar attributes. The material
type allows the management of different materials in a uniform manner. For
example, the material type can group together materials that are purchased
or produced internally, or are nonvaluated. SAP delivers a set of standard
predefined material types, but your client may decide to create their own
material types.
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4.2.1  Standard Material Types

A number of SAP-delivered material types can be used without having to con-
figure any new material types. The standard material types are defined in this
section, but your clients may decide to configure their own. This does come
with the added complication of additional configuration steps and testing.

CONT - KANBAN Container

This is a material type delivered by SAP to use for creating KANBAN contain-
ers. A KANBAN container is used in the KANBAN container-based system
sometimes implemented at a manufacturing plant for JIT replenishment of
parts on the production line. The KANBAN container is used to transport the
material from the supply area to the manufacturing location. These materials
used as KANBAN containers only have the basic data view.

DIEN - Services

Services are either internally supplied or externally supplied by a vendor.
Service Material Master records will not have storage information. The serv-
ices can involve activities such as consulting, garbage collection, or legal
Services,

ERSA - Spare Parts

Spare parts are materials used for equipment maintenance in the plant. The
material is purchased and stored like any other purchased item, but a spare
part is not sold and therefore does not contain sales information. If a main-
tenance item is sold, then it should use a different material type such as a
trading good.

FERT - Finished Good

A finished good is a material that has been manufactured by some form of
production from items, such as raw materials. The finished good is not pur-
chased, so it does not contain any purchasing information.

FHMI - Production Resources/Tools (PRT)

PRTs are purchased and used by the plant maintenance department. This
material type is assigned to items used in the maintenance of plant equip-
ment, such as test machines, drill bits, or calibrating tools. The material type
for PRTs does not contain sales information because the PRTs are not pur-
chased to sell. In addition, PRTs are only managed on a quantity basis.
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HALB - Semifinished Goods

Semifinished products are often purchased and then completed and sold as
finished goods. The semifinished products could come from another part of
the company or from a vendor. The semifinished material type allows for
purchasing and work scheduling but not sales.

HAWA - Trading Goods

Trading goods are generally materials that are purchased from vendors and
sold. This kind of material type only allows purchasing and sales information
because there are no internal operations carried out on these materials. An
example of a trading good can be found at many computer manufacturers,
where they sell their manufactured goods (computers) but also sell printers
and routers. These trading goods are not manufactured by the company but
bought from the manufacturer and sold alongside their own manufactured
computers,

HERS - Manufacturer Parts

Manufacturer parts are materials that can be supplied by different vendors
that use different part numbers to identify the material. This type of material
can be found in many retail stores. For example, a DIY retail store may sell a
three-step ladder for $20, but the ladder can be made by three different man-
ufacturers, each of which have a different part number. The store will then
have three part numbers for the ladder, but the consumer will not be aware
of this fact.

HIBE - Operating Supplies

Operating supplies are vendor-purchased and used in the production proc-
ess. This HIBE material type can contain purchasing data but not sales infor-
mation. This type of product includes lubricants, compressed air, or solder.

IBAU - Maintenance Assembly

Maintenance assembly is not an individual object but a set of logical ele-
ments to separate technical objects into clearly defined units for plant main-
tenance For example, a car can be a technical object, and the engine, trans-
mission, axles, and so on are the maintenance assemblies. An IBAU material
type contains basic data and classification data.

KMAT - Configurable Material

Configurable materials form the basis for variant configuration. The KMAT
material type is used for all materials that are variant configuration materials.
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A material of this type can have variables that are determined by the user
during the sales process, For example, automotive equipment produced by a
manufacturer may have variable attributes that each car manufacturer needs
to be different for each car, such as length of chain or height of belt.

LEER - Empties

Empties are materials consisting of returnable transport packaging and can
be subject to a nominal deposit. Empties can be made from several materials
grouped together in a bill of material that is assigned to a finished material.
An example of an empty can be a crate, drum, bottle, or pallet.

Mew for ECC 6

With ECC &, there is a new extension called EA-CP. This is a new function for emp-
ties management and is available in MM. The functionality allows the use of sales
bills of material in purchasing and sales and adds empties items to full product
items in purchase orders. You can also process these empties items in Invoice Ver-
ification.

This functionality allows separate valuations for accounting purposes of full prod-
ucts and ties empties and compatibility with other solutions that use bills of mate-
rial {for example, a free goods discount).

LEIH - Returnable Packaging

Reusable packaging material is used to pack finished goods to send to the
customer. When the finished good is unpacked, the customer is obliged to
return the returnable packaging material to the vendor.

NLAG - Nonstock Material

The nonstock material type is used for materials that are not held in stock
and not inventoried. These materials can be called consumables and include
items such as maintenance gloves, safety glasses, or grease. [tems like this are
purchased when needed.

PIPE - Pipeline Material

The pipeline material type is assigned to materials that are brought into the
production facility by pipeline. Materials like this are not planned for
because they are always at hand. This type of material type is used, for exam-
ple, for oil, water, electricity, or natural gas.

ROH - Raw Materials
Raw material is purchased material that is fed into the production process
and may result in a finished good. There is no sales data for a raw material
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because it is not sold. If the company wanted to classify a material that would
normally be a raw material, then it should be considered a trading good.

UNBW - Nonvaluated Material

The nonvaluated material type is similar to the NLAG (nonstock material)
except that the nonvaluated material is held by quantity and not by value.
Examples of this are often seen in plant maintenance, where materials are
extremely important to the plant equipment but of little or no other value.
Therefore, the plant maintenance department will monitor inventory to
allow for planned purchases.

VERP - Packaging Material

Unlike LEER (empties), the packaging material type is for materials that are
packaged but are free of charge to the customer in the delivery process. This
does not mean that the packaging material has no value; often, the packaging
material has a value, and a physical inventory is recorded.

WETT - Competitive Products

This is used by the sales department to monitor competitor's goods. The
material type is used to identify these types of products. Only basic data is
held for these materials.

In addition to these material types, a number of additional material types are
used for SAP Retail customers. These types include FRIP (perishables), NOF1
(nonfood items), FOOD (food except perishables), FGTR (beverages), MODE
(apparel), VKHM (additional items, such as clothes labels), and WERB (adver-
tising material).

4.2.2 Configuring Material Types

The material type can be configured in Transaction OMS2 using the naviga-
tion path IMG - Logistics - General - Material Master - Basic Settings - Mate-
rial Types « Define Attributes for Material Type.

The method for creating a new material type is to select an existing material
type and copy to a new one. Copying from an existing material type reduces
the amount of configuration required. Figure 4.1 shows the configurable
fields for the material type. The four-character material type should always
start with a Z for a user-defined material type.
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Figure 4.1 Configurable Fields for Material Type

After a new material type is configured, the valuation areas defined for that
material type can also be configured. The valuation area is the level at which
material is valuated. The valuation area can be defined as being at the plant
level or the company code level. A number of valuation areas can be defined
for a material type, as seen in Figure 4.2.

The four fields that can be configured for the wvaluation area (Val
area)/material type (Matl type) combination are the following:

» Qty updating
This field can specify whether a material assigned this material type can be
managed on a quantity basis for this valuation area.

» Value Update
This field can specify whether a material assigned this material type can be
managed on a value basis for this valuation area.
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Figure 4.2 Valuation Areas for Material Type

» Pipe.mand.
This field can specify whether a material assigned this material type is sub-
ject to mandatory pipeline handling for this valuation area.

» PipeAllowd

This field can specify whether a material assigned this material type is
allowed to be subject to pipeline handling for this valuation area.

4.2.3 Changing a Material Type

The material type of a material may need to be changed. For example, if a
raw material that has only been used for in-house production has a require-
ment to be sold, the material type may need to be changed from ROH to
HAWA (trading good).

There are a number of caveats regarding unrestricted material type changes
as shown in Tables 4.1 and 4.2.

AMaterial with Old Material Type Material with New Material Type
No price control specification Can only allow standard price
PRT view maintained PRT view must be maintained

Table 4.1 Changing a Material Type
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Material with Old Material Type Material with New Material Type

Not a configurable material Must not be a configurable material
Allows inspection plans AMust allow inspection plans
faterial for process indicator Must be the same setting
Manufacturer part indicator Must be the same setting

Table 4.4 Changing a Material Type (Cont.)

In addition, there are a number of caveats if the material has any stock, res-
ervations, or purchasing documents against it.

Material with Old Material Type Material with New Material Type

Stock value updated in G/L account Must be the same GFL account
Quantity and value updating Must be the same as previously
WA transfer request open WM view must be maintained
Batch managed Must be batch managed

Table 4.2 Changing a Material Type

4.3 Basic Data

The basic data screen is the initial screen that is displayed when a Material
Master record is created. The basic data screen contains data that is common
across the client, such as material description and basic unit of measure.

4.3.1 Creating a Material Master Record - Immediately

The Material Master record can be created in a number of different ways, The
most common ways for a Material Master record to be created is via Trans-
action MMO1 or via the navigation path SAP Menu « Logistics - Materials Man-
agement « Material Master - Material - Create (General) - immediately.

Figure 4.3 shows the fields needed to initially create the record:

» Material
Leave blank for internal numbering, or enter a material number.,

» Industry sector
Enter the selected industry sector.

91



4 I Material Master Data = Part 1

= Create Materisl {Initial Screen)

it JHjcoe Mk »
| Setct vewts)  Organizsonaleveis Dol

Mateal #
Industiy seckos
Mateial Type

Lelle

Copy from. .
Maleria |

Figure 4.3 Initial Fields Required to Create Material Master Record

» Material Type
Enter a defined material type or a user-defined material type.
» Change Number (optional)

Enter a change number if the customer is using Engineering Change Man-
agement.

» Copy from Material (optional)
Enter a material number of a material that provides the information
required for the new material.

4.3.2 Creating a Material Master Record - Schedule

If you decide to schedule the creation of the Material Master, you can use
Transaction MM11 or use the navigation path SAP Menu - Logistics - Mate-
rials Management - Material Master - Material - Create (General) « Schedule.

This has the same entry fields as MMO1 (see Figure 4.3), but it also has a field

that requires the material user to enter a date on which the material is sched-
uled to be created.

4.3.3 Creating a Material Master Record - Special

This particular way of creating the Material Master record is to have the
material type already defined. For example, if you want to create a Material
Master record for the ROH material type (raw material), then you can use
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Transaction MMR1 or the navigation path SAP Menu - Logistics - Materials
Management - Material Master - Material - Create (Special) + Raw Material.

Table 4.3 shows the transactions for creating Material Masters for the vari-
ous material types.

Raw materials (ROH) MMRT
Semifinished materials (HALB) MMB1
Finished products (FERT) MMF1
Operating supplies (HIBE) MMIT
Trading goods (HAVA) MMH
MWonvaluated material (UNBW) MM
MNonstock material (NLAG) MMN1
Packaging (VERP) MMV
Empties (LEER) MAALT
Services (DIEM) MMST
Configurable material (KAMAT) MMET
Maintenance assembly (IBAU} MMP1
Competitor product (WETT) MM
Returnable packaging (LEIH) MMGT

Table 4.3 Transactions for Creating Materials by Material Type

4.3.4 Organizational Levels

After the material type, industry sector, and external material number are
entered (if applicable), a dialog box will show the views applicable to the par-
ticular material type. Users then can choose in which views they want to
enter information.

After the views have been selected, a dialog box appears with the organiza-
tional levels required for this Material Master record (see Figure 4.4).

The organizational levels relate to the level at which Material Master infor-
mation is held. Distr. Channel is required for Sales and Distribution screens,
Warehouse No. for Warehouse Management screens, and other items.

Figure 4.4 shows that the data entry user can enter the Plant, Stor. Location,
Sales Org. , Distr. Channel, Warehouse No., and Storage Type. In the Pro-
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files section, the other two fields are MRP profile for materials requirements
planning (MRP) and Forecast prof. for forecasting.

Figure 4.4 Organizational Levels for Creating a Material Master Record

MRP Profile
The MRP profile is a key that provides a set of field values for MRP screens
that save you from having to make data-entry decisions.

The MRP profile is not part of configuration and can be defined by autho-
rized end users via Transaction MMD1 or through the navigation path SAP
Menu - Logistics - Materials Management - Material Master - Profile - MRP
Profile « Create.

Figure 4.5 shows some of the fields that can be defaulted for the MRP profile.

The MRP Profile allows you to highlight a field from the list of fields on the
MRP screens. You can choose one of two options. Either the data from the
field is entered into the Material Master as a fixed value that cannot be over-
written or as a default value that can be changed. After you determine which
fields are going to be part of the MRP key, the values need to be entered. The
MRP profile can be changed using Transaction MMD?2, or it can be deleted.
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Figure 4.5 Possible Default Fields for the MRP Profile

Forecast Profile

The forecast profile is very similar to the MRP profile, as it is a key that pro-
vides a set of field values for the Forecasting screen.

The forecast profile can be defined by authorized end users via Transaction
MPEO0 or through the navigation path SAP Menu « Logistics - Materials Man-
agement - Material Master - Profile - Forecast Profile « Create.

4.3.5 Basic Data Screen

After the views have been selected and the organizational levels entered, the
first screen that appears is the Basic data screen (see Figure 4.6).

The Basic data screen allows data entry for nonorganizational level fields. This
screen does not require a plant or sales organization to be defined but allows
the data entry user to enter basic information about the material. The man-
datory fields on this screen, as defined by configuration, are the minimum
information that can be added to create a Material Master. If the complete
Material Master is created by a number of different departments, each enter-
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ing its own information, then this basic data is used to enter material at the
clientlevel. The following sections describe the fields in the Basic data screen.

Figure 4.6 Fields for the Basic Data Screen for the Material Master

Material Description

The first field to be entered is the material description. We can add different
descriptions of the material based on the language, with EN is English, DA as
Danish, or NL as Dutch, for example. The material description is only 40 char-
acters long, so it is good practice to define a material-description policy.
Abbreviations and standard wording should be used where possible.

Base Unit of Measure

The Base Unit of Measure ficld is the unit of measure that is the lowest level
for the material. For example, a material that is sheet metal may be sold in sin-
gle sheets, stored in pallets of sheets, and purchased by the truck load, but the
base unit of measure may be a square foot. Figure 4.7 shows the unit of mea-
sure conversions that relate back to the base unit of measure.
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Figure 4.7 Base Unit of Measure and Conversion Factars to Alternative Units of Measure

Material Group

The Material Group field reflects a method of grouping similar materials.
The material group can be defined either by using classification or by config-
uration. The material group is important not only for searching for materials
but also in other areas such as purchasing. For example, a purchase informa-
tion record can be created without a material number but must require a
material group and a vendor. This material group/vendor purchase informa-
tion record is used in production orders where in-process material is sent to
vendors for outside processing.

The material group is configured in Transaction WG21 or through the navi-

gation path IMG - Logistics - General - Material Group + Create Material
Group.

It is also possible to create a material group hierarchy. This is difficult and
time-consuming, so the best practice is to use an existing hierarchical mate-
rial structure already defined in the implementing organization.

Changes to the material group hierarchy after the project has been imple-
mented can be very complicated and have far-reaching implications. There-
fore, it is important to define material groups and hierarchies early in the
praject.
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Old Material Number

The Old Material Number is useful to customers because it allows them to
enter a number that the material was referred to in legacy systems or systems
that they are still interfacing with SAP. This field is 18 characters in length.

Division

Each material can only be assigned to one division, primarily at a sales-and-
distribution organizational level, which is entered in the Division field. It can
be used to distinguish different areas of the distribution channel. The divi-
sion allows a company to organize its sales structure to work with groups of
similar materials. Divisions can be configured using Transaction VOR2 or via
the navigation path IMG - Sale and Distribution - Master Data - Define Com-
mon Divisions.

Laboratory/Design Office

The Lab/Office field is defined to be the laboratory or design office that is
responsible for the material. It is used more frequently in PP to identify the
persons responsible for a bill of materials. The field can be configured using
the navigation path IMG » Logistics - General - Material Master - Settings for
Key Fields - Define Laboratories/Offices.

Cross-Plant Material Status

The material status can be entered in a number of areas. The cross-plant
material status (X-plant matl status) ficld on the Basic data screen allows the
data entry user to enter a status that will be valid across the client. The mate-
rial statuses are defined using Transaction OMS4 or via the navigation path
IMG - Logistics - General » Material Master - Settings for Key Fields « Define
Material Statuses.

A two-character field defines the material status. The configurator can con-
figure new material statuses. The material status shown in Figure 4.8 is user-
defined and shows the process areas where either a warning message is
given, A, or an error message, B,

Product Hierarchy

The product hierarchy is used in the SD area for analyses and price determi-
nation. The Prod.hierarchy field is an alphanumeric character string that
groups together materials by combining different characteristics. In standard
SAP, the product hierarchy can have up to three levels. Levels one and two
have five characters each, and level three has eight. The product hierarchy is
defined in Table T179 using Transaction V/76.
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Figure 4.B Attributes for Process Areas for User-Defined Material Status

General Item Category Group

The GenltemCatGroup field allows the system to automatically generate an
item type in the sales document being created. This depends on the type of
sales document and the general item category group. The item category
group can be configured using the navigation path IMG + Sales and Distribu-
tion « Sales « Sales Documents - Sales Document Items « Define Item Cate-

gory Groups.

Dimensions

This section of the Basic data screen enables you to enter information on
Gross Weight, Net Weight, and Volume. The Size/dimensions text field
allows a text description that may be required on a document. The dimen-
sions of material may be relevant to shipping companies when they are
deciding how to pack and ship material. The dimensions may determine how
the material is to be shipped.
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EAN/UPC

The European Article Number (EAN) is assigned by the manufacturer of the
particular material. The EAN identifies the manufacturer uniquely. In the
USA, the equivalent to the EAN is the Universal Product Code (UFC). A SAP
customer can configure EANs to be used internally.

Some configuration items can be found for EAN/UPC items using the naviga-
tion path IMG - Logistics - General - Material Master « Settings for Key Fields
« International Article Numbers (EANs):

v

Internal and external number ranges for EAN (Transaction W4EN)

ki

Number ranges for perishables EAN (four-digit and five-digit)
Frefixes for EAN/UPCs
Attributes for EAN/UPCs

L

L

The following fields are not displayed on Figure 4.6, but can be displayed
depending on how the screen layout is configured. Each of your client's
material master screens may appear slightly different

Product/Iinspection Memo and Industry Standard Description

These fields are for information only. The Product/Inspection field allows
you to enter a product or inspection memo for the material. The Industry
standard field allows the entry of the industry standard description of the
material. If there is an International Organization for Standardization (ISO)
or American National Standards Institute (ANSI) standard name for the mate-
rial, then this can be added.

Basic Material

Basic material is a selection that can be made in the Basic data screen. [t
allows a basic material to be chosen that the material being entered can be
grouped under. The Basic material ficld has no specific control function but
is often used in custom reports where end users want to see activity of mate-
rial at a basic material level. The basic material is found in Table TWSPR.

The basic material can be configured using the navigation path IMG - Logis-
tics - General - Material Master - Settings for Key Fields - Define Basic Mate-
rials.

Dangerous Goods (DG) Indicator Profile

This field is defined in the Environmental Health and Safety (EHS) module of
SAP. A DG indicator profile can be selected if the material being added is rel-
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evant for dangerous goods and for any documentation that accompanies that
type of material.

The DG indicator profile can be configured in EHS using the navigation path
IMG + Environmental Health and Safety - Dangerous Goods Management -
Dangerous Goods Checks « Common Settings - Specify Indicator Profiles for
Material Master.

Environmentally Relevant

This field is relevant for safety-data shipping. If this field is checked, then
during the delivery-creation process, an output type of SDS (Safety Data
Sheet) is selected via the SD condition table. The output for this delivery will
include an MSDS and other documentation that may be defined in EHS Prod-
uct Safety.

Highly Viscous and In Bulk/Liquid

These two indicators do not have any control features in standard SAP. These
can be used to influence the text or documentation of transportation docu-
ments, if custom reports are developed.

Design Drawing Fields

The Document Type, Document Version, Page Number, Document Chapter
Page Format, and Number of Sheets fields are all used if there is a design
document that is not controlled under the SAP Document Management Sys-
tem (DMS). If there is a design document that the users need to add to the
Maiterial Master, then these are the fields that need to be entered.

Cross-Plant Configurable Material

This field is used in variant configuration to identify a configurable material
that is relevant for the client, not just one plant.

Material Group: Packaging Materials

A packaging material group can be entered for a material that groups similar
packaging materials. The packaging material group can be found in Table
TVEGR. The fields can be configured using the navigation path IMG « Logis-
tics = General » Handling Unit Management - Basics - Technical Basics »
Define Material Groups for Packaging Materials.
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4.4 Classification Data

The classification data is used primarily when searching for materials. The
characteristic values entered into the classes for each material can be used to
search for material with that set of characteristics. This functionality is very
powerful when the customer has allocated significant effort into identifying
and creating characteristics and classes and entering the characteristic values
for materials and other objects, such as vendors or batches.

4.4.1 Class Type

The Classification entry screen after the basic data entry allows information

to be entered into user-defined characteristics and classes that can be
assigned to a material.
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Figure 4.9 Class Types Accessible from the Material Master Data Entry Screen

Figure 4.9 shows that for this material, the material user can choose to find
a class that has been assigned to one of four class types. The class type is a
grouping that is predefined in SAP, When a class is created, it is assigned to
a class type depending on its function. Figure 4.9 shows class type 001,
which is a grouping of classes associated with a material. Class type 023 is for
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batch records. The class contains the characteristics for which values are
entered. The material user can view the classes of a particular class type by
choosing that class type in the screen, as shown in Figure 4.9. The classifica-
tion system is defined in detail later in this book.

4.4.2 Classes

After the class type has been chosen for the material, in this case, class type
001, individual classes can be selected. These classes have been set up in
order to group together characteristics that describe the material further than
do the fields in the Material Master.

4.4.3 Characteristics

The characteristics are the lowest level of the classification structure. Infor-
mation or a value is entered in the characteristic level. In Figure 4.10, two
classes, DETERGENT and PROCESS, have been selected for this material. The
characteristics for the first class, DETERGENT, are shown and are available
for entering values.

Figure 4.10 Two Classes Selected for Material, and Characteristics for One of the Classes
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The characteristic can be configured to accept certain values or a range of val-
ues, and entry can be mandatory or optional.

4.5 Purchasing Data

The Purchasing data screen, shown in Figure 4.11, is displayed when the
material being entered is assigned to a material type that allows purchasing.
For example, it is normal to have a Purchasing data screen for trading goods
(HAWA), raw materials (ROH), and PRT (FHMI). Some of the fields shown
have already been described in other Material Master screens.

Figure 4.11 Purchasing Data Screen of the Material Master Creation Transaction
4.5.1  General Data

The General Data area contains the various units of measure and other basic
data that can be entered on the Purchasing screen of the material master.
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Base Unit of Measure

The Base Unit of Measure field has been defaulted from the Basic data
screen and will be defaulted through to the other data screens. After a Base
Unit of Measure is entered, this will appear as the unit of measure for all
instances. For example, if a material has a base unit of measure of kilograms
(Kg), then this will be defaulted as the unit of measure for purchasing, ware-
housing, production, and so on. This will occur unless another unit of mea-
sure is entered in those screens, for example, if the Purchasing Unit of Meas-
ure is entered as pounds (Lb).

Order Unit

The purchasing Order Unit of measure is the unit of measure that the mate-
rial can be purchased in. Therefore, a material that has a Base Unit of Meas-
ure of Each (EA) may be purchased from a vendor in the Order Unit of Car-
ton (CAR). If the Order Unit field is blank, then the Base Unit of Measure is
used as the purchasing Order Unit of measure,

Variable Order Unit

Checking this field allows the purchasing unit of measure to be variable. The
purchasing unit of measure can be changed for a purchase order or the
source list.

Plant-Specific Material Status

The plant-specific material status (Plant-sp.matl status) field on the Purchas-
ing screen uses the same status fields that are used for the X-plant matl. sta-
tus field in the Basic data screen shown earlier in Figure 4,6. The field in this
screen defines the material status at the plant level.

Tax Indicator for Material
The Tax ind. f. material field is used for the automatic determination of the

tax code in purchasing. The tax code can be determined automatically by
price determination using purchasing conditions.

Qualify for Free Goods Discount
This indicator (Qual.f.FreeGoodsDis.) specifies whether a material qualifies
for a discount in kind. A value should appear if the material does qualify for
a discount in kind from vendors.

Material Freight Group
The Material freight grp field is used to classify materials to provide transpor-
tation information to the forwarding agents and rail transportation companies,
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The configuration for the freight groups and codes is completed in the trans-
portation area of SD. The table containing this information is TMFG. The
navigation path for configuring the freight groups is IMG - Logistics Execu-
tion - Transportation - Basic Transportation Functions - Maintain Freight
Code Sets and Freight Codes,

Automatic Purchase Order

The Autom. PO indicator allows the customer to have purchase orders gen-
erated automatically when purchase requisitions are converted to purchase
orders. To make the generation automatic, a further indicator must be set in
the Vendor Master record of the vendor associated with the purchase order.

Batch-Management Requirement Indicator

The Batch management indicator configures the material to allow batches to
be created for the material. This indicator is found in screens where the
batch information is required, such as the MRF screen.

4.5.2 Purchasing Value Key

The Purchasing value key field is configured to allow the entry of the pur-
chasing values of tolerance limits; reminder days, which are the days elapsed
before the vendor is contacted regarding the outstanding purchase orders; or
similar information by using one entry. The purchase value key information
is found in Table T405. Figure 4.12 shows the purchasing value key
(Pur.Val.Key) and the attributes that can be configured.

The configuration of the purchase value key can be selected via the naviga-
tion path IMG - Materials Management - Purchasing - Material Master -
Define Purchasing Value Keys.

Deadline Monitoring - Reminders

In the reminder fields, you enter the number of days at which you want
reminder or urging letters or messages generated and sent to the vendor. If
the figure entered is a positive number, then reminders are sent that many
days after the due date given by the purchasing document. If the figure
entered is a negative number, the reminder is sent that many days before the
due date.

The number of days for the 1st Reminders/Exped., 2nd Reminder/Exped.,
and 3rd Reminder/Exped. fields are used from the purchase information
record. If there is no record, then information in the Material Master record
is used.
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Figure 4.12 Purchasing Value Key and Configurable Attributes

Deadline Monitoring - Acknowledgement Required
If the Acknowledgment Reqd field is checked, then the vendor is expected to
supply an acknowledgement that it has received the purchasing document.

GR/IR Control - Under-Delivery Tolerance

In this field, the customer can enter a percentage figure for the under-deliv-
ery tolerance (Tol. Underdelivery) for this material. For instance, if the toler-
ance is 13%, then on a purchase order to a vendor for 20 units, the customer
will accept a delivery for 18 units (10%) but not 17 units (15%).

GR/IR Control - Over-Delivery Tolerance

In this field, the customer can enter a percentage figure for the over-delivery
tolerance (Tol. Overdelivery) for this material. For example, if the tolerance
is 7%, then on a purchase order to a vendor for 340 units, the customer will
accept a delivery for 363 units (6.8%) but not 364 units (7.1%).

GR/IR Control — Unlimited Over-Delivery Allowed

The Unlimited Overdel. indicator allows the customer to accept any over-
delivery from the vendor. This may not be acceptable for some materials and
some vendors, so the purchasing department should understand the ramifi-
cations of the unlimited over-delivery.
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GR/IR Control - Shipping Instructions

The Shipping Instr. field allows a shipping instruction indicator to be cho-
sen. The instructions regarding shipping and packaging requirements are
sent to the vendor if configured. The shipping instruction indicator is found
in Table TO27A and configured via the navigation path IMG » Materials Man-
agement - Purchasing - Material Master - Define Shipping Instructions.

Vendor Evaluation - Minimum-Delivery Quantity Percentage

In this field, you can enter the minimum percentage of the purchase order
quantity that must be delivered for the goods receipt to be included in the
vendor evaluation. This field prevents the vendor from receiving a good
score for on-time delivery when the delivery quantity was insufficient.

Vendor Evaluation - Standardizing Value for Delivery-Time Variance

The value is entered to determine how many days from the planned delivery
date will constitute 100% variance for vendor evaluation. If the entry in this
field is 10, then the vendor evaluation system calculates that the vendor will
receive a 100% variance if the purchase order is delivered 10 or more days
after the expected delivery date.

4.5.3 Other Data/Manufacturer Data

The Other Data/manufacturer data section on the Purchasing screen (refer
to Figure 4.11) contains other data required for the purchasing view of the
Material Master.

Goods-Receipt Processing Time in Days

The GR Processing Time refers to the number of working days required after
receiving the material for any quality inspection and movement into storage.

Post to Inspection Stock

The Post to insp. stk indicator allows the user to indicate whether the mate-
rial is subject to inspection and the material needs to post to inspection
stock.

Critical Part
The Critical Part indicator is only used in inventory sampling and is for

information purposes only. Discuss with the customers how or if they need
to use this indicator.
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Source List

The Source list indicator is important to the purchasing department. If this
indicator is checked, there is a requirement to maintain a source list for pro-
curement for the plant. The source list has to have been created before a pur-
chase order can be entered. Maintenance of source lists is described more
fully later in this book.

Quota Arrangement Usage

The Quota arr. usage field is a key that defines how quota arrangements are
used in purchasing. The information for the quota-arrangement usage key is
found in Table TMQ2 and configured via the navigation path IMG - Materi-
als Management - Purchasing - Quota Arrangement - Define Quota Arrange-
ment Usage. Figure 4.13 shows the purchasing functions that can be
assigned to a quota arrangement usage key.

Figure 4.13 Purchasing Functions Assignable to a Quata Arrangement Usage Key

The key controls how the total order quantity is calculated in the quota
arrangement and which source of supply is determined for the material. The
key can be configured for the following purchasing functions:

» Purchase order
Quantity of the material ordered is included in the quota arrangement.
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» Purchase requisition
Total quantity requested in purchase requisitions for this material is
included.

» Scheduling agreement
Quantity scheduled in delivery schedules for this material is included.

» Planned order
Quantity planned in planned orders for this material is included.

= MIP
Planned orders and purchase requisitions created by MRP are included in
the quota arrangement,

» Production order
Quantity of all production orders for this material is included.

Item Relevant to JIT Delivery Schedules

The JIT Sched. Indicator determines whether the system can generate a JIT
delivery schedule, as well as the forecast schedules, for the material in a
scheduling agreement.

4.5.4 Manufacturer Parts

This section includes the Mfr part number and name of the manufacturer
(Manufact.).

Manufacturer Part Number

This field is part of the Manufacturer Part Number (MPN) functionality. The
vendor who supplies a material that is used in your production or plant
maintenance may be the supplier of the part but not the manufacturer. For
example, if there are a number of manufacturers that produce oil filters that
fit a shop-floor lathe, your company may require that the vendor sell you a
specific filter from a specific manufacturer. In turn, that manufacturer may
make better quality filters at its plant in Latvia than at its plants in Latin
America. Therefore, you as a customer can specify that information with a
specific manufacturer part number to your vendor. The way to store that
information is in the MPN field in the Material Master.

Manufacturer

This is the manufacturer corresponding to the MPN number that has been
entered in that field.
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4.5.5 Foreign Trade Data
This section examines the fields in the foreign trade section of Figure 4.14.

Commodity Code/Import Code Number for Foreign Trade

This field relates to the harmonized system for the description and coding of
merchandise. If selected, the commodity code is used for statistical purposes
and must be declared to the authorities for foreign trade transactions. Exam-
ples of this are INTRASTAT and EXTRASTAT in the European Union (EU) and
the Automated Export System (AES) in the United States.

The commodity code is defined in Table T604 and is configured via the nav-
igation path IMG - Sales and Distribution - Foreign Trade/Customs - Basic
Data for Foreign Trade - Define Commodity Codes/Import Code Numbers by

Figure 4.144 Foreign Trade Data Screen of the Material Master Creation Transaction

Export/Import Group
This four-character field is a grouping for similar materials based on import
and export attributes. The export/import group information can be found in
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Table TVFM and can be configured via the navigation path IMG - Sales and
Distribution - Foreign Trade/Customs - Basic Data for Foreign Trade - Define
Material Groups for Import/Export.

CAS Number for Pharmaceutical Products

This field is only required if the material has a CAS number that is a key to
descriptions given by the World Health Organization (WHO) for customs-
free materials.

The CAS number can be defined using Transaction VI36 or via the navigation
path IMG « Sales and Distribution « Foreign Trade/Customs « Specific Data
for Customs Processing » Define CAS Numbers.

PRODCOM Number for Foreign Trade

This field is used to enter a PRODCOM number in EU countries. It allows for
harmonized production statistics in the European Union. The PRODCOM
numbers can be configured by using Transaction VE47.

Control Code for Consumption Taxes in Foreign Trade

This field is used for consumption taxes in foreign trade, The values can be
updated in Table TE04F.

4.5.6 Origin/EU Market Organization/Preferences

This section refers to the country of origin and region of origin fields. This is
particularly relevant when using a Certificate of Origin (COO) document.

Country of Origin

A country of origin must be specified for export documentation. The mate-
rial will often require a Certificate of Origin (COO) to be printed and
included in the shipping documents. This field uses the country abbrevia-
tions in Table T0O5.

Region of Origin

The Region of origin, a state in the United States, a county in the United
Kingdom, a province in Australia, and so on, can provide more information
for documentation of where the material originated. This field uses the
region abbreviations from Table TO0SS.

CAP Product List Number

The CAP product list number is the number of the material as defined in the
EU market products group list. The product list numbers are defined in Table
T618M and can be configured using Transaction VI67.
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CAP Product Group

Similar materials can be grouped under a CAP product group. This is for use
in the EU only. The product groups are defined in Table T618G and can be
configured using Transaction VI69.

Preference Status
This field specifies whether the preference status is allowed at a plant level.
The preference status identifies whether a material is eligible to receive any
special or preferential treatment under the terms of a trade agreement
between countries.

Vendor Declaration Status

This field specifies whether the vendor declaration status is allowed at the
plant level. A vendor declaration states where the material was manufac-
tured. The origin of the material is determined with this declaration.

4.5.7 Legal Control

The Legal control section relates to the details required for the exemption
certificate.

Exemption Certificate/Certificate Number/Issue Date
This field is defined as an indicator for export-certification information. The
values for the export-certification are given here:

» A: Applied for
The material does not require a license for import or export.
* B: Accepted

The material does not require a license for import or export, as a certifi-
cate has been obtained.

» C: Rejected
Application for an exemption certificate has been rejected.
» Blank: Not relevant
The material has no exemption and requires an import or export license.

If the indicator has been set to B, then the two fields, Certificate Number and
Issue Date of Certificate, need to be entered.

Military Goods
This field is for use only in Germany, due to weapons regulations. It can be
used as an information-only field outside of Germany.
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The next section examines the material master fields that are used for fore-
casting purposes.

4.6  Forecasting Data

The Forecasting data screen shown in Figure 4.15 is displayed when the
material being entered is assigned to a material type that is applicable to fore-
casting. A forecast profile can be entered at the organization level screen, if
available. The forecasting data that can be entered into the Material Master
comprises the initial calculated forecast and consumption values.

Figure 4.15 Forecast Screen of the Material Master Creation Transaction

4.6.1 General Data

The General data on the Forecast screen includes a number of fields such as
the Forecast model to be used for the material, the Period Indicator used for
forecasting of the material, and the Fiscal Year Variant.
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Forecast Model

The Forecast model is the model that calculates the requirements forecast for
the material. The forecast models and analysis of forecasting in general will
be discussed later in this book.

Period Indicator
The Period Indicator field specifies the time period for which the consump-

tion values are held for forecasting. The normal time period is one month,
and this is the SAP default if this field is left blank.

Fiscal Year Variant

The Fiscal Year Variant is an accounting defined field, which describes the
variant for the fiscal year, that is, the number of posting periods. The fiscal
year variant can be seen in Table TO02 and configured using Transaction
OB37 or via the navigation path IMG -+ Financial Accounting - Financial
Accounting Global Settings - Fiscal Year - Maintain Fiscal Year Variant.

Reference Material for Consumption

If the material you are entering has no historical data from which to create a
forecast, you can define a material that may be of similar characteristics to be
used as reference material (RefMatl:consumption). The consumption figures
for the reference material are then used by the system to create a forecast for
the new material.

Reference Plant

The reference plant (RefPlant:consumption) is the plant from which to drive
the consumption figures. This field is used for new materials and used in
combination with the RefMatl:consumption field. This field points to the
plant where you require the material to copy the consumption figures from.

Date To

This is the furthest date to which the figures for the reference material
should be taken. This field is used with the RefMatl:consumption and the
RefPlant:consumption fields.

Multiplier

The Multiplier field is a number between 0 and 1 where the value relates to
the percentage of the consumption of the reference material that should be
used for the new material. For example, 1 means 100% of the reference
material consumption is used, whereas 0.6 indicates that 60% of the refer-
ence-material consumption is used.
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4.6.2 Number of Periods Required

The fields in this section include the historical periods, forecast periods, and
the number of periods per seasonal cycle.

Historical Periods
The number of historical periods entered into the Hist. periods field is used
to calculate the forecast. If it is blank, no periods are used.

Forecast Periods
The number entered in the Forecast periods field is the number of periods
over which the forecast is calculated.

Number of Periods for Initialization

This number is for the historical values that you want to be used for the fore-
cast initialization. If the Initialization pds field is blank, no historical values
are used to initialize the forecast.

Fixed Periods

The Fixed periods field is used to avoid fluctuations in the forecast calcula-
tion or because production can no longer react to changed planning figures.
The forecast will be fixed for the number of periods entered.

Number of Periods per Seasonal Cycle

If the customer uses a seasonal forecast model, then the Periods per season
field can be used to define the number of periods that make up a season for
this material.

4.6.3 Control Data

The Control Data section of the Forecasting screen includes the Initializa-
tion indicator, Tracking limit, Weighting group, and Model selection fields,
among others.

Initialization Indicator

If the forecast needs to be initialized, then this indicator can be set to allow
the system to initialize the forecast or allow manual initialization.

Tracking Limit

The Tracking limit field holds the value that specifies the amount by which
the forecast value may deviate from the actual value. This figure can be
entered to three decimal places.
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Reset Forecast Model Automatically
If the Reset automatically indicator is set, the forecast is reset if the tracking
limit is exceeded.

Model Selection

This field is only active if the user did not enter a value into the Forecast
model field. This means that the user requires the system to select a model
automatically. To assist the system in choosing a forecast model, the Model
selection field can be set to one of the following three indicators:

T
Examine for a trend.
> 5
Examine for seasonal fluctuations.
- A
Examine for a trend and seasonal fluctuations.

Selection Procedure
The Selection-procedure field is used when the system is selecting a forecast-
ing model. There are two selection procedures to select from:

» Procedure 1 performs a significance test to find the best seasonal or trend
pattern.

» Procedure 2 carries out the forecast for all models and then selects the
model with the smallest mean absolute deviation.

Indicator for Parameter Optimization
If the Param. optimization indicator is set, then the system will use the
smoothing factors for the given forecast model.

Optimization Level

This indicator can be set to fine, middle, or rough. The finer the optimization
level, the more accurate the forecast becomes but at the expense of process-
ing time.

Weighting Group

This key is used with the weighted moving average forecast model. The
weighting group can be configured via the navigation path IMG - Materials
Management + Consumption-Based Planning + Forecast - Weighting Groups
for Weighting Moving Average.
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Correction Factor Indicator

The Correction factors indicator allows the user to decide whether the fore-
rast should include the corrector factors.

Alpha Factor
This is the smoothing factor for the basic value. If left blank, the default for
the Alpha factor is 0.2,

Beta Factor

This is the smoothing factor for the trend value. If left blank, the default for
the Beta factor is 0.1.

Gamma Factor

This is the smoothing factor for the seasonal index. If left blank, the default
for the Gamma factor is 0.3,

Delta Factor
This is the smoothing factor for the mean absolute deviation. If left blank,
the default for the Delta factor is 0.3,

This section has discussed in great detail the forecast data required for the
Material Master record. The next section goes on to examine the data
required for the Work Scheduling screen.

4.7 Work Scheduling Data

The Work Scheduling screen shown in Figure 4.16 allows the user to enter
what is relevant to a particular plant. The material may be used in many
plants. Some of the fields in this screen will be defaulted from other entry
screens, such as Base Unit of Measure.

4.7.14  General Data

The General Data refers to the production unit, production storage location,
and the production scheduling profile.

Production Unit

The Production unit field reflects the unit of measure that is used for the
material in the production process. If no production unit is entered, then the
base unit of measure is assumed for the production unit of measure.
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Figure 4.16 ‘Woark Scheduling 5creen of the Material Master

Production Scheduler

The Production scheduler has an important position in production and has
to play many roles, including the following:

» Generating a collaborative production schedule

» Maximizing plant efficiency through the effective use of equipment and
personnel

» Determining short-term labor requirements necessary to support the plan
» Creating a production plan that meets stated goals for on-time delivery

» Monitoring schedule adherence and schedule attainment to identify cor-
rective actions for addressing shortfalls

» Working with management to report current order status and maintain
order accuracy

» Coordinating project schedules and incorporating them into the commer-
cial production schedule

» Identifying and resolving potential capacity constraints
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In the Material Master, the production scheduler is entered at each plant
level. The field is a three-character string found in Table TO24F. The produc-
tion scheduler can be configured using Transaction OPJ9 or using the navi-
gation path IMG » Production - Shop Floor Control - Master Data - Define
Production Scheduler.

Production Storage Location

This Prod.stor.loc field is the key to the production of a material in a plant.
This is the storage location used as the issuing storage location for the back-
flushing process for a material that is a component for a finished good. If the
material is a finished good, then this storage location is where the finished
goods will be received after production.

Production Scheduling Profile

The production scheduling profile can be configured using Transaction
OPKP or via the navigation path IMG - Production - Shop Floor Control -
Master Data - Define Production Scheduling Profile.

The Prod.Sched.Profile field can be configured to perform automatic actions
on either release or creation of a production or process order. The profile
also provides configuration for capacity planning, availability check goods
receipt, Batch Management, and transport and order type.

4.7.2 Tolerance Data

The Tolerance data section includes the fields that describe the under-deliv-
ery and over-delivery tolerances.

Under-Delivery Tolerance

The Underdely tol. field allows you to define an under-delivery tolerance
percentage for the material. This means that if a goods receipt for a produc-
tion order differs from the expected amount by more than the under-deliv-
ery tolerance, then the goods receipt will not be allowed.

Over-Delivery Tolerance

The Overdely tol. ficld allows you to define an over-delivery tolerance per-
centage for the material. This means that if a goods receipt for a production
order differs from the expected amount by more than the over-delivery tol-
erance, then the goods receipt will not be allowed.
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Unlimited Over-Delivery

If the Unlimited indicator is set, then the goods receipt from a production
order for this material will accept any amount over the expected goods
receipt total.

4.7.3 In-House Production Time in Days

The fields in the In-house production time in days section include Setup
time, Processing time, Base quantity, and Interoperation.

Setup Time

The Setup time field is used to determine the dates for planned orders. The
setup time is the number of days required to configure the work centers used
in the production of the material. For example, if production for material
ABC in a machine shop has finished, the equipment must have the parts used
for material ABC removed. After the machines have been torn down, and the
setup for the next production has been run, material XYZ will start. After the
run for XYZ has finished, the machines will be torn down before the next
production run, The setup time for material XYZ is the setup time plus the
tear-down time.

This setup time does not take into account the quantity of the material being
produced. The setup time may be a standard figure that has been calculated
or negotiated. The field can be defined up to two decimal places for partial
days.

Processing Time

The Processing time field reflects the amount of time the material consumes
at the work centers used in the production order. The processing time will
take into account the Base quantity that is entered.

Base Quantity

This processing time is entered for the base quantity and can be defined up
to three decimal places.

Interoperation Time
The Interoperation field is the time that a material is in the state between

operations in the production order. Many situations can make up the total
interoperation time:
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* Move time
Time that is accumulated as the material is moved from one work center
to the next.

» Wait time
Time the material has to be left after the operation and before the move
can take place on the material, for example, curing and temperature
reduction.

* Queue time
Time that materials are queued for work centers that are bottlenecked or
because of production delays in the operations. This queue time can be
calculated by production staff.

* Float before production
The production scheduler can enter a float that is the number of days
between the start date or the production order and the scheduled start
date.

* Float after production
The production scheduler can enter a float that is the number of days from
the end of the production order to the scheduled end date.

In-House Production Time

This field shown as InHseProdTime is number of days relates to all of the
individual elements of in-house production, including floats and interopera-
tion. This figure is used in the material-planning functionality and is lot size
independent.

This section has discussed the data used to define the Work scheduling
screen. The next section goes into detail with regards to the Material Master
screen for sales organizational data.

4.8  Sales Organizational Data

These screens allow the user entering the sales information to enter data rel-
evant to the particular sales organization. The material may be sold by vari-
ous sales organizations, and the data for each may differ. Many of the fields
in these screens will default from other entry screens, such as Base Unit of
Measure. Some of the fields shown in Figure 4.17 and Figure 4.18 already
have been described in other Material Master screens.
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Create Fintshed Product 1420

Figure 4.17 Sales Organization Screen 7 for the Material Master

4.8.1 General Data

The General data for the first sales organization screen in the Material Mas-
ter describes some basic data used in sales processing of materials. The gen-
eral data includes the sales unit, variable sales unit not allowed indicator,
cross-distribution chain material status, and delivering plant.

Sales Unit

The unit of measure in which the material is sold is known as the sales unit
of measure. For each sales organization, the material can be specified in a
sales unit of measure that is used for the sales orders. This unit of measure
can be the same as the base unit of measure or a multiple of the base unit of
measure. An example would be a material that has bottle as its base unit of
measure, but that could be sold in the sales organization for the United States
as cartons and sold through the sales organization for France as pallets.
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Variable Sales Unit Not Allowed Indicator

If the Sales unit not var. indicator is set, then the sales unit of measure in the
Material Master cannot be changed in the sales order. For example, if the
indicator is not set, then the sales representative can change the sale unit of
measure in the order from carton to pallet. With the indicator set, the sales
representative cannot change the sales unit, and it will remain as cartons.

Cross-Distribution Chain Material Status

The X-distr.chain status field, along with the distribution chain-specific
material status (DChain-spec. status) field, is used in SAP Retail clients and
checks whether material can be used in different distribution channels.

Delivering Plant

If the users define this field, it means that this is the default plant where this
material is delivered. This field is automatically copied into the sales order as
the delivery plant.

4.8.2 Tax Data

The tax data can be entered for a number of countries that a material is sold
in. The country is entered along with the tax category and the relevant tax
classification. There can be a number of tax categories per country.

Tax Category/Tax Classification

The Tax category for materials is specific to the sales organization/divi-
sion/plant level that defines the country-specific taxes during pricing. The
configuration of the access sequences in the tax-condition tables for sales and
use tax is made in the Financial Accounting Global Settings section of the IMG.
That part of the IMG is cross-client and requires careful consideration before
any access sequences are added. Consult with the Financial Accounting spe-
cialist when considering any changes to the tax-calculation procedures.

The tax category/classification is defined in the IMG using Transaction OVK4
or via the navigation path IMG - Sales and Distribution - Basic Functions -
Taxes - Define Tax Relevancy of Master Records.

4.8.3 Quantity Stipulations

The fields in the Quantity stipulation section describe the minimum and
maximum values used for the material for the particular sales organization.
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Minimum Order Quantity
The Min. order qty value is the minimum quantity that a customer can order
for this material/sales organization combination.

Minimum Delivery Quantity
The Min. dely qty value is the minimum quantity that a customer can have
delivered for an order for this material/sales organization combination.

Delivery Unit

The Delivery unit is the minimum unit of quantity for a delivery. The second
field is for the unit of measure. For example, if the delivery unit is 50 car-
tons, then the delivery quantity to the customer can only be 50, 100, 150,
and so on. The delivery quantity should not be 125 because it is not a multi-
ple of 50.

Rounding Profile
The Rnding Profile field defines how a quantity is rounded up to a given
value, depending on whether a static or dynamic profile is defined. The con-
figuration for a rounding profile allows the user to define the rounding
quantities for different thresholds. Table 4.4 shows an example of a static
rounding profile.

Threshold Value Rounding Value

1.000 70.000
211.000 300.000
301.000 450.000
457.000 1000.000

Table 4.4 Configuration for a Rounding Profile in Transaction OWD1

Table 4.5 shows the actual rounding of quantities 1 to 1000 based on the
rounding value in Table 4.4. The configuration for rounding profiles can be
found in Transaction OWD1 or via navigation path IMG - Production - Mate-

rial Requirements Planning + Planning « Lot-Size Calculation - Maintain
Rounding Profile.

1.000 70.000 F0.000
71.000 140.000 140,000

Table 4.5 Actual Rounding of Quantities
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Value From Value To Rounded Value

141.000 210.000 210,000
211.000 300.000 300.000
301.000 450,000 450.000
451.000 1000.000 1000.000

Table 4.5 Actual Rounding of Quantities (Cont.)

4.8.4 Grouping ltems

There are a number of groups that a material can be assigned to for a sales
organization for use in the information systems (see Figure 4.18).

Figure 4.48 Sales Organization Screen 2 for the Material Master

Material Statistics Group

The material statistics group is a grouping used in the Logistics Information
System (LIS). This field is found in Table TVSM. The values can be configured
using Transaction OVRF or by using the navigation path IMG - Logistics
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Information System (LIS) - Logistics Data Warehouse - Updating « Updating
Control « Settings: Sales and Distribution - Statistics Groups - Maintain Sta-
tistics Groups for Material.

Volume Rebate Group

This group is just a way of grouping similar materials for rebate-agreement
processing. The field can be configured using the following path IMG - Logis-
tics General - Sales and Distribution - Billing - Rebate Processing » Define
Material Rebate Group.

Commission Group

The Commission group field can group together materials that offer similar
commissions. The commission group can be used in pricing procedures. This
field can be configured via the navigation path IMG + Logistics - General +
Material Master - Settings for Key Fields - Data Relevant to Sales and Distri-
bution - Define Commission Groups.

Material Pricing Group
The Material pricing grp is another available field that groups materials for
pricing conditions. The field is found in Table T178.

Account Assignment Group

The Acct assignment grp can be selected to group together materials that
have similar accounting requirements. For example, you can select a group
for service revenues or a group for trading goods revenues. This field is used
in sales billing documents. This field can be found in Table TVKM. The
account assignment groups can be defined in configuration steps. The navi-
gation path is IMG - Sales and Distribution - Basic Functions » Account
Assignment/Costing - Revenue Account Determination « Check Master Data
Relevant for Account Assignment - Materials: Account Assignment Groups.

4.8.5 Material Groups

The material groups that can be entered on this sales organization screen are
not used in standard ERP processing. The five material group fields can be
used by the sales department to further define the material based on the
sales organization. These fields are available for sales department analysis.

The definition of these five material groups can be configured via the naviga-
tion path IMG » Logistics - General - Material Master » Settings for Key Fields
« Data Relevant to Sales and Distribution - Define Material Groups.
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4.8.6 Product Attributes

The product attribute indicators are available to be used by the sales depart-
ment for analysis. The 10 product attribute fields are found in Table MVKE,
which can be viewed using Transaction SE11.

This section has discussed the data used to define the Sales organizational
data screen on the Material Master record. The next section goes into detail
with regards to the Material Master screen for the sales general data.

4.9 Sales General Data

The sales General data section is specific to a material and a particular plant
as shown in Figure 4.19.

Figure 4.19 Fields on the Material Master’s 5ales General Data Screen
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4.9.1 General Data

The General data section for the material as it refers to sales functionality
includes the fields for replacement part and availability check, and the
approved batch record required indicator.

Replacement Part

This indicator allows the sales department to specify whether the material is
a replacement part. The options are to indicate that this is not a replacement
part, that it must be a replacement part, or that there is an optional replace-
ment part.

Availability Check

The Availability check field is important to the sales department because it
defines how an availability check is defined. The configuration can be found
using Transaction OVZ2 or via the navigation path IMG - Sales and Distribu-
tion « Basic Functions - Availability Check and Transfer of Requirements -
Availability Check - Availability Check with ATP Logic or Against Planning -
Define Checking Groups.

New availability checks can be defined based on the sales department's
requirements.

Approved Batch Record Required Indicator

The Appr.batch rec. req. indicator is only valid when the batches are from a
process order. It specifies that certain activities can only be performed after
a batch record has been entered.

4.9.2 Shipping Data

The many fields used in the shipping processes are described next.

Transportation Group

The Trans. group field is used to group together those materials that have
similar transportation requirements, such as truck, tanker, train, and so on.
This field can be used in the automatic route-scheduling function in sales
order and delivery. The transportation group can be configured using the
navigation path IMG - Logistics Execution - Shipping - Basic Shipping Func-
tions - Routes - Route Determination - Define Transportation Groups.
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Loading Group

The LoadingGrp field allows the sales departments to group together materi-
als that have similar loading requirements, such as crane, forklift, trolley,
and so on. This field is required if shipping point determination will be used.
The field contents can be configured via the navigation path IMG - Logistics
Execution - Shipping + Basic Shipping Functions - Shipping Point and Goods
Receiving Point Determination « Define Loading Groups.

Setup Time

The Setup time for shipping is similar to the setup times in other Material
Master screens such as the Work Scheduling screen. This setup time is
strictly the set up time for getting the equipment, such as a forklift or a trol-
ley cart, ready to move the material.

Processing Time/Base Quantity

The processing time (Proc. time)} for shipping is the actual time it takes to
load the material from its location onto the transportation vehicle. This pro-
cessing time is valid for the amount of material that is entered into the base
quantity (Base qty) field.

4.9.3 General Plant Parameters

A number of plant parameters are used in sales processing as described next.

Negative Stock in Plant

The Neg.stocks indicator can be set if there is a requirement to allow stocks
of this material to be in a negative stock situation. The negative stock occurs
when there is actual physical stock, but that stock has not been receipted into
inventory. If a goods issue is made from inventory, then the stock will go
negative until the missing goods receipt is made. This allows stock to be
shipped without waiting for paperwork to be completed. However, this situ-
ation is dependent on the policy of the company.

Profit Center

A profit center is a function of the Controlling area (CO) of SAP. The profit
center is a way of internally managing the company. Profit center accounting
is an option that the company has to manage and analyze the financials for.
The Profit center field in this screen can be used if profit centers will be
used.
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Serial Number Profile

The serial number profile (SerialNoProfile) is used for materials that are
required to be serialized. For example, a fuel indicator that is sold for use on
an aircraft will be required to have a unique serial number. The serial num-
ber profile determines the conditions and business transactions for issuing
serial numbers.

Distribution Profile

The distribution profile for materials in a plant (DistProf) is used by clients
using the SAP Retail solution. This field is a control profile for merchandise
distribution.

Level of Explicitness for Serial Number

This field (SerializLevel) describes the level on which the serial number is
unique. There are a number of different levels that can be assigned. Serial
numbers can be made unique across the SAP client by setting this indicator
with a 1 for every material. This will also create an equipment number with
the same number as the serial number. If the indicator is blank then the
serial number is unique to the material only.

This section has discussed the Sales General data screen on the Material
Master. Discussion of the remaining Material Master screens can be found in
the next chapter.

4.10 Summary

This chapter on the Material Master discussed the elements that make up the
Material Master file for a number of screens, including the Basic Data, Clas-
sification, Purchasing, Forecasting, Work Scheduling, Sales Organization,
and General Sales data.

Chapter 5, the second chapter on the Material Master file, will describe the
Production Resources and Tools data, Plant Data/Storage Location data,
Warehouse Management data, Quality Management data, Materials Require-
ments Planning (MRP), Accounting, and Costing.
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Data entered into the Material Master is extremely important to an
SAF implementation. Incorrect or missing data can cause companies
to halt operations. Understanding how to enter correct data into the
Material Master is vital for all SAP modules.

5  Material Master Data - Part 2

In this second chapter on the Material Master file, we will show the data-
entry screens for the Production Resources and Tools data, Plant Data/Stor-
age Location data, Warehouse Management data, Quality Management data,
Materials Requirements Planning (MRP), Accounting, and Costing. It is
important that you understand the fields in the Material Master and how
they relate to the data in a customer's legacy system.

5.1 Production Resources/Tools (PRT) Data

The PRT screen (see Figure 5.1) allows the plant maintenance department to
enter the data for the PRT material. Some of the fields shown have already
been described in other Material Master screens.

5.1.1 General Data

The General data on the PRT screen allows the user to enter basic plant-spe-
cific data such as task list usage and grouping keys.

Task List Usage

This field determines on what task lists the PRT is valid for the particular
plant. This field can be found in Table TC23. The configuration for the Task
list usage field is found in Transaction OP47 or via the navigation path IMG
» Plant Maintenance and Customer Service - Maintenance Plans, Work Cent-
ers, Task Lists and PRTs - Production Resources/Tools « General Data -
Define Task List Usage Keys.
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G — AT

Figure 5.4 Available Fields on the Material Master PRT Screen

Grouping Keys 1 and 2

These fields allow the plant maintenance department to define groupings for
their PRTs. The grouping keys can be defined in configuration and are found
in Table TCF12. The configuration for the grouping keys is found via the nav-
igation path IMG - Plant Maintenance and Customer Service - Maintenance
Plans, Work Centers, Task Lists and PRTs - Production Resources/Tools »
General Data - Define PRT Group Keys.

5.1.2 Default Values for Task List Assignment

The default values for the task list assignments include the control keys for
the management of the PRT's, standard text key, and quantity formula.

Control Key for the Management of PRTs

The Control key specifies how the PRT is used in the maintenance order or
the task list. The PRT control key can be found in Table TCF10. The control
key defines in what parts of the task list the PRT can be used. This field
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allows the user to select a control key that has been configured. During the
configuration of a control key, five indicators can be selected for the control
key that are deemed to be appropriate. The five indicators that can be
selected during the configuration of the control key are Schedule, Calculate,
Confirm, Expand, and Print. The control key can be configured via the navi-
gation path IMG « Plant Maintenance and Customer Service » Maintenance
Plans, Work Centers, Task Lists and PRTs - Production Resources/Tools -
Production Resource/Tool Assignments + Define PRT Control Keys.

Standard Text Key

The Standard text key allows the plant maintenance department to enter a
key on the Material Master that defines a standard text for the PRT, which is
then used as a default in the task list or maintenance order. The standard
texts are maintained in Transaction CA10 or via the navigation path IMG »
Quality Management + Quality Planning « Inspection Planning + Operation «
Work Center » Maintain Standard Text Keys.

The standard text has to be maintained in the correct language. For example,
the standard text key POO0010 for PRTs can be defined in a number of differ-
ent languages.

Quantity Formula

This field is the formula for calculating the total of the PRTs required. This
field is copied into the maintenance order or task list. The formula can be
defined in configuration Transaction OIZM or via the navigation path IMG -
Plant Maintenance and Customer Service - Maintenance Plans, Work Cent-
ers, Task Lists and PRTs « Production Resources/Tools « Production
Resource/Tool Assignments - Formulas « Configure Formula Definition.

All formulas are defined in this transaction. For a formula to be selected in
the Quantity formula field in the PRT screen, the formula must have set the
indicator PRT Allowed for Requirement, which is found on the configuration
screen, Transaction OLZM.

Usage Value Formula
This field calculates the total usage value of the PRT. This field is selected
from the same formulas as the Quantity formula field.

Reference Date to Start of PRT Usage
The Ref. date for start field is used in calculating the start date/time for the
PRT usage. It is used with the Offset to start field (next field in the Material

135



5 | Material Master Data - Part 2

Master) and used in the task list or maintenance order. The start date can be
selected from entries in Table TCAS4.

Offset to Start

This field is used in conjunction with the Ref. date for start field for PRT
scheduling. The numeric value can be positive or negative. A negative value
indicates a start time before the reference date. A positive value indicates a
time after the reference date. The numeric value can have a unit of measure
that indicates hours, minutes, days, and so on.

Reference Date to Finish/Offset to Finish

These fields are similar to those in the Offset to start field, except they are to
determine the finish date rather than the start date.

5.2  Plant Data/Storage Location

The plant data/storage location screens, shown in Figure 5.2 and Figure 5.3,
allow the inventory staff to enter information relevant to storage location
and to shelf-life characteristics, including storage bin, container require-
ments, maximum storage period, and total shelf life of the material.

5.2.1 General Data

The fields in this section of the Plant data/stor. 1 screen allow the entry of
material data specifically for the storage location, such as Storage Bin and
cycle counting indicator (CC phys. inv. ind). These are referred to as general
data items.

Storage Bin

The Storage Bin field can be entered by the warehouse staff to identify a
location within the storage location where the material is always stored. This
is used when WM is not implemented. The Storage Bin is a 10-character field
that is not configurable because it has no functional purpose and is only used
as a reference field. The Storage Bin field does not have any functionality
within Inventory Management.

There can only be one storage bin defined for each material per storage location.
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Figure 5.2 Plant Data/Storage Location Screen 1

Picking Area

The Picking area is a field that is used in lean WM. It is a group of WM stor-
age bins that are used for picking. The Picking area field is similar to the def-
inition of storage section on the Warehouse Management screen. The pick-
ing area can be configured using the navigation path IMG .« Logistics
Execution « Shipping - Picking - Lean WM - Define Picking Areas.

Temperature Conditions

Temp. conditions is simply the temperature at which the material should be
stored. Certain chemicals and metals need to be stored at low temperatures
to avoid chemical reactions. The Temp. conditions field is stored at the client
level, so it is valid for all plants. The Temp. conditions field can be config-
ured using the navigation path IMG « Logistics - General - Material Master -
Settings for Key Fields  Define Temperature Conditions.

Storage Conditions
The Storage conditions field is similar to the Temp. conditions field in that it
is a clientwide field and is valid for all plants. The storage conditions can be
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defined by the company to be relevant for their requirements. Examples of a
storage condition may be refrigeration, outside only, or hotbox. The Storage
conditions field can be configured using the navigation path IMG - Logistics
- General - Material Master - Settings for Key Fields » Define Storage Condi-
tions.

Container Requirements

Container reqmts is another field that works at the client level and is the
same for all plants. It is a field that defines what container a material should
be stored and shipped in. The Container reqmts field can be configured
using the navigation path IMG « Logistics - General - Material Master - Set-
tings for Key Fields « Define Container Requirements.

Hazardous Material Number

A hazardous material number can be assigned to the material at the client
level. This links the material number with the hazardous material informa-
tion that is defined for that hazardous material number, such as water pollut-
ant, hazardous storage class, or warnings. The hazardous material is not
defined in configuration but in the Logistics Execution functionality. A haz-
ardous material can be created using Transaction VMO1 or via the navigation
path SAP Menu - Logistics - Logistics Execution - Master Data - Material -
Hazardous Material - Create.

Cycle Counting Physical Inventory Indicator

CC phys. inv. ind. (cycle counting indicator) is set if the material is to be cycle
counted. The indicator can also determine how the count is taken and how
often. The cycle count indicator usually is an A, B, C, or D to coincide with
the ABC indicators. The cycle counting indicator is defined by four character-
istics:

» Numbers of physical inventories per fiscal year to be performed

» Maximum interval of days between counts

» Float time that is allowed for the planned count date after the required
date

» Percentage of consumption allocated to each of the indicators (A, B, C,
etc.)

The cycle counting indicator can be configured using Transaction OMCO or
the navigation path IMG « Materials Management « Inventory Management
and Physical Inventory « Physical Inventory « Cycle Counting.
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Cycle Counting Indicator Is Fixed

If the CC fixed indicator is set, then CC phys. inv. ind., defined previously,
cannot be changed by the ABC functionality that can be run periodically. If
the indicator is not set, CC phys. inv. ind. will be changed if the ABC func-
tionality determines that the material has changed status. If the indicator is
set, and no changes can be made via the ABC functionality, then CC phys.
inv. ind. can still be set by changing it in the Material Master.

Number of Goods Receipt Slips

The Number of GR slips field allows the receiving department to enter a fig-
ure that determines the number of goods receipt documents that will be
printed. If the field is blank, the system assumes that one material document
will be printed.

Label Type

Some materials require labels to be printed and aftixed to the product or
packaging. The Label type field defines which labels are printed for which
goods movement, how many labels are printed, and which printer they are
printed on. The label type can be configured in Transaction OMCF or via the
navigation path IMG - Materials Management - Inventory Management and
Physical Inventory « Print Control « Set Label Printout - Label Type.

Label Form

The Lab.form field can be used when the Label type has been entered for a
material. The Lab.form field defines the dimensions and characteristics of
the label. The label form can be defined in Transaction OMCF, as the label
type, or via the navigation path IMG » Materials Management - Inventory
Management and Physical Inventory - Print Control - Set Label Printout -
Label Form.

5.2.2 Shelf Life Data

The Shelf life data section allows the entry of data that is used in shelf-life
date functionality. For example, some companies use, store, and sell material
that can only be used before its shelf life expires, such as food items, chemi-
cals, and pharmaceuticals.

Maximum Storage Period

This field is for information only and does not have any functionality. The
users can define the maximum storage period for a material before it expires.
This field can be used for reporting.
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Time Unit

This is the unit of measure of the maximum storage period, that is, days,
months, and years. For example, many foodstuffs will have a shelf life of
days, whereas pharmaceuticals may have a shelf life of a year or more.

Minimum Remaining Shelf Life

The Min. Rem. Shelf Life field determines whether a material can be received
via goods receipt based on the remaining shelf life of the material to be
receipted. If this field has the value 100 days, and the material to be goods
receipted has only 80 days of shelf life left, then the goods receipt will not be
accepted. The Min. Rem. Shelf Life field works at the client level and is the
same for the material across all plants,

Total Shelf Life

The Total shelflife figure is at the client level and does not vary by plant. The
total shelf life is the time for which the materials will be kept, from the pro-
duction date to the shelf life expiration date. The shelf life is only checked if
the expiration date check has been activated. The activation is configured at
plant level or movement type level in Transaction OMJ5 or via the naviga-
tion path IMG - Logistics - General - Batch Management - Shelf Life Expira-
tion Date (SLED) « Set Expiration Date Check.

Period Indicator for Shelf-Life Expiration Date

The Period Ind. for SLED field is defined for the shelf life expiration date
(SLED) fields used in this Material Master screen. The period can be defined
as months, days, and so on. The period indicator can be configured in Trans-
action Q02K or through the navigation path IMG « Logistics - General » Batch
Management - Shelf Life Expiration Date (SLED) - Maintain Period Indica-
tor.

Rounding Rule SLED

The Rounding rule SLED allows the SLED dates to be rounded up to the near-
est unit of the time defined in the period indicator. For example, if the
period indicator were months, then the rounding rule either would be the
first day of the month, or the last day of the month, or no change if there
were no rounding rule. The rounding rule is for calculated dates rather than
dates entered into the record.

Figure 5.3 shows the second plant data/storage location screen. The fields
displayed on the screen, weight/volume fields, such as Gross Weight and Net
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Weight, and general plant parameter fields, such as Serial no. Profile and
Profit Center, can found on other Material Master screens.

Figure §.3 Plant Data/Storage Location Screen 2

The next section examines the Material Master screens for WM, and the darta
that can be entered if the WM module is used at your client.

5.3 Warehouse Management Data

The Warehouse Management screens of the Material Master allow the user
to enter information at the warehouse/storage type level, as shown in Figure
5.4 and in Figure 5.5.

5.3.1  General Data
The General data section of the screen (see Figure 5.4) allows the entry of
specific warehouse management data, including Base Unit of Measure and

Picking storage type.

Warehouse Management Unit of Measure

Like the other units of measure, this WM unit field is the unit of measure
defined for the material as it is relates to its movements through the ware-
house.
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Figure 5.4 Fields of the Warehouse Management 1 Screen in the Material Master

Unit of Issue

This Unit of issue field allows the warehouse department to define a differ-
ent unit of measure for items issued from the warehouse, as an alternative to
the base unit of measure.

Picking Storage Type
This Picking storage type field is used by planning as the storage type that
will contain material that can be used in rough-cut planning,

5.3.2 Storage Strategies

The data in this section relates to the stock placement and stock removal
strategies in WM that can be attributed to the material during the Material
Master creation.

Stock Removal

This field allows the warehouse staff to enter the storage type indicator that
defines the sequence in which storage types are searched for the material to
be picked in the warehouse. The storage type indicator can be defined in
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Transaction OMLY. The navigation path is IMG - Logistics Execution » Ware-
house Management - Strategies « Activate Storage Type Search.

Stock Placement

The Stock placement field acts in a similar manner to the Stock removal
field, except that the strategy defined in the storage type search is for a place-
ment strategy rather than a removal strategy.

Storage Section

The storage section search is a more specific strategy for stock placement
because it defines one level below the storage type search for stock place-
ment. The Storage section Ind. must be defined for each warehouse and stor-
age type. The strategy allows up to 10 storage sections to be defined in
sequence for the placement strategy. The configuration can be found in
Transaction OMLZ or the navigation path IMG + Logistics Execution - Ware-
house Management - Strategies - Activate Storage Section Search.

Bulk Storage

Within the placement strategies, you can define how bulk materials should
be placed in stock. The Bulk storage indicator can be used if the bulk storage
placement strategy has been activated in WM. The Bulk storage indicator
can indicate height or width of a particular storage type. The configuration
can be found in Transaction OMM4 or the navigation path IMG - Logistics
Execution «+ Warehouse Management - Strategies - Putaway Strategies -
Define Strategy for Bulk Storage.

Special Movement

The Special movement indicator allows the material to be identified as
requiring a special goods movement. The Special movement indicator is con-
figured in WM to allow special processing for a group of materials. The con-
figuration is found using the navigation path IMG - Logistics Execution »
Warehouse Management - Master Data - Material « Define Special Move-
ment Indicators.

After the Special movement indicator has been defined, it can be used in the
LE-WM interface to Inventory Management, where the configuration deter-
mines the WM movement type. The Special movement indicator can allow
certain materials assigned with that indicator to behave differently during
goods movements. The configuration for the warehouse goods movements
can be found uwsing the navigation path IMG - Logistics Execution - Ware-
house Management - Interfaces + Inventory Management - Define Move-
ment Types.

143



5 | Material Master Data - Part 2

Message to IM

This field is used if the WM system is decentralized. If the indicator is set, it
allows the WM information for this material to be sent to Inventory Manage-
ment immediately.

Two-Step Picking

In WM, you can choose between one-step and two-step picking for materi-
als. If the material were large and bulky, then a one-step removal would be
optimal. However, if the materials to be picked are small and numerous,
then one-step picking may not be an efficient use of warehouse resources.
Therefore, two-step picking is used to minimize workload. The two-step pro-
cess defines an interim storage type (normally 200) where items are picked
and transferred to the interim storage type; from there, the final pick takes
place. The configuration for two-step picking is found using the navigation
path: IMG + Logistics Execution « Warehouse Management » Interfaces »
Shipping - Define 2-Step Picking.

Allow Addition to Existing Stock Indicator

setting this indicator allows material to be added to the existing stock of the
same material in the same storage bin. This is only true if the characteristics
of the two quantities of material are the same. If the storage-type table does
not allow additions to existing stock for this storage type, the indicator is
redundant.

Figure 5.5 shows the data relating to palletization and storage bin stock,
which are described in further detail next.

5.3.3 Palletization Data

Palletization is used in storage unit handling within the WM module. The
process uses pallets to store and move material in the warehouse. The Pal-
letization data section determines how the material should be entered into
stock. The material may be able to be placed into storage in different ways
depending on what storage unit type is being used.

Loading Equipment Quantity/Unit of Measure

The LE quantity entered here is the amount of material to be placed on to the
storage unit type. The storage unit type (SUT), described in this section, is the
entity that is used to store some material in the warehouse. This field deter-
mines the quantity of material that can store on it.
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Figure 5.5 Fields of the Warehouse Management 2 Screen in the Aaterial Master

Storage Unit Type

The storage unit type (SUbBT) is a description of how the material is stored in
the storage bin. For example, some bins may not be able to allow a full pallet
due to height restrictions, but a half-pallet may fit. Therefore, the warehouse
can define a storage unit type that defines a half-pallet and the quantity of
the material that can fit on that half-pallet.

Suppose that for material XYZ, 30 boxes are equivalent to one half-pallet. The stor-
age unit type is configured in the IMG and has to be activated in each warehouse
before it can be used. There is a definition of the storage unit type for each plant.
The configuration can be made using the navigation path IMG « Logistics Execu-
tion « Warehouse Management » Master Data « Material + Define Storage Unit

Types.

5.3.4 Storage Bin Stock

The Storage bin stock information entered in the warchouse screen is used
for calculation in WM bin replenishment.
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Storage Bin

The storage bin is the lowest level of storage defined in the warehouse. The
Storage bin field allows the warehouse user to enter a storage bin that this
material will be added to for the plant/storage type combination. Selecting
F4 shows the options for the empty storage bins.

Maximum Bin Quantity

This value can be entered to define the maximum quantity of this material
that can be entered into any storage bin defined in the storage type. The
quantity is defined in the base unit of measure, not the WM unit of measure.

Control Quantity

The Control quantity can be entered to define for this storage type the
amount of material that reaches the level where stock removal can take
place. Similar to the Maximum bin quantity, this Control quantity is in the
material base unit of measure.

Minimum Bin Quantity

This field allows the warehouse users to define a minimum quantity that can
be stored in the bin locations for this storage type. This makes efficient use of
storage bins. For example, if the material is small, the maximum bin quantity
is high, and no minimum quantity is set, then there could be many bins con-
taining small amounts of stock. Entering a minimum bin quantity allows the
bin to be used efficiently and minimizes picking. Like the other quantities,
the Minimum bin quantity is recorded in the base quantity unit.

Replenishment Quantity

The Replenishment qty field is defined to suggest the quantity that should be
placed in the storage bin. Like the other quantities, the Replenishment qty is
recorded in the base quantity unit,

Rounding Quantity

This quantity is used if the material is subject to the quantity-dependent
picking strategy. The Rounding qty field is the figure that the picking quan-
tities are rounded down to for this material/storage type combination. This
quantity is also defined in the base unit of measure.

The next section examines the Material Master screens for the QM fields on
the Material Master. Data on this screen should only be entered if your client
is using the QM module.

146



Quality Management Data | 5.4

5.4 Quality Management Data

The Quality management data screen allows the quality department to
define the basic quality requirements for the material at each plant level. Fig-
ure 5.6 shows the fields of the Quality management screen for the Material
Master,

5.4.1 General Data

The General data section of the screen shown Figure 5.6 allows the entry of
specific quality management data, including unit of measure, inspection
interval, and the documentation indicator.

Figure 5.6 CQuality Management Screen for the Material Master

Inspection Setup

The Inspection setup indicator is set if 2 QM inspection setup already exists
for this material/plant combination. If the quality inspection user wants to
enter the inspection setup information for this material at this plant, there is
a button to the right of the indicator that will bring up the inspection entry
screen. The screen allows a number of inspection types to be entered, such as
Goods Receipt Inspection and Stock Transfer Inspection.

147



5 I Material Master Data - Part 2

Post to Inspection Indicator

This indicator can be set to force material to be posted to inspection stock.
This indicator is copied into the purchase order. However, this indicator is
ignored if an inspection type that is stock-relevant—in other words, an inspec-
tion due to stock movement—has been entered in the inspection setup.,

Material Authorization Group for Activities in QM

The QM material auth. field allows the quality department to add a layer of
security to the quality information of each material. The authorization group
that can be entered in the field will check to see if a quality inspection user
has the correct authorization to view the information. The authorization
group is defined in configuration via the navigation path IMG - Quality Man-
agement « Environment « Central functions « Authorization Management »
Define Authorization Group and Digital Signature.

Document Required Indicator

After the indicator is set, it causes the system to record any changes to
inspection lots or usage decisions. These status changes are recorded in
change documents and can be viewed in the status history for the material.
The status can be viewed by using the keys shift - F4.

Inspection Interval

This field allows the quality department to enter the number of days
required between inspections of the material at this plant. This figure is cop-
ied to the batch record when a batch is created.

Catalog Profile

This field reflects a value that is relevant in quality notifications. The catalog
profile is defined in configuration using the navigation path IMG - Quality
Management + Quality Notifications - Notification Creation - Notification
Content « Define Catalog Profile.

5.4.2 Procurement Data

The procurement data on the Quality management screen of the Material
Master allows the material to be flagged for quality checks in procurement.

QM in Procurement Indicator

The QM proc. active indicator switches on the quality-management aspect of
procurement. This can be activated at a plant level or a client level. If acti-
vated at a client level, then the QM Control Key field should be defined also.
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QM Control Key

The Control Key can be defined during configuration and determines how a
material is affected by quality during the procurement cycle. The control key
can determine the following:

» If technical delivery terms must exist as a document

» If a quality assurance document must exist between the company and the
vendor

» If a valid purchasing information record must exist
» If a quality certificate is required from the vendor on each shipment

» If a block can be put in place against the invoice

Certificate Type

The quality certificate can be required by the quality department for each
goods receipt item or purchase order item concerning certain materials from
the vendor. There can be many different certificate types defined in configu-
ration. The navigation path is IMG « Quality Management « QM in Logistics
QM in Procurement - Define Keys for Certificate Processing - Define Certifi-
cate Types.

Target QM System

The Target QM system field allows the quality department to define the type
of QM system it requires from vendors. For example, the quality department
may require that the vendors for the material have an 1SO 9001 certification
for their sites. The configuration in QM can define the requirements and in
addition determine what rating vendors can achieve through the quality
department’s evaluation.

The configuration for the target QM system can be found in Transaction
OQB7 or via the navigation path IMG » Quality Management « QM in Logis-
tics « QM in Procurement » Define QM Systems.

The following section describes the fields entered on the Material Master
when the material is to be produced. The material requirements planning
(MRP) screens allow the production staff to enter the basic data required for
the production of this material specific to the plant.

5.5  Material Requirements Planning Data

The MRP data is divided over a number of screens in the Material Master.
Figure 5.7 shows the first of these screens. The number of screens may
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depend on the version of SAP you are working on. The diagrams in this book
all refer to the ECC 6.0 version of SAP.

The information on the MRP screens is important in how material is made,
planned, and produced within the plant. Some of the fields from the screens
have been discussed in previous sections.

Figure 5.7 shows the MRP 1 screen for the Material Master. This screen
allows data to be entered for the material/plant combination.

intshied Product 1420

Figure 5.7 First MRP Data-Entry Screen

5.5.4 General Data

The General Data section contains some fields already entered such as unit
of measure, but it also includes the MRP group and the ABC Indicator fields.

MRP Group
The MRP group field is a combination of special control parameters specific
to the total planning run. The MRP group is created at plant level and
assigned to materials with similar needs for these parameters.
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The MRP group is created in Transaction OPPR or via the navigation path
IMG + Production « Material Requirements Planning - MRP Groups « Carry
Out Overall Maintenance of Material Groups.

Figure 5.8 shows the fields available to modify for the MRP group.

Figure 5.8 MRF Group Parameters

ABC Indicator

The ABC Indicator field allows a determination to be made based on con-
sumption criteria. The higher the consumption, the more important the
material is and the earlier in the alphabet is its indicator. The SAP system pre-
defines the indicators A, B, and C, but it is possible to define other indicators.

The ABC Indicator can be configured using the navigation path IMG - Logis-
tics - General - Material Master - Settings for Key Fields « Define ABC Indi-
cator.
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5.5.2 MRP Procedure

The MRP procedure fields allow the entry of the MRP Type, MRP Controller,
and other ficlds necessary for the MRP function.

MRP Type
The MRP Type field is a key to a procedure that is used to plan a material and
to control which MRP parameters can be maintained for the material.

SAP predefines a number of MRP types, but it is possible to create new MRP
types in configuration. Table 5.1 shows these standard MRP types and their
descriptions.

PD Standard MRP

VB fManual reorder point planning

VM Automatic reorder point planning

V1 Automatic reorder point planning (including external requirements)
V2 Automatic reorder point planning (without external requirements)
A Forecast-based planning

D Mo planning

Table 5.1 5AF Standard MRF Types

The planning department can create new MRP types using configuration via
the navigation path IMG » Production + Material Requirements Planning -
Master Data « Check MRP Types.

Reorder Point

This field is used only for reorder point planning. Reorder point planning
uses the reorder point to indicate to MRP that the material needs to be
included in the next planning run when a requirement will be produced. The
production staff will determine the reorder level and enter it into the Mate-
rial Master. The reorder level can be calculated in a number of ways. For
example, the reorder point can be calculated as the safety stock level plus the
forecasted demand for the material during its replenishment lead-time.

Planning Time Fence

The planning department, to create a period of time when there are no auto-
matic changes to the master plan, enters a value for the Planning time fence.
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Planning Cycle

The Planning cycle field reflects a planning calendar that determines when
material is ordered and planned. For this data to be relevant, the material
must be assigned an MRP type that allows time-phased planning. The plan-
ning cycle can be configured for the specific planning department. To config-
ure the planning calendar, use the navigation path IMG - Production - Mate-
rial Requirements Planning - Master Data - Maintain Planning Calendar.

MRP Controller

The MRP Controller ficld reflects a person or persons who are responsible
for the planning of the material. The MRP controller can be configured via
the navigation path IMG « Production - Material Requirements Planning -
Master Data - Define MRP Controllers.

5.5.3 Lot Size Data

On this screen, there are a number of lot size fields that can be entered such
as minimum and maximum lot sizes, if these are relevant for the material.

Lot Size

The Lot Size field defines the lot-sizing procedure. The procedure calculates
the reorder quantity in the planning run. The lot size can be defined for
short-term and long-term periods. The production department will deter-
mine what lot-size calculation is required for the material. The lot-size calcu-
lation can be configured in Transaction OMI4 or via the navigation path IMG
+ Production » Material Requirements Planning - Planning » Lot-Size Calcula-
tion « Check Lot-Sizing Procedure.

Minimum Lot Size
The planning department can enter this field to determine this material's
minimum lot size for procurement.

Maximum Lot Size

This is the material's maximum lot size for procurement. This value is used
in the lot-size calculation for production orders.

Fixed Lot Size

The Fixed lot size field is the amount of the material that is ordered if there
is a shortage of the material. If the fixed lot size is less than the shortage, then
multiples of the fixed lot size will be ordered to cover the shortage.
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Maximum Stock Level

This field is only used if the Lot Size field value HB (replenish to maximum)
has been entered for this material. This field determines the maximum level
of stock for this material at the plant.

Ordering Costs

These costs are only used with the optimum lot-sizing procedure and repre-
sent the cost of producing or purchasing the material above the normal pur-
chasing costs. The system assumes the currency is the same as the currency
used for the plant,

Storage Costs Indicator

This field is used only with the optimum lot-sizing procedure. It is defined as
the cost of storing material based on the quantity and the unit price.

Assembly Scrap

The Assembly scrap (%) field allows entry of the amount of scrap that nor-
mally occurs during the assembly of a material. The percentage scrap will
allow the lot-size calculation to increase to allow for the scrap. A value
should only be entered if this material is an assembly.

Takt Time

Takt is the German word for the baton used by an orchestra conductor to
regulate the speed at which musicians play. Production uses takt time as the
rate that a material is completed. If the Takt time field is defined as four
hours, that means every four hours a complete material is produced.

The second MRP screen, as shown in Figure 5.9, allows the entry of material
data for procurement, such as Procurement type and the Backflush indica-
tor; scheduling, such as In-house production and Planning calendar; and net
requirements calculations, such as Safety Stock of the material.

5.5.4 Procurement

The first section of data fields on the second MRP screen in the Material Mas-
ter refer to how material can be procured for production.

Procurement Type

The Procurement type field describes how a material is procured. The mate-
rial can be purchased externally from a vendor, produced in-house via a pro-
duction order, or both produced and purchased.
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Figure 5.9 Second MRP Data Entry Screen

Batch Entry

The Batch entry key is used to identify where the batches have to be entered
in the production process. Three options are available for the Batch entry
field:

» Manual Batch Determination at release of order

» Batch Not Required in Order; confirmation required
» Automatic Batch Determination upon release of order

Special Procurement

The Special procurement field is configured to describe a procurement sce-
nario. The key can determine the procurement type, procurement from
another plant, and BOM characteristics. The configuration of the special pro-
curement field can be found via the navigation path IMG - Production -
Material Requirements Planning « Master Data « Define Special Procure-

ment Type.
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Production Storage Location

If the material is produced in-house, the storage location entered in the Prod.
stor. Location field is used in the planned or production order. It also is used
for backflushing purposes.

Default Supply Area

The Default supply area field is used for KANBAN operations. The default
supply area is a defined interim storage area, which supplies material to the
production eperation. The supply area is not part of configuration and can be
defined in Transaction PKO5 or via the navigation path SAP Menu - Logistics
» Production » KANBAN - Supply Area » Maintain.

Storage Location for External Procurement

The storage location for external procurement (Storage loc. for EP) field is
used as the storage location defaulted into the planned order for material
procured externally.

JIT Delivery Schedule
This indicator can be set to allow a JIT delivery schedule to be generated as
well as the forecast schedules for this material.

Co-Product Indicator

A co-product is a material generated by the production process that has the
composition or characteristics of a manufactured product or raw material.
The Co-Product field indicates whether this material can be used as a co-
product.

Bulk Material Indicator
This indicator, if set, defines the material as a bulk material for BOM pur-
poses.

5.5.5 MNet Requirements Calculations

The net requirement calculations are for the safety stock amounts that are
active for a material at a specific plant. For example, depending on the spe-
cific production facilities at each plant and the location of key vendors, the
values of safety stock, minimum safety stock, and service level may be very
different for each plant in the company.
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Safety Stock

The purpose of Safety Stock is to ensure that there is no material shortage for
production. The safety stock level is designed to offset any unexpected
increase in demand.

Service Level
This percentage field is used in the calculation of safety stock. A low Service
level percentage will reflect in a low safety stock level.

Minimum Safety Stock

The minimum safety stock level (Min. safety stock) is the lower limit of the
safety stock range. This should only be used by the planning department in
forecasting and calculating of safety stock.

Coverage Profile

The Coverage profile field defines parameters used in the calculation of
dynamic safety stock. The dynamic safety stock is calculated using daily aver-
age requirements and the range of coverage. The coverage profile can be
found in Table T438R. The coverage profile can be configured via the navi-
gation path IMG - Materials Management - Consumption-Based Planning -
Planning - MRP Calculation « Define Range of Coverage Profile.

Safety Time Indicator

The safety time indicator (Safety time ind.) allows the user to define the
mechanism for safety time. Two indicators can be used. The first allows the
safety time to be active for all requirements; the second is just for indepen-
dent requirements. The safety time is when the MRP requirements can be
brought forward. This inserts a time buffer to allow more time for the deliv-
ery of materials, among other things.

Safety Time/Actual Coverage
The Safety time/act.cov field contains the value that is the actual time that
the MRFP requirements are brought forward. The figure is the number of
actual coverage in workdays.

Period Profile for Safety Time

In defining safety time, it can be more useful to employ a period profile,
given that requirements fluctuate at different times of the year. In configura-
tion, the user can create a safety time based on the dates the user enters for
each period. The user can also create a number of safety time-period profiles.
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The configuration can be completed in Transaction OMOD or via the naviga-
tion path IMG - Materials Management « Consumption-Based Planning »
Planning - MRP Calculation - Define Period Profile for Safety Time.

The third MRP screen on the material master, shown in Figure 5.10, allows
the entry of forecast, planning and availability check information.

Figure 540 Third MRP Data Entry Screen

5.5.6 Forecast Requirements

The Forecast Requirements section contains three fields: the Period Indica-
tor, the Fiscal Year Variant, and the Splitting indicator.

Period Indicator

The Period Indicator field specifies the time period for which the consump-
tion values are held for forecasting. The normal time period is one month,
which is the SAP default if this field is left blank. This field is also displayed
on the Forecasting Data screen.
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Fiscal Year Variant

The Fiscal Year Variant is an accounting-defined field that describes the vari-
ant for the fiscal year, that is, the number of posting periods. The fiscal year
variant can be seen in Table T0O09 and configured using Transaction code
OB37 or via the navigation path IMG - Financial Accounting - Financial
Accounting Global Settings - Fiscal Year - Maintain Fiscal Year Variant. This
field is also displayed on the Forecasting Data screen.

Splitting Indicator

The Splitting indicator is an important function within forecast-based plan-
ning. The forecast for a material may determine that production needs to
manufacture 1,000 units per month for the next six months. However, the
planning function needs to split this into smaller time intervals. It may
require the planning run to determine the number of units required to be
produced each day for the first month, then weekly for the second month,
and then monthly after that. To do this, a splitting indicator can be defined in
configuration that determines the number of days, the number of weeks,
and the number of forecast periods required.

This configuration can be found using the navigation path IMG « Production
+ Basic Data - Material Requirements Planning - Forecast - Define Splitting of
Forecast Requirements for MRP.

5.5.7 Planning

This part of the screen allows the entry of a number of fields regarding the
planning of the material at the specific plant.

Strategy Group

Strategy group is a field that groups planning strategies. The strategies used
in planning are usually predefined in SAP. Examples of strategies include 20
- Make to Order Production, 30 - Production by Lot Size, and 70 - Planning
at Assembly Level.

The strategy group is defined with a main strategy and then can have up to
seven other strategies as part of that group. For instance, the strategy group
33 may have its main planning strategy defined as 30 - Production by Lot
Size and then have 40 - Planning with Final Assembly defined as part of the
group. The configuration for the strategy group can be found using the nav-
igation path IMG « Production - Basic Data - Material Requirements Plan-
ning + Master Data - Independent Requirements Parameters = Planning
Strategy - Define Strategy Group.
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Consumption Mode

The Consumption mode is simply the direction in which the system con-
sumes requirements. In backwards consumption, the consumption of the
planned requirements accurs before the requirement date. In a forward-con-
sumption system, consumption occurs after the requirement date.

Backward Consumption Period
The Bwd consumption per. field is a figure that relates to consumption
mode. If the consumption mode is defined as backwards consumption, then
this field can be defined to the number of workdays that consumption
should be carried out. The backward consumption period can last up to 999
workdays from the current date.

Forward Consumption Period

The Fwd consumption per. field also relates to consumption mode. If the
consumption mode is defined as forward consumption, then this field can be
defined to the number of workdays that consumption should be carried out.
The forward consumption period can last up to 999 workdays from the cur-
rent date.

Mixed MRP

The Mixed MRP field can identify the material as being available to one of
three options: subassembly planning with final assembly, gross require-
ments planning, or subassembly planning without final assembly.

Planning Material

The Planning material field can be used when the material has a bill of mate-
rials that contains variant and nonvariant parts. Using another material (the
planning material), the planning department can plan the nonvariant parts.
When planning runs, the planning material is not produced but is only used
to plan the nonvariant parts. This planning strategy is called planning with a
planning material.

Planning Plant

The Planning plant field reflects the plant that is associated with the plan-
ning of the material. The material is planned to be goods receipted into this
plant.

Conversion Factor for Planning Material

If the regular material and the planning material do not have the same unit of
measure, a conversion is needed. The Pling conv. factor field holds a 10-
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character string and can be defined as appropriate. If the field is blank, the
system assumes that the conversation factor is one.

5.5.8 Availability Check

This section allows the review of the availability check that has been identi-
fied on other entry screens and the addition of total replenishment lead time
and cross project materials,

Total Replenishment Lead Time

The Tot. repl. lead time field reflects the time, in workdays, that it will take
before the material is available to be used or sold. This field is not a system
calculation but should be the sum of the total in-house production times and
the planned delivery times. This field should be entered if the planning
department wants it to be part of the availability check.

Cross-Project Material Indicator
This indicator allows the user to take into account all project stock or just the
one project segment.

Figure 5.11 Fourth MRP Data Entry Screen
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The fourth MRP screen, shown in Figure 5.11, shows the BOM explosion
data, such as component scrap percentage; information for discontinued
parts, such as follow-up material; repetitive manufacturing, assemblies, and
deployment strategy, such as REM profile; and storage location MRP, such as
storage location MRP indicator,

5.5.9 Bill of Materials Explosion/Dependent Requirements

The information in the bill of materials section includes the selection
Illf.‘T.l'I'Dd. CDII'IPD-HEI'H. SCI'EP, Eil'kd rcquir{'ments gfﬂl.ll].

Selection Method

The Selection method determines the way in which alternate bill of materials
(BOMs) are selected during MRF. There are four selection methods to choose
from:

» Selection by Order Quantity
Alternative BOM is chosen by lot size.

» Selection by Explosion Date
Alternative BOM is chosen by date.

» Selection by Production Version
Alternative BOM is defined in production version.

» Selection by Only Production Version
If no production version exists, then no production orders are created.

Component Scrap

The Component scrap figure is a percentage needed to calculate the correct
figure for component stock in MRP. This field is needed if the material is a
component in a BOM. If a BOM for a finished material needs 400 units of
material X, and material X has a component scrap figure of 10%, then the
actual figure needed is 110%, that is, 440 units of material X. This figure is
not used if it is defined in the BOM.

Individual or Collective Requirements

The Individual/coll. indicator allows the planning department to determine
whether this material is relevant for individual or collective requirements, or
for both. Individual requirements are the quantities of the material that are
shown separately. The collective requirements are quantities of the material
that are grouped together.
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Requirements Group
The Requirements group field can be set to allow the system to group
together the material requirements for the material on a daily basis.

MRP Dependent Requirements
This indicator is used for make-to-stock materials and assemblies. The indi-

cator can be set to indicate that the materials-dependent requirements are
relevant for MRP.

5.5.10 Discontinued Parts

If the material is to be discontinued, data regarding the discontinuation can be
added in this section. In many industries, you will find materials that are dis-
continued. For example, companies that manufacturer and sell computer net-
work cards are continually updating and improving technology. Their prod-
ucts are frequently discontinued, and replacement products are introduced.

Discontinuation Indicator

The Disontin. ind. indicator is used when a material is being discontinued.
For MRP purposes, the system needs to know whether this material has
dependent requirements. This indicator can be set to 1 for a single level
material and to 3 for dependent requirements.

Effective-out Date

The Eff.-out field reflects the date by which the inventory of the discontin-
ued material will be at zero. At this time, the follow-up material will be used
in its place.

Follow-Up Material

This is the material number of the material that will take the place of the dis-
continued material on the effective-out date.

5.5.11 Repetitive Manufacturing/Assembly/Deployment Strategy

Information in this section relates to the repetitive manufacturing, assem-
blies, and deployment strategy.

Repetitive Manufacturing Indicator

This indicator allows the material to be considered in repetitive manufactur-
ing. If this indicator is set, a repetitive manufacturing profile also must be
entered for the material.
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Repetitive Manufacturing Profile
The repetitive manufacturing profile (REM profile) is configured but allows
the production user to determine some of these issues:

» Error correction for use during backflushing

L

Goods issue backflushing at goods receipt

Planned order reduction

L

» Which movement types are used

The repetitive manufacturing profile can be configured using the navigation
path IMG « Production + Repetitive Manufacturing + Control Data - Define
Repetitive Manufacturing Profiles.

Action Control

The Action control field defines what actions occur and in what sequence
they will occur for a planned order. The planning department can define this
field in configuration to create actions that can occur during the planned
order.

The action keys combined to make up the action control are defined in con-
figuration using the navigation path IMG - Production - Material Require-
ments Planning - Procurement Proposals « Planned Orders « Action for
Planned Order » Define Action Keys.

Table 5.2 shows the keys and actions predefined in SAP.

BOME Explode BOM

BEAMA Explode BOM, check material availability

NEMA Check material availability; no BOM explosion

MAAY Check material availability; BOM explosion if necessary
RSAMA Reset availability check

SCHE Schedule planned arder

CPOD Change planned order

PRNT Print companent list

ZZxx User-defined action

Table 5.2 Action Keys Predefined in SAP
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The action control can be defined by selecting these action keys. The config-
uration can be found using the navigation path IMG « Production « Material
Requirements Planning « Procurement Proposals - Planned Orders - Action
for Planned Order - Define Action Control.

Fair Share Rule

This field is maintained if the company has implemented, or will implement
distribution requirements planning (DRP). This field allows the planners to
determine a rule for materials deployment when demand exceeds supply.

Push Distribution
This field is maintained for DRP. If the material is in surplus, the planners
can define whether the material is to be subject to push or pull distribution.

5.5.12 Storage Location MRP

The data in this section relates to when a storage location is planned sepa-
rately or excluded from plant MRP.

Storage Location MRP Indicator

The SLoc MRP indicator field allows the entry of an indicator to exclude the
material in this storage location from MRP procedures. If this field is left
blank, then the stock, requirements and receipts are included in MRP at
plant level. If storage location stock is planned separately, the storage loca-
tion is replenished with goods if the stock falls below the reorder point,
which is entered in this section.

Special Procurement Type at Storage Location Level

The Spec.proc.type: SLoc field defines the procurement type for the material
specifically at the storage location level. The values in this field are found in
Table T460A. The configuration for the values used in this field can be found
using the navigation path IMG - Production - Material Requirements Plan-
ning - Master Data » Define Special Procurement Type.

Reorder Point for Storage Location MRP

Unlike other reorder points, this is specifically for storage location MRP. If
the material falls below this reorder quantity, SAP will enter the material in
the planning file at the storage location level.
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Replenishment Quantity for Storage Location MRP

This field is the quantity that must be ordered or produced in the case of a
storage location shortage. This process will lead to a stock transfer reserva-
tion within the plant when a planning run is carried out, and the replenish-
ment quantity is transferred from the plant to the storage location.

The MRP screens examined in this section contain a large amount of infor-
mation that may be required when material is to be produced in-house.
Check with the production staff to ensure that the correct information is
entered. The next section examines the information entered into the
Accounting data screen of the Material Master.

5.6  Accounting Data

The first Accounting data entry screen in the Material Master (shown in Fig-
ure 5.12) allows the accounting department to enter the valuation and price
data needed for inventory transactions.

Figure 5.12 Accounting Data Screen 1 in the Materlal Master
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5.6.1 General Data

The General data on the first accounting screen displays some information
that has been entered on other Material Master screens, such as base unit of
measure.

Valuation Category

This field determines whether the material is subject to split valuation. The
term split valuation means that the material can be valuated in different
ways. An example of split valuation is the valuation of batches separately. An
example of where batches may be valuated differently is in the chemical
industry where batches of the same material may have a different number of
days left before the batches expire. A batch with only 10 days before expiry
may be valuated differently from a batch that has 100 days left before expiry
because the batch with only 10 days left of shelf life could only be sold at a
discount price.

ML Active

The ML act. indicator shows if the material ledger has been activated for this
material. The material ledger is the basis of actual costing. It enables material
inventories to be valuated in multiple currencies and allows the use of differ-
ent valuation approaches.

5.6.2 Current Valuation

The Current valuation section is where the valuation class is determined for
the material at the specific plant and the price of the material, either standard
Or moving average.

Valuation Class

The Valuation Class field is a mechanism to assign a material to the G/L
accounts. These G/L accounts are updated when material movements occur
that are relevant to accounting. The valuation class is assigned to a material
type, via configuration.

The valuation class can be configured in Transaction OMSK or via the navi-
gation path IMG - Materials Management - Valuation and Account Assign-
ment » Account Determination » Account Determination without Wizard -
Define Valuation Class.

Valuation Class for Sales Order Stocks

The accounting department has the option of entering a different valuation
class for sales-order stock in the VC: Sales order stk field.
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Valuation Class for Project Stock

As with the valuation class for sales-order stock, the accounting department
can enter a different valuation class for project stock in the Proj. stk val. class
field.

Price Control
The Price control field is used in the valuation of the stock. The two options
are average moving price (V) and standard price (S).

Price Unit

The number entered in the Price Unit field is the number of units that the
moving price or standard price relates to. Therefore, if the standard price for
material XYZ is USD 3.24, and the price unit is 1000, then the actual cost per
unit is USD 0.00324. The price unit is important when entering materials
with very small prices because it can prevent rounding errors if the number
of decimal places in a report is not sufficient.

Moving Price

The moving price, more often called the moving average price, is calculated
by dividing the material value by the total stock. This price changes with
each goods movement that is relevant for valuation. The accounting depart-
ment can make an initial price entry if the Price control indicator is set to V
for Moving price. This field is also referred to as the periodic unit price if the
material ledger is active.

Standard Price

The Standard price field is a constant; once entered, it does not fluctuate. It
does not take into account invoice prices or any other price-altering move-
ments. The standard price can be entered when the Price control indicator is
set to § for Standard price.

Future Price

The Standard price can be changed through an entry in the Future price
field. The future price is entered in the field and will become valid from the
date that it is entered in the valid from field.

The second accounting screen (see Figure 5.13) shows theDetermination of
lowest value and LIFO data sections.
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Figure 5.43 Accounting Data Screen 2 in the Material Master

5.6.3 Determination of Lowest Value

This section contains the fields for three Tax price and three Commercial
price fields, as well as the Devaluation ind. and Price unit. fields.

Tax Price

This field is not used in the United States but is used in some countries. Ask
your accounting department if this field is used in your country. This field is
available for entering the price of the material for tax purposes.

Commercial Price

This field is also not used in the United States but is used in some countries.
Ask your accounting department if this field is used in your country. This
field is available for entering the price of the material for commercial valua-
tion purposes.

Devaluation Indicator

The Devaluation ind. value can be entered into a Material Master if the com-
pany feels that the material is a slow or nonmoving item. The accounting
department can configure a number of indicators for each material type per
company code that has a devaluation percentage attached.

The indicator can be changed to increase or decrease the devaluation per-
centage depending on the movement of the material stock. The indicators
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can be configured through Transaction OMWSEé or via the navigation path
IMG - Materials Management « Valuation and Account Assignment « Balance
Sheet Valuation Procedures - Configure Lowest-Value Method - Price Deduc-
tions Based on Non-Movement - Maintain Devaluation by Slow/Non-Move-
ment by Company Code.

5.6.4 LIFO Data

The two fields in this section are the LIFO/FIFO-relevant indicator and the
LIFOD pnnl field.

LIFO/FIFO-Relevant

If this indicator is set, it means that the material is subject to LIFO and FIFO
valuation.

LIFO (last in, first out) valuation for stock implies that as new stock comes in
and then moves out first, the old stock does not change in value, and there is
no over-valuation of the older stock.

FIFO (first in, first out) valuation calculates the valuation of the stock based
on the price of the last receipt. Although this is the most realistic valuation,
it can over-valuate older stock,

LIFO Pool

The LIFO pool field is ignored if the material is not LIFO relevant. The LIFO
pool field can be configured to define a group of materials that can be valued
together. The LIFO pools can be configured in Transaction OMW2 or via the
navigation path IMG « Materials Management - Valuation and Account
Assignment » Balance Sheet Valuation Procedures - Configure LIFO/FIFO
Methods » LIFO « Configure LIFO Pools.

The accounting screens examined in this section contain specific information
that is important when the material is valuated. Check with the accounting
staff to ensure that the correct information is entered. The next section
examines the information entered into the Costing screen of the Material
Master.

5.7 Costing Data

The Costing data screens of the Material Master, shown in Figures 5.14 and
5.15, allow the costing department to enter costing information for the
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material. Some of the fields on this screen have been discussed in previous
sections.

- J ]
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Figure 5.14 First Costing Data Entry Screen for the Material Master

5.7.1 General Data
The General data section contains the following fields.

Do Not Cost

This field should be selected if the material will not have a material cost esti-
mate, a sales order cost estimate, or a procurement alternative. The material
will also be unable to be part of a BOMs explosion.

With Quantity Structure

The costing of materials can be performed with or without a quantity structure.
If your client costs materials with quantity structure, turn on this indicator. If
your client costs materials without quantity structure, do not turn on this indi-
cator. If this indicator is not set, the planned costs for the material are calculated
using the cost estimate without quantity structure. Check with the client's staff
working on costing of materials to ensure this field is set correctly.
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Origin Group

The Origin group field is used to subdivide overhead and material costs, The
material can be assigned to an origin group, and overhead costs are assigned
to different origin groups at different percentage rates or at a flat cost.

Material Origin
The Material origin indicator should be set when the costs incurred need to

be updated under a primary cost element and with reference to the material
number.

Overhead Group
The costing Overhead Group field applies overhead costs from the costing
sheet of a production order to materials in that group.

5.7.2 Quantity Structure Data

Some of the fields in the Quantity structure data section have been
explained in the descriptions of previous screens, such as BOM Usage and
Alternative BOM.

Group

A Group or sometimes called a task list group, can combine production pro-
cesses that are similar and are for similar materials. It can be used to group
task lists for varying lot sizes.

Group Counter
Combined with the group, the Group Counter identifies a unique task list for
the material. A task list describes the steps needed to produce a material or
perform an activity without reference to an order. The task list is comprised
of a header, operations, material component allocations, PRT, and inspection
characteristics.

Task-List Type

This field identifies the task list type, that is, whether the task list is for rout-
ings, rate routings, standard networks, and so on. The task list type can be
maintained using Transaction OP8B or via the navigation path IMG - Produc-
tion » Basic Data » Routing + Control Data » Maintain Task List Types.

Costing Lot Size
This field allows the product costing department to enter a lot size for the
material that would be used in the product cost estimate.
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The first section of the second costing screen (see Figure 5.15) is the Stand-
ard Cost Estimate, which shows future, current, and previous prices.

Figure §.15 Second Costing Data Entry Screen for the Material Master

5.7.3 Standard Cost Estimate

The standard cost estimate is the most important type of cost estimate in
material costing. This type of cost estimate forms the basis for profit plan-
ning or product costing. The standard cost estimate is created for each mate-
rial at the beginning of the company's fiscal year.

Planned Price

The Planned price field allows the entry of a marked standard cost estimate
for a future price for the material. When a standard cost estimate for a mate-
rial is marked, the cost calculated in the standard cost estimate is written to
the Material Master record as the future planned price. A standard cost esti-
mate must be marked before it can be released to the material. This is not the
same as the three planned price fields in the Planned Prices section.

Standard Price
The value in the Standard price field means that all goods movements are
valuated at that same price.
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5.7.4 Planned Prices

This part of the screen allows the costing user to add three planned prices to
the Material Master and the dates on which those prices become valid.

Planned Price 1
Subsequent to the planned price from the standard cost estimate, three other
planned prices can be added to the Material Master that can be used for
product costing. When the price becomes valid, by date, the price is used in
product costing.

Planned Price Date 1

This is the date on which the planned price 1 becomes valid to be used by
product costing.

The Costing screens contain a number of fields that are not familiar to the
MM consultant, so you should contact the costing analysts to ensure that the
data entered in the Material Master is correct.

5.8  Summary

This chapter discussed the elements that make up the Material Master file.
When you first encounter the SAP Material Master file, it might seem daunt-
ing. Other inventory or integrated systems have item master files that are a
fraction of the size of the Material Master. This is important when bringing
on legacy systems.

When converting item master files into the SAP Material Master, it is com-
mon for the legacy master files to only hold a small number of the necessary
fields for the Material Master. Most companies spend a great deal of time
constructing data for the Material Master.

Therefore, it you intend to be involved in the Material Master and assisting
in this type of project, it is prudent to learn about the Material Master struc-
ture and the implications of entering or not entering information into Mate-
rial Master fields.

Another master file is examined in Chapter 6, the Vendor Master file. The
vendor is the company who supplies materials and services. The information
contained in the Vendor Master file allows the purchasing department to
purchase from and pay the vendor.
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The Vendor Master is as important to the accounting staff as it to
those in purchasing. The vendor's relationship with any company is
twofold; negotiating price and supplying material through purchas-
ing, while invoicing and receiving payment through accounts
payable.

6 Vendor Master Data

The Vendor Master is a collection of data that fully describes the vendor's
relationship with the company. The vendor normally will have an initial rela-
tionship with the purchasing department. Purchasing may have selected the
vendor through its response to a request for quotation or because it is the
sole vendor for a required material. However, before a vendor is authorized,
the accounting department will ensure that the information it requires is
available and satisfactory.

Just as a Material Master record is not complete until all relevant depart-
ments have entered their data, the Vendor Master is not complete until both
the accounting and purchasing departments have entered their information.

The Vendor Master can be created using three transactions, each of them giv-
ing different views of the data to be entered for the vendor:

» XK01
Create Vendor Centrally.

*» FKO1
Create Vendor via Accounting.

= MKO01
Create Vendor via Purchasing.

6.1 General Data

Transaction XKO1 enables accounting users to enter the Account group for
the vendor and either the Company code or purchasing organization (Purch.

175



& | Vendor Master Data

Organization), or both as shown in Figure 6.1. The vendor number may
need to be entered if the account group is defined as allowing only external
number assignment.

*® Create Yendor: Initial Screen

¥endor Edt Goto Exiras Erveorment System  Help
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Figure &4 Entry Screen for Transaction XKO1, Create Wendar

The Vendor Master can be created by referencing an existing vendor. To do
this, use the Reference section below the Account group field. This can be an
efficient method of creating vendors that may have the same or similar data.

6.1.1 Address Screen

The initial screen of the Vendor Master is the Address screen, shown in Fig-
ure 6.2. The information to be entered includes the vendor's Name and
address and communications data, including Telephone, Fax, and E-mail.

Title

This is the title for the vendor. If it is a company, then select the Company
option; otherwise, select the appropriate salutation. The titles for the busi-
ness address forms can be configured in the IMG via the navigation path
IMG - Flexible Real Estate Management « Address Management - Maintain
Texts for Form of Address.

Name

The Name of the vendor should be consistent to aveid duplicate vendor
entries. The purchasing department should create a template to follow so
that the vendor name always appears the same way as it is entered into the
Vendor Master. This will benefit the purchasing users during vendor
searches,
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Figure 6.2 Create Address Screen for the Vendor Aaster

Search Terms

The search term is used to find vendors. The entry of data into the Search
term 1/2 field can be structured so that purchasing users can easily remem-
ber the criteria for this type of search. For example, the policy may be to
enter a search term that is the first five characters of the vendor name plus
the two-letter country code for the vendor's country location. For these cri-
teria, the search term for Smith Brothers of London, England would be
SMITHGB, and Lakshmi Machine of Coimbatore, India would be LAKSHIN.
There is no case sensitivity for this field.

Street Address
The Street Address is the address of the vendor. The Country, Region, and
Postal code will be used to calculate the tax jurisdiction code. If connected to
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an external tax system, such as Vertex or Taxware, the transaction may vali-

date the address information that you enter to ensure that a valid tax juris-
diction code is obtained.

PO Box Address
Many companies use post-office boxes, and these fields allow that informa-
tion to be added to the Vendor Master.

Communication
The Communication fields should be kept up to date, as fax numbers and e-
mail addresses change at the vendor regularly.

6.1.2 Control Screen

The Control screen (shown in Figure 6.3 as Create Vendor: Control) allows
the accounting user to enter some general tax information and reference
data.

e Wendor: Control

Figure 6.3 Vendor Master Control Screen Allowing Tax Information Entries
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Customer

This Customer field allows the purchasing user to enter the customer num-
ber for the vendor, if the vendor is both a vendor and a customer of the com-
pany. For example, a paper-pulping company may be a vendor for paper
products to a particleboard manufacturer but also may be a customer for
scrap particleboard that it can use in pulp creation.

Trading Partner

If the vendor is part of an independent company that has been designated in
financial accounting for consolidation purposes, then it is possible to enter
that company in this field as a trading partner. The companies are configured
as internal trading partners in financial accounting. The navigation path is
IMG - Enterprise Structure - Definition - Financial Accounting « Define Com-

pany.

Corporate Group

The Corporate group key is used to combine vendors to enhance the search
capability. The group key is a 10-character string and is not configured.
Therefore, a policy for entering a group key must be established before any
vendor entry commences.

For example, a user might create a group key based on the characters having
meaning. This could be defined as the following:

v

Characters 1 and 2 - Country of vendor

v

Characters 3 and 4 - Industry Code

Y

Characters 5 through 7 — Minority Indicator

¥

Character 8 = ABC indicator

Characters 9 and 10 - Shipping Conditions

Tax Numbers 1 and 2

These fields allow the accounting user to enter the tax identification number,
or numbers, of the vendor. In the United States, this would be the Employer
Identification Number (EIN), or Social Security number if the vendor is an
individual. In France, this field would be the SIRET number; in Spain, the
NIF number: and so on for various countries.

Tax Type
The Tax type can be assigned to the vendor to identify its position regarding
sales- and use-tax responsibility.
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Jurisdiction Code
The tax jurisdiction code is either determined in SAP by the information
entered in the Address field or referenced from an external tax package, such
as VERTEX or Taxware. The tax jurisdiction code is valid only to vendors in
the United States.

Country-Specific Tax Fields

Some of the fields on the Vendor Master control screen are specific to certain
countries:

* Tax number type
Specific to Argentina.

» Equalizatn tax
Specific to Spain.

» Sole Proprietr
Specific to 11 countries, including Italy, Peru, and Mexico.

» Sales/pur. tax
Specific to countries that levy value-added tax (VAT).

* VAT Reg. No.
The VAT number for the vendor, which is important in EU countries.

» Fiscal address
Specific to Italy.

Global Location Number (GLN)

In the Create Vendor: Control screen, the option is to enter the 13-digit GLN
of the vendor. In SAP, the number is divided into three fields, Location no.
1, Location no. 2, and Check digit. The GLN is issued to a company to iden-
tify a legal, functional, or physical location within a business or organiza-
tional entity. GLNs are governed by strict rules to guarantee that each one is
unique worldwide. The identification of locations by GLN is required fort an
efficient flow of goods and information between trading partners through
EDI messages, payment slips, and so on. The GLN is often found as a bar
code on documents.

Industry Key

The Industry key is another grouping to allow similar vendors to be grouped
by industry. This field can also be found in Customer Master records. The
Industry key can be configured using the navigation path IMG - Sales and
Distribution » Business Partners » Marketing - Define Industry Sector for
Customers.
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Standard Carrier Alpha Code (SCAC)

The National Motor Freight Traffic Association (NMFTA) in the United States
maintains the Standard Carrier Alpha Code (SCAC). The NMFTA is a non-
profit membership organization with more than 1,000 motor-carrier mem-
bers, regulated by the U.S. Department of Transportation's Surface Transpor-
tation Board and various state and federal agencies.

The SCAC code is a four-letter string used to uniquely identify a shipping car-
rier. The SCAC code is frequently used in EDI, on the 856 Advance Ship
Notice, the 850 Purchase Order, and all motor, rail, and water-carrier trans-
actions where carrier identification is required. SCAC codes are mandatory
when doing business with all U.S. government agencies.

Certain groups of SCAC codes are reserved for specific purposes. Codes end-
ing with the letter U are reserved for the identification of freight containers.
Codes ending with the letter X are reserved for the identification of privately
owned railroad cars. Codes ending with the letter Z are reserved for the iden-
tification of truck chassis and trailers used in intermodal service.

Forwarding Agent Freight Group

This Forward Agent Freight group key (identified in Figure 6.3 as Car.freight
grp) is assigned to the forwarding agent to group together forwarding
agents. For example, the company's transportation department may decide
to group its freight forwarders by mode of transport. Therefore, the trans-
portation staff could configure three freight groups: rail, road, and shipping.
The freight groups are part of the determination of freight costs. The config-
uration for freight groups can be found via the navigation path IMG - Logis-
tics Execution « Transportation - Basic transportation Functions « Maintain
Freight Code Sets and Freight Codes « Define Forwarding Agent - Freight
Groups.

Service-Agent Procedure Group

The freight costs can be calculated as part of the pricing procedure. To calcu-
late the correct freight costs, the service-agent procedure group
(ServAgntProcGrp) has a range of forwarding agents assigned to it. The ser-
vice-agent procedure group is then assigned to a pricing procedure to calcu-
late freight costs. The group can be configured using the navigation path IMG
+ Logistics Execution - Transportation « Shipping Costs » Pricing + Pricing
Control - Define and Assign Pricing Procedures » Define Service Agent Pro-
cedure Group.

181

| 62



& | Vendor Master Data

Vendor's QM System

Many government agencies require that the quality management (QM) sys-
tems used by a vendor meet certain levels of verification. These verifications
are the level of certification of the system (i.e., ISO 2001, ISO 2002, etc.). The
verification levels can be configured in Transaction OQB7 or via the naviga-
tion path IMG « Quality Management - QM in Logistics + QM in Procurement
+ Define QM Systems.

QM System Valid to Date

The date is the expiry date of the certification of the vendor's QM system.
For example, a company that has an ISO 9001:2000 certification has to
renew it every three years according to 150 certification regulations.

External Manufacturer Code Name or Number

This field can be used to hold a number or reference for the vendor, but is
not the vendor number. For example, this field could be used to enter a nick-
name for a company, SCT may be entered as a shortened version of South-
wark Clapton and Thomas. The field will allow up to 10 characters.

6.1.3 Payment Transactions

The Payment transactions screen, shown in Figure 6.4, allows the account-
ing department to add information on the bank details of the vendor and the
payment instructions.
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Figure 6.4 Payment Transaction Screen of the Vendor Master
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Bank Details

The Bank Details section allows the entry of the bank details of the vendor.
More than one bank account can be added for each vendor,

» Country (Ctry)
Enter the country where the vendor's bank is located.

» Bank Key

The bank key can be selected from the matchcode with the country code
entered. The bank key can be entered as the bank-routing number (U.S.)
or the bank-sort code (GB), or other country-specific bank identification.
The bank key is not entered through configuration but can be created in
financial accounting via Transaction FI01. All details for the bank can be
created within that transaction. After entering the bank key in the Pay-
ment transaction screen, you can see the relevant bank details by clicking
on the Bank Data button beneath the Bank Details table.

» Bank account (Bank Acct)
The field allows the accounting department to enter the bank account
number for the vendor at the bank. The Bank Acct field can be entered up
to 18 characters in length.

¢ Account holder name {Acct holder)
If the bank account is not in the name of the vendor or the vendor com-
pany, then the account holder of the bank account can be entered in this
field. This field can accommodate a name of up to 60 characters.

» Bank control key (CK)
The CK field is specific to each country. In some countries, there is no
information to enter; in others, such as France, Spain, Japan, and the
United States, the field is used. In the United States, the field content
should be 01 for a checking account and 02 for a savings account. Check
with your accounting department to ensure that the correct information is
entered into the field for the given country.

» International Bank Account Number (IBAN)

The IBAN was designed because of growing pressure to improve the effi-
ciency of cross-border payments in Europe, with respect to cost, speed,
and quality. Such improvements required easier validation of foreign
bank account numbers. The IBAN design provided a standard method to
enable the cross-border account number formats to be recognized and val-
idated. The IBAN is additional information put on the front of the national
account number format of each country.
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Check digits and a single simple algorithm perform validation. The algo-
rithm covers the whole IBAN and ensures that individual digits are not
transposed.

Recognition is in two parts. The IBAN commences with the 1SO 3166 two-
letter country code. It is therefore easy to recognize the country in which
the account is held. Within the national account identifier part of the
IBAN, the ISO standard requires that the bank be unambiguously identi-
fied.

The length of the IBAN is not standard across countries. The length can
range from 28 characters in Hungary and Cyprus to only 15 characters in
Norway.

Partner bank type (BnkT)

If the vendor has more than one bank account, then this field allows the
accounting user to specify in what sequence the accounts are used by
entering a value in this key field. This value can then be used in the line-
item payments.

Reference specifications for bank details (Ref details)

This field can be used in countries where additional information or autho-
rization is needed. This information is normally required in Norway and
the United Kingdom.

Payment Transactions
The Payment transaction section contains the following fields:

3

Alternative payee

The Alternative payee field can be used to enter another vendor number
to whom the automatic payments are made, The alternative payee may be
needed if the vendor's bank accounts have been frozen.

Report key for data medium exchange (DME Indicator)

This key is only used for DME in Germany. The DME engine enables a
company to define file formats that meet the requirements of their finan-
cial institution. As there is no standard set, each country can have differ-
ent formats, and the DME allows SAP to read an incoming file that is not
in the correct country format.

Instruction key for DME

The Instruction key controls which statements are given to the banks dur-
ing the payment order. This is used in Germany, Spain, Norway, Japan,
and other countries, as well as for the SWIFT format.
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SWIFT

The Society for Worldwide Interbank Financial Telecommunication (SWIFT) is a
financial industry-owned cooperative. It supplies secure, standardized messaging
services and interface software to more than 7,800 financial institutions in more
than 200 countries. Many institutions have been using the MT-100 customer
transfer format for one-off credit transfers and repetitive instructions, such as lease
payments. Since November 2003, the MT-100 has been replaced by the MT-103
Single Customer Credit Transfer.

» ISR Number
The ISR number is a special payment procedure of the Swiss Postal Service
that is only relevant within Switzerland. Inpayment slip with reference
number (ISR) is an electronic debtor service that allows the customer to
bill open invoices in Swiss Francs (CHF) and Euros (EUR) in a simple man-
ner and to quickly post incoming payments.

The next section shows the accounting information that can be added for the
Vendor Master record using Transaction FKO1.

6.2 Accounting Information

Transaction FK01 enables the accounting users to enter the account code for
the vendor and the company code. The vendor number may need to be
entered if the account group is defined as only allowing external number
assignment. The Accounting screen is shown in Figure 6.5.

6.2.1  Accounting Information

The Accounting screen allows the accounting department to enter relevant
data about accounting, interest calculation, and withholding tax as it relates
to this vendor within the given company code.

Reconciliation Account

The reconciliation account (Recon. account} is an individual G/L account. A
reconciliation account is recorded in line-item detail in the subledger and
summarized in the G/L. The detailed information entered into the reconcili-
ation account is all line-item data from the vendor account. These reconcili-
ation accounts in the subledger are important and must be maintained for
vendors, for customers, and for asset accounts.
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Figure 6.5 Accounting Screen for Transaction FKO01, Create Vendor

The reconciliation in the G/L is at the summary level and is used to reconcile
against the vendor account at the total level. However, the subledger can be
used to identify line-item data if necessary.

A reconciliation account can be created using Transaction FSO1. When creat-
ing a reconciliation account, remember that the account must be a balance-
sheet account, the account group must be selected as a reconciliation
account, and the Recon. account field must be entered as vendor.

Sort Key

The Sort key allows the user to select a sort for the allocation field. The sys-
tem sorts the document line items based on the key entered in the allocation
field. Therefore, if the user selects the Sort key 008, then the sort of the line
items will be by the allocation 008, which is by cost center.

Head Office
This field allows an entry of a vendor number, which represents the head
office or master account for this vendor. Payments are made from the head
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office account, whereas purchase orders, deliveries, or invoices are posted to
the branch account.

Authorization Group

The Authorization group is a way of increasing security on certain objects.
By entering an authorization group in this field, it is restricting access to the
object to those users who have this authorization group in their SAP profiles.

Cash Management Group

In the cash-management functionality, it is possible to allocate vendors to a
planning group. This planning group helps the cash-management depart-
ment have better information to produce or plan the company's cash fore-
cast.

Release Group

The release-approval group can be defined and configured to allow only
those in the group to be able to “release for payment”. The Release group can
be configured via the navigation path IMG - Financial Accounting - Accounts
Receivable and Accounts Payable - Business Transactions - Release for Pay-
ment + Define Release Approval Groups for Release for Payment.

Minority Indicator

The Minority indic. field is only relevant for implementations in the United
States. Configuration is required to enter the relevant information, as there
are no predefined fields in SAP. Many companies are asked by federal and
local officials to report on the level of minority vendors supplying material to
them.

Virginia Polytechnic Institute’s Purchasing Guidelines, 2004, describes a
minority vendor as "a business that is owned and controlled by one or more
socially and economically disadvantaged persons. Such disadvantage may
arise from cultural, racial, chronic economic circumstances or background,
or other similar cause. A minority-owned business is at least 51% owned and
controlled by one or more such disadvantaged persons. Additionally, the
management and daily business operations must be controlled by one or
more such individuals. Minority means any African American, Hispanic
American, Native American, or Alaskan American, Asian, or a person of
Pacific Island descent who is either a citizen of the United States or a perma-
nent resident.”
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To configure the Minority indic. field, use the navigation path IMG « Finan-
cial Accounting + Accounts Receivable and Accounts Payable . Vendor
Accounts - Master Data - Preparations for Creating Vendor Master Data -
Define Minority Indicators.

Certification Date for Minority Vendors

The certification expiration date for the minority vendor field is only rele-
vant for implementations in the United States. The certification for a minor-
ity vendor has an expiration date. This is required to be entered for the U.S.
government.

Interest Calculation Indicator

If this account is suitable for automatic interest, then an interest calculation
indicator must be selected. These interest calculations can be configured by
the accounting department via the navigation path IMG - Financial Account-
ing « Accounts Receivable and Accounts Payable - Business Transactions -
Interest Calculation » Interest Calculation Global Setting - Define Interest
Calculation Types.

Interest Calculation Frequency

This field allows the accounting department to select a period that specifies
when the interest calculation is run for this vendor. The period can range
from monthly to yearly.

Withholding Tax Code

Withholding tax generally refers to an income tax on foreign vendors from
country B and applies to those that are not resident in the country A but
derive incomes from profits, interest, rentals, royalties, and other incomes
from sources in country A. The company from country A will be the with-
holding agent. An income tax of a certain percentage will be withheld on
such incomes by the company from country A, which should turn the
amount of taxes on each payment over to the local state treasury and submit
a withholding income tax return to the local tax authority.

Withholding Tax Country Key
This field can be used in some countries that require this additional country
key to calculate or report on withholding tax.

Vendor Recipient Type
In the United States, Form 1042 is the annual taxable return used by with-
holding agents to report tax withheld on U.S. source income paid to certain
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nonresident individuals and corporations. The withholding agent issues a
Form 10425, “Foreign Person's U.S. Source Income Subject to Withholding.”
The 1042 requires that a recipient type be entered. That two-digit code can
be configured into SAP. Some examples of this code are 01 - individuals, 02
- Corporations, 06 - Foreign Governments, 11 - U.S. Branch treated as a U.S.
person, and so on.

The Recipient type field is also used in Spain for similar reporting. The
Recipient type can be configured via the navigation path IMG - Financial
Accounting » Accounts Receivable and Accounts Payable - Vendor Accounts
+ Master Data - Preparations for Creating Vendor Master Data » Check Set-
tings for Withholding Tax - Maintain Types of Recipient.

Exemption Number

If a vendor is exempt from withholding tax and has an exemption certificate,
then that number should be entered on the Vendor Master record.

Validity Date for Exemption

The exemption certificate has an expiration date that should be entered in
the Valid until field. Often, the certificate is extended, so the date of expiry
should be updated when necessary.

Exemption Authority

On the IRS form 10425, a code is required for explaining why there is no
withholding tax. This code can be configured into SAP and entered on the
Vendor Master. Examples of this code are 01 - Income effectively connected
with a U.S. trade or business, 03 - Income is not from U.S. sources, and 07 -
Withholding foreign partnership.

Previous Account Number
This field can be used if the Vendor Master has been renumbered, or you
want to store the legacy vendor number.

Personnel Number

If a vendor is also an employee, then this field will accommodate the
employee’s personnel number.

6.2.2 Payment Transactions

The screen shown in Figure 6.6 allows the accounting user to add vendor
information on the automatic payment transaction, such as Payment meth-
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ods, Alternat.payee, and House Bank, and payment data, such as Payt Terms
and Tolerance group.

Figure 6.6 Payment Transactions Screen for Transaction FKO1, Create Vendor

Payment Terms

The payment terms are defined to allow the vendor to offer cash discounts
and favorable payment periods to the company. In many accounts payable
departments, before the time of e-commerce, the rule was to pay the vendor
as close as possible to the last day of the agreed payment period to maximize
the day's payables and keep the cash within the company. However, over the
past 10 years, vendors have been offering incentives to companies for fast
payment, and purchasing departments have responded by implementing
best practices for paying vendors as soon as the invoice arrives, or sooner.

The Payt Terms on the Vendor Master record are entered by the accounting
department and are configured if the payment terms are not found on the
system. The payment terms can be configured via the navigation path IMG »
Financial Accounting - Accounts Receivable and Accounts Payable « Busi-
ness Transactions « Incoming Invoices/Credit Memos « Maintain Terms of

Payment.

Tolerance Group
A tolerance is a percentage or a value that is the limit to which an event can
deviate. For example, a tolerance of 10% on a line item that is expected to be

190



Accounting Information | 6.2

delivered with 100 units will allow a delivery of 109, which is under the 10%
tolerance. A delivery of 111 will not be allowed because it is over the 10%
tolerance. A tolerance group is a set of tolerances that are configured and
assigned to a vendor if necessary. Each tolerance group is defined for a
unique company code and is seen in Figure 6.7.

Figure 6.7 Datato be Entered for a Telerance Group

The Tolerance group can be configured in Transaction OBA3 or via the nav-
igation path IMG - Financial Accounting - Accounts Receivable and Accounts
Payable « Business Transactions « Open Item Clearing « Clearing Differences
+ Define Tolerances for Customers/Vendors.

Check Flag for Double Invoices

This indicator should be set if the accounting department wants the system
to check for double or duplicate invoices when they are entered.

Check Cashing Time

The value of the check-cashing time is used in cash management to calculate
the cash outflow. The entry in this field can be calculated by analysis of the
issue to cash date and an average used.
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Payment Methods

The payment method entered here is used if there is no payment method
entered in the line item. The options for this field can be configured via the
navigation path IMG + Financial Accounting « Accounts Receivable and
Accounts Payable - Business Transactions - Qutgoing Payments - Automatic
Outgoing Payments - Payment Method - Set Up Payment Methods per Coun-
try for Payment Transactions.

Payment Block

The accounting department can enter a Payment block on the Vendor Mas-
ter that will prevent any open items from being paid. The payment-block
keys are defined in configuration via Transaction OB27 or via the navigation
path IMG - Financial Accounting « Accounts Receivable and Accounts Paya-
ble - Business Transactions « Outgoing Payments « Outgoing Payments Glo-
bal Settings » Payment Block Reasons + Define Payment Block Reasons.

House Bank

The House Bank can be entered if the same bank is always used. This field
negates the configuration on the bank-selection screen. The house bank is
defined as business partner that represents a bank through which a company
can process its own internal transactions.

Individual Payment Indicator

If this indicator is set, then every item is paid individually rather than having
the items combined and paid. Some vendors require that items are individu-
ally paid and not combined with other line items on the invoice,

Bill of Exchange Limit

A bill of exchange is a contract entitling an exporter to receive immediate
payment in the local currency for goods that would be shipped elsewhere.
Time elapses between payment in one currency and repayment in another,
so the interest rate would also be brought inte the transaction. The account-
ing department will determine whether the vendor requires a bill-of-
exchange limit.

Payment Advice by EDI
If this indicator is set, then all payment advices to this vendor should be sent
via EDI.
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6.2.3 Correspondence Screen

The correspondence screen, shown in Figure 6.8, allows the entry of data for
dunning and correspondence.

Figure 6.B Screen for Entering Correspondence and Dunning Infarmation

Dunning Procedure

Normally dunning involves sending reminder letters to customers for pay-
ment. However, in this case, dunning relates to reminding vendors to deliver
the material from the purchase orders.

The Dunn.procedure field can be selected to reflect how the dunning should
be carried out for this vendor. The dunning procedure can be configured in
Transaction FBMP or via the navigation path IMG - Financial Accounting -
Accounts Receivable and Accounts Payable - Business Transactions - Dun-
ning - Dunning Procedure - Define Dunning Procedures.

Dunning Block

If a Dunning block is selected, then the vendor is not selected for the dun-
ning run. The Dunning block can be entered at any time. The Dunning block
can be defined via the navigation path IMG - Financial Accounting -
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Accounts Receivable and Accounts Payable - Business Transactions + Dun-
ning « Basic Settings for Dunning - Define Dunning Block Reasons.

Dunning Recipient

This field should be completed if the vendor is not the recipient of the dun-
ning notices. If the correspondence should go to a central office or produc-
tion site, then that vendor number should be entered.

Legal Dunning Procedure

If the dunning procedure that has been undertaken against a vendor has not
been successful, then there is the option of legal dunning. Attorneys can
carry this out, and documents can be produced through the SAP system. A
separate form should be identified for this legal-dunning procedure.

The Legal dunn.proc. field on the Correspondence screen allows entry of the
date when legal dunning procedures began.

Last Dunned

This is simply the date on which the vendor was last sent a dunning docu-
ment.

Dunning Level
This field indicates how many times the vendor has been dunned. This field
is updated when a new dunning notice is sent.

Dunning Clerk

The dunning clerk is the person in the accounting department who is respon-
sible for the dunning of this vendor. A two-character field identifies the dun-
ning clerk. This Dunning clerk field is configured via the navigation path
IMG - Financial Accounting « Accounts Receivable and Accounts Payable -

Vendor Accounts - Master Data « Preparations for Creating Vendor Master
Data » Define Accounting Clerks.

Account Statement Indicator

This indicator allows the accounting department to define when the vendor
will receive its periodic statements, The vendor may receive them weekly,
monthly, or yearly.

Accounting Clerk
The Acctg clerk field uses the same lookup table as the dunning clerk. The
accounting clerk does not necessarily have to be the same as the dunning
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clerk. However, if the Dunning clerk ficld is not entered, then the dunning
clerk is assumed to be the same as the accounting clerk.

Account with Vendor
If known, the account number that the vendor uses to identify the company
should be entered here. It is often found on the vendor's invoice.

Vendor Clerk Information

The last fields on this screen relate to information concerning the person at
the vendor who has been assigned to manage the day-to-day operations
between your company and your vendor.

6.3  Purchasing Data

The purchasing data for the vendor can be entered via Transaction MKO1.
Figures 6.9 and 6.10 show the purchasing information to be entered in the
Vendor Master. Some of the fields on the purchasing data screens have
already been discussed in Sections 6.1 and 6.2.

The purchasing information is divided into a number of sections, as shown
in Figure 6.9 and 6.10. Figure 6.9 shows the condition data and sales data.

Figure 6.9 First part of the Purchasing Information Screen of the
Vendor Master Using Transaction MKO1
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6.3.1 Conditions

The conditions data includes the Order currency, Terms of paymnt, and
other related purchase information using in purchase orders.

Order Currency

The Order currency to be used on purchase order with this vendor can be
entered here. The currency is usually that of the vendor's country or that of
the purchasing department.

Incoterms

Incoterms make international trade easier and help vendors and customers
in different countries understand each other. Incoterms are standard trade
definitions used in international contracts. The International Chamber of
Commerce (ICC) based in Paris, France devised these. The latest version is
Incoterms 2000, which has been translated into 31 languages.

The 13 Incoterms (shown in Table 6.1) are divided into four groups:
» Arrival

» Departure

» Carriage paid by seller

» Carriage not paid by seller

R e T S N

E-Departure Ex Works Mamed Place

D - Arrival DAF Delivered at Frontier Mamed Place

D - Arrival DES Delivered Ex Ship Port of Destination
D - Arrival DEQ Delivered Ex Quay Port of Destination
D - Arrival Dou Delivered Duty Unpaid Destination

D - Arrival DDP Delivery Duty Paid Destination

C - Paid CFR Cost and Freight Fort of Destination
C - Paid CIF Cost, Insurance, Freight Fort of Destination
C - Paid CPT Carriage Paid To Destination

C - Paid cip Carriage, Insurance Paid Destination

F - Unpaid FCA Free Carrier Mamed Place

Table 6.4 Table of Incoterms 2000
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F - Unpaid Free Alongside Ship Part of Destination
F - Unpaid FOB Free on Board Port of Destination

Table 6.1 Table of Incoterms 2000 (Cont.)

Vendor Schema Group

The calculation schema is used to determine the pricing procedure for the ven-
dor with relation to purchasing documents. The schema group can be config-
ured via the navigation path IMG - Materials Management - Purchasing - Con-
ditions « Define Price Determination Process « Define Schema Group.

Pricing Date Control

The Pricing Date Control is used to determine the date on which the pricing
determination will take place. For example, if the purchasing department
decided to select the purchase order date, then the new price is calculated at
the creation of the purchase order with the vendor.

Order Optimum Restrictions

This field allows a user to enter a key for purchase order based load building.
The field identifies whether a vendor is included in optimized load building
or whether the target values are to be taken into account in optimized load
building.

6.3.2 Sales Data

The Sales data refers to the sales department person at the vendor who deals
with your company. Most vendors will have a contract person whose infor-
mation should be entered in this section.

Salesperson
This is the name of the person at the vendor who is the contact for the pur-
chases from your company. This can either be the salesperson or sales clerk.

Telephone
This is the vendor's telephone contact number and is used when a purchase
order is created.

Account with Vendor

This is the customer number that the vendor uses for your company. This
can be found on documentation from the vendor.
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Figure 6.10 shows the Control Data, Default Data Material, and Service
Data.
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Figure 6,40 Second Part of the Purchasing Information Screen of the
Wendor Master Using Transaction MK

6.3.3 Control Data

The control data for the vendor is made up of a number of indicators that are
used in procurement functionality.

Good Receipt-Based Invoice Verification

Setting the GR-Based Inv. Verif. indicator allows the system to perform
Invoice Verification based on the goods receipt amounts. Invoice Verifica-
tion involves the three-way matching of the purchase order, goods receipt,
and the inveice to ensure that the totals are correct and the invoice can be
paid.
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Automatic Evaluated Receipt Settlement

The evaluated receipt settlement agreement (identified in Figure 6.10 as
AutoEvalGRSetmt Del.) is created between the vendor and the purchasing
department. The agreement allows the purchasing department to send pay-
ments for the goods received at the time those materials are posted into
stock. The vendor will not send an invoice for the material sent. This method
of evaluated receipt settlement, sometimes called a two-way match, is desig-
nated a best practice by many purchasing experts.

Acknowledgement Required
This indicator determines whether the vendor is supposed to send an

acknowledgement that it has received the order. This can be electronically
sent via EDILL

Automatic Purchase Order
If a purchase requisition has been created and assigned to this vendor, then

an automatic purchase order can be created if this indicator is set. This
reduces work for the purchasing department.

Subsequent Settlement

The vendor may offer some kind of incentive to the purchasing department
to purchase more material. This may take two forms. One may be an instant
reduction in price—a promotional price—for a given period. The second
incentive may take the form of the subsequent settlement. This is an agree-
ment between the vendor and the purchasing department under which,
depending on how much material is purchased, a rebate is offered at the end
of an agreed period.

For example, an office supply vendor could agree to give a 10% rebate for
the total amount of purchases over a three-month period. This may have a
provision that the total amount of purchases would be more than 50%
greater than for the same period in the previous year. If the purchases were
in excess of the 50%, then the subsequent settlement with the vendor would
take place at the end of the period. The vendor would give a 10% rebate on
all the purchases over that period.

Business-Volume Comparison/Agreement Necessary

If the B.vol.comp./ag.nec. indicator is set, data must be compared between
the vendor and the purchasing department before any subsequent settle-
ment is posted. In the example of the office-supply vendor, the agreement
may depend on the comparison of the files from both parties.
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Document Index Active
The document index is a way of automatically adjusting the purchasing doc-
uments if the conditions change.

Service-Based Invoice Verification

some vendors provide services, and the work performed is entered using
service-entry sheets. If the Srv.-Based Inv. Ver, indicator is set, the accep-
tance is carried out at the level of the service-entry sheet.

ABC Indicator

The ABC indicator is used for many objects in SAP. The ABC indicator for
vendors relates to the amount of sales the vendor does with the company.
The ABC indicator is manually entered.

Mode of Transport for Foreign Trade

This indicator is used if the vendor is involved in foreign trade. The mode of
transport is defined for each country; this field determines how the vendor
transports material, The field can be configured via the navigation path IMG
» Materials Management » Purchasing - Foreign Trade/Customs « Transpor-
tation Data - Define Modes of Transport.

Office of Entry

The Office of entry field defines where the material purchased from this ven-
dor will enter the country or leave in the case of a return. The office of entry
is the customs office and is configured via the navigation path IMG « Materi-
als Management « Purchasing - Foreign Trade/Customs « Transportation
Data - Define Customs Offices.

Sort Criterion

This field allows the purchasing department to sort the delivery items from
the vendor in a specific manner. The default is by Vendor Sub-Range (VSR),
but the sort can be by material number, material group, or EAN.

Grant Discount in Kind

A vendor is labeled as granting discount in kind when that vendor offers
materials to the purchasing department free of charge as an incentive to pur-
chase.

Relevant for Price Determination for Vendor Hierarchy
If the Vendor Master record represents a node in a customer hierarchy, the
pricing indicator determines whether the node is relevant for pricing. If you
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are maintaining the Vendor Master record for a customer hierarchy node,
and you want to create pricing condition records for the node, this indicator
must be set.

6.3.4 Default Data Material

This section of vendor data includes the defaults that are used in purchasing
processes and documents. These fields include the Purchasing group who
deals with the vendor, the Planned deliv. time, and the Confirmation Con-
trol key.

Purchasing Group

The Purchasing group that most often deals with this vendor can be entered.
The purchasing group can be associated with one or more vendors.

Planned Delivery Time

This is the average time it takes for a material to be delivered from this ven-
dor. If the vendor supplies many materials, then this field may not be useful
if the delivery time differs for each material the vendor supplies.

Confirmation Control Key

A Confirmation Control key can be entered that determines which confirma-
tion categories are expected from a purchase order item. The Confirmation
Control key defines the confirmation sequence that is expected from the
vendor. The confirmation sequence specifies the order in which the individ-
ual confirmations defined in a Confirmation Control key are expected and
which confirmation categories are to be automatically monitored. For exam-
ple, the Confirmation Control key 0001 can be configured to expect an order
acknowledgement and a shipping notification.

The Confirmation Control key is configured in the IMG via the navigation
path IMG - Materials Management - Purl:hasin.g « Confirmations - Set Up
Confirmation Control.

Unit of Measure Group

The Unit of measure grp is entered to define the allowed units of measure,
those defined as part of the unit of measure group. This should be entered
when the rounding profile is used.

The unit of measure group is configured in the IMG via the navigation path
IMG « Materials Management « Purchasing + Order Optimizing « Quantity
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Optimizing and Allowed Logistics Units of Measure - Unit of Measure
Groups.

Rounding Profile

The Rounding Profile can be entered that determines how the material quan-
tity is rounded to optimize the order. The rounding profile reviews and
rounds the quantity depending on the threshold value in the profile.

The Rounding Profile is configured in the IMG via the navigation path IMG
« Materials Management « Purchasing « Order Optimizing « Quantity Opti-
mizing and Allowed Logistics Units of Measure - Unit of Measure Rounding
Rules.

6.3.5 Service Data

The Service data section describes a number of fields related to retail compa-
nies and load building.

Price Marking Agreement
The vendor and customer enter into a price marking agreement. The vendor
will apply price labels to the materials prior to shipping to the customer.

Rack Jobbing Agreement

Retail companies use this field. If the indicator is set, then the vendor will be
responsible for stock planning/replenishment and for filling the shelves at
the retail outlet.

Order Entry by Vendor

When this indicator is set, the vendor is responsible for entering the pur-
chase order. The order can be created in the background as a result of an EDI
order confirmation received from the vendor.

Vendor Service Level

This field is used for automatic purchase order-based load building. If the
service level drops below the desired value, SAP will attempt to order an
entire load of goods for this vendor.

6.3.6 Partner Functions

The Partner functions screen shown in Figure 6.11 allows the purchasing
user to define the relationships between the vendor and the company. A
vendor can vary in size from a sole proprietor to the largest multinational
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company. To best describe the vendor’s various operations, partner func-
tionality can be described. The partner functions are used for both customers
and vendors.
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Figure 6.11 Partner Functions for the Vendor Master, Using Transaction MKD1

A selection of the vendor partner codes that are available is shown in Table
6.2.

AZ Alternative Payment Recipient
CA Contract Address

CP Contact Person

ER Employee Responsible

as Goods Supplier

OA Ordering Address

PI Invoice Presented By

VN Vendor

Table 6.2 List of Partner Functions
Basically, the Partner function allows the purchasing department to deter-

mine what function the vendor performs within the larger vendor organiza-
tion. For example, a multinational auto-parts manufacturer may supply
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material to your company, so you have created a vendor number (VN) for
them. However, the address to which you send the purchase orders may be
a separate address in a separate division of the manufacturer's business.
Therefore, you would create a vendor number for the Ordering Address
(OA), and that record is entered into the Partner function screen for the VN
Vendor.

Further, there may be a separate contact address (CA) for a vendor that sup-
plies the invoices (PI), and an alternative payee (AZ). All of these can be cre-
ated and entered into the Partner functions screen of the VN partner.

The partner functions are assigned to the vendor account groups. For exam-
ple, the vendor account group 0001 may have different partner functions
from the vendor account group LIEF,

The partner function can be defined in configuration via the navigation path
IMG - Materials Management + Purchasing » Vendor Master » Vendor Hier-
archy - Define Partner Determination.

6.4 Summary

In this chapter, the Vendor Master file has been fully discussed. There are
different ways to enter vendor data, and both the purchasing department
and the accounting department play a role in this important task. Having the
correct vendor information entered is important when material needs to be
ordered quickly and correctly. Any errors in the Vendor Master file can be
costly if material cannot be sourced in a timely fashion and shipments are
delayed to customers. This chapter has provided all of the tools you need 1o
work with the purchasing department in understanding their needs when
SAP is implemented.

Chapter 7 examines the purchasing information data as it relates to the spe-
cific information that can be available for a vendor and a material. Contracts
with vendors may have special provisions for certain materials, for example,
in the number of delivery days or pricing conditions.
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The documented relationship between the vendor and the material is
important for the purchasing department. To reduce the length of
the procurement process, the purchase order can be generated from
the information in the purchasing information record, reducing
manual data input.

7 Purchasing Information Data

The information found on the purchasing information record is the specific
data that the vendor and the customer have negotiated in a verbal or written
agreement. The information supplied by the vendor or from the contract is
entered into the purchasing information record. A normal purchase informa-
tion record is between a vendor and customer for a specific material. How-
ever, the vendor can supply a service that is defined by a material group
rather than a specific material, and this information can be entered into a
purchasing information record.

This chapter will help you as a consultant understand the data that is entered
into a purchase information record. You will learn about the different types
of records and how they are used by purchasing departments.

7.1 Purchasing General Data

Following are the four distinct purchasing information records:

» Standard

» Contracting
» Pipeline

» Consignment

Figure 7.1 shows the initial data entry screen for the creation of a purchasing
information record. The screen shows the four types of information records
that can be created.
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7.11  Create a Purchasing Information Record

The transaction code to create a purchasing information record is ME11. The
navigation path is SAP Menu - Logistics - Materials Management - Master
Data - Info Record - Create.

At the initial purchasing information screen (see Figure 7.1), the purchasing
user can decide what data to enter in order to create certain types of records.

* Create Info Record: Initial Screen

Figure 7.1 Initial Screen for Creating a Purchasing Information Record

Standard Purchasing Information Record

The Standard type of purchasing information record contains the informa-
tion supplied by the vendor for a specific material, service, or group of mate-
rials or services.

Subcontracting Purchasing Information Record

The Subcontracting purchasing information record can be used when the
order is a subcontracting order. In manufacturing plants, the material being
produced may require some outside service, such as enameling or partial
assembly. The work is performed by a subcontractor, and the price that sub-
contractor charges for the work is included in a subcontracting purchasing
information record.
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Pipeline Purchasing Information Record

Pipeline materials such as electricity, water, and oil, are supplied by utility
vendors and used by the customer through pipeline withdrawals. The Pipe-
line purchasing information record reflects the information for this ven-
dor/material combination.

Consignment Purchasing Information Record

When a vendor supplies material to be stored at a customer's site for cus-
tomer withdrawal, the purchasing department can create a Consignment
purchasing information record for that material.

7.1.2  Create a Purchasing Information Record with Material
Number

The purchasing information record can be created for a specific material by
entering the supplying Vendor. The record can be created with or without a
purchasing organization. If no Purchasing Org. is entered, then the purchas-
ing information record will only be created with general data (see Figure
7.2). If a Purchasing Org. is entered with the Material and Vendor, then the
purchasing data screen will be available for the purchasing user to enter spe-
cific data that relates to that purchasing organization.

7.1.3  Create a Purchasing Information Record without
a Material Number

Just entering a Vendor in the initial data screen can create a purchasing infor-
mation record. This purchasing information record will be valid for the ven-
dor and a Material Group, which is a mandatory entry on the General Data
screen (see Figure 7.3). It is also mandatory to enter a description for the pur-
chasing information record that describes the material group entered in the
purchasing information record. This is not required if a material is entered
because the material has a description attached. This description allows the
purchasing user to describe the service that the vendor will provide for the
materials in the entered material group. This type of record can be created
with or without a purchasing organization, If no purchasing organization is
entered, then the purchasing information record will only be created with
general data.
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= Create Info Record: General Data

Figure 7.2 General Data Screen for a Standard Material/Vendor Purchasing Information
Record

7.1.4 General Data Screen

The General Data screen is valid for either a material/'vendor purchasing
information record or for a material group/vendor purchasing information
record. Figure 7.3 shows that for a material group/vendor record, the infor-
mation record must be given a valid description. Figure 7.3 also shows that
only the Order Unit is shown and not the other unit of measure fields as on
Figure 7.2 because the materials in the material group may have varying
ordering units of measure.
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“ Create Info Recond: General Data

Figure 7.3 General Data Screen for a Material Group/Vendor Purchasing Information Record

Reminder Fields

The reminder fields, 1st Rem./Exped, 2nd Rem./Exped, and 3rd Rem./Exped,
contain the number of days that urging letters or e-mails can be sent to the
vendor for this material. Negative numbers indicate the message is prior to
the delivery date; positive numbers indicate the message is after the date.

Vendor Sub-Range (VSR)

The Vendor Sub-Range (VSR) can be used to subdivide the vendor's products
into different ranges. For example, the vendor could be an office products
company and the sub-ranges could be computer media, paper products, ink
products, and so on.
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Vendor Sub-Range (VSR) Sort Number

The VSR Sort No. allows the VSR s to have different values, which are used to
create a sort sequence. When a purchase order is created, it uses the VSR sort
number from the purchasing information records to sequence the materials
in the purchase order. For example, if computer media has a sort number of
40, and the sort number for ink products is 24, then the ink products are
sequenced before the computer media in the purchase order.

Paoints

The points system can be used where the purchasing department has negoti-
ated with a vendor a subsequent settlement or rebate arrangement. The
Points field in the purchasing information record allows the purchasing user
to enter the number of points that are recorded each time a certain value of
the material is ordered. The numbers of points are recorded for the amount
ordered rather than the total value ordered.

At the end of the rebate period, the number of points accumulated deter-
mines the value of the rebate from the vendor.

Return Agreement

The Return Agmt field determines what arrangement the client has with the
vendor for the return of the material. The Return Agmt field can be config-
ured so that unique return agreements can be defined. The return agreement
is usually used for retail implementations and can be configured via the nav-
igation path IMG + Logistics - General - Material Master - Retail-Specific Set-
tings « Settings for Key Fields - Return Agreement.

In the next section, the discussion moves on to more specific data required
by the purchasing organization.

7.2 Purchasing Organization Data

After the general information has been entered, the next screen is for the
purchasing organization data.

The data fields in Figure 7.4 are also found in the vendor Master and the
Material Master. However, by entering the information in the purchasing
information record, it will be specific to the vendor/material and will be
used in purchasing documents.
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Depending on the agreement between the vendor and the client, the pur-
chasing department will enter information on the tolerances, delivery time,
quantities, and the net price.

= Create Info Record: Purch, Drganication Data 1

|_ d @@

Figure 7.4 Purchasing Organization Screen for the Purchase Information Record

7.2.1  Conditions

The purchasing information record contains data that defines the Conditions
for the material/vendor. The Condition screen is shown in Figure 7.5. The
screen shows that from the date 10/01/2007, the Gross Price, indicated by
condition type (CnTy), PB00 for Material 12FP-5174 from Vendor 1000 was
25.00 Euros per foot.

n



7 | Purchasing Information Data

= Creste Gross Price Condition { 0} ¢+ Comwdition Supplements

Figure 7.5 Condition Screen for Purchasing Information Recard

validity
The conditions that can be entered for the purchasing information record are
valid for a certain time period. For instance, if the agreement with the ven-
dor is valid for three months, then the Valid to date should reflect that. If the
information is for future agreements, the validity dates can be entered to
reflect this.

Price Calculation Schema

In purchasing, the condition types are used in pricing. A condition type can
represent a price, a tax, a transportation cost, a discount, and so on. The con-
dition types can be grouped together to form a pricing procedure, sometimes
called a price calculation schema. The pricing procedure can be defined in
the IMG using the navigation path IMG - Materials Management - Purchas-
ing « Conditions « Define Price Determination Process - Define Calculation
Schema.

The calculation schema is created to produce a step-by-step procedure for a
particular event. For example, in a pricing procedure, the first step is the
condition type for a gross price, then a discount condition type, followed by
a tax condition type, and so on.
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Condition Type

The condition type is simply a function that tells the system what type of cal-
culation to perform, for example, fixed amount, percentage, and so on.

User-defined condition types can be created in the IMG. The navigation path
is IMG +» Materials Management + Purchasing « Conditions + Define Price
Determination Process - Define Condition Types.

The screen shown in Figure 7.6 requires that the condition type, seen as Con-
dit type. must be assigned to a condition class. Examples of the condition
class (Cond. Class) are discounts, prices, taxes, expenses, and so on. It is also
mandatory for a calculation type (Calculat.type) to be assigned to the condi-
tion type. The calculation type identifies the condition type as a percentage,
quantity, formula, point, fixed amount, and so on.

T

v Entries: Details of Added Entries

Figure 7.6 Condition Type Create Screen
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The entry screen is where the purchasing user can define how the condition
type can be updated, either manually or automatically, and the validity date
of the condition type.

The Scales fields allow the purchasing user to enter information on the con-
dition type if it is valid for scaling. Scaling is when a discount from a vendor
is not a blanket 4% but is different depending on the amount ordered. A ven-
dor can give discounts for a specific material that increase the more the client
purchases. For example, if the purchase order is for a quantity of up to 30
units, the vendor would give the client a 1% discount; from 31 to 60, the dis-
count is 2% discount: from 61 to 120, the discount is 4%: and over 121, the
discount is 6%.

Access Sequence

For each condition type, there is an access sequence that allows the condi-
tion type to access the condition tables in the correct sequence. The access
sequence can be configured using the navigation path IMG - Materials Man-
agement « Purchasing - Conditions + Define Price Determination Process «
Define Access Sequence.

Condition Tables

The access sequence defines the sequence to read the condition tables. The
condition table consists of a number of fields that are selected and records
created to assign values to those fields. A condition table can be created in
the IMG using the navigation path IMG - Materials Management - Purchas-
ing - Conditions - Define Price Determination Process - Define Condition
Tables. Figure 7.7 shows the interaction of a condition table and access
sequence.

7.2.2 Text Screen

Texts fields can be used to enter specific information regarding the particular
purchasing information record. The relevance of the text fields can be deter-
mined in configuration. For each of the purchasing documents, RFQ, pur-
chase order, contract, and so on, the texts defined in master records can be
prioritized.

Figure 7.8 shows the two available text fields: Info record note and Purchase
order text.
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Figure 7.7 Interaction of Calculation Schema, Condition Type,
Access Sequence, and Condition Table

Figure 7.8 Text input screen for purchasing information record

15



7 | Purchasing Information Data

The screen displays 5 text lines of 40 characters. However, selecting the
More text indicator displays a freeform text input screen similar to a normal
word processing program. The user can include additional text here if signif-
icant information needs to be included in the purchasing information record.

To the far right of the text, the Status field is displayed when text has been
entered. (In this example, the Status field is not shown.) This field shows
how the text can be used:

» Allow the text to be used as is, with only changes to the original text
allowed.

» Allow the text to be used, and allow any changes to the text to be reflected
in the original text, but adopt the modified text.

» Allow the text to be displayed but not printed or changed.

The texts entered on a purchasing information record should be relevant to
a purchase order line item. In configuration, the configurator can define the
priority against other text fields. This transaction can be accessed using the
navigation path IMG « Materials Management - Purchasing - Messages - Text
for Messages » Define Texts for Purchase Order.

"= Change ¥iew "Texts for Document tem™: Oversiew
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Figure 7.9 Texts Relevant for Purchase Order Line Item
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The configuration for the purchase order texts can be further subdivided into
header, line item, supplement, and headings. The purchasing information
record text is most relevant to the document item, which is shown in Figure
7.9

The configuration screen shows the following:

» Document type (Doc. Type), which in this case is NB for standard purchase
order

» Object type, EKPO for purchasing document item texts, and so on
» Text ID, which is relevant to the particular object.

New entries can be made to this list to allow new texts or to modify the exist-
ing text sequence.

7.2.3 Statistical Data

Within the purchasing information record, statistical information is recorded
and can be reviewed. The statistical screens can be accessed from within the
general screen by selecting Extras - Statistics.

The Statistical Data screens shown in Figure 7.10 can be controlled to allow
a comparison between two different time periods. The statistical data reflects
information on the following:

» Order quantity and invoice value

» Number of purchasing documents

» Delivery time information

L

Delivery reliability information

v

Quantity reliability information

217



7 | Purchasing Information Data

Figure 7.10 Statistical Data for the Purchasing Information Record

7.3  Summary

This chapter has discussed the functionality of the purchasing information
record. The purchasing information record contains specific data that is rele-
vant for the purchasing department as it describes the relationship between
a vendor and the material that the purchasing department procures. How-
ever, it is important to understand that the information may vary by pur-
chasing organization. When purchasing departments negotiate with ven-
dors, the information from the final contract is entered into the purchasing
information records. This data drives the purchasing of materials and ser-
vices within a business. Accurate data reduces unnecessary delays in receiv-
ing material, which in turn reduces production problems and improves over-
all customer satisfaction. Accurate purchasing data, stored in records such as
the purchasing information record, can help reduce purchasing costs for a
company.

Chapter 8 will examine the Batch Management functionality that is used to
describe a quantity of the same material. The chapter will help you under-
stand the transaction used to create, change, and delete a batch record in
SAP. The chapter will also discuss the important topic of batch determina-
tion, how a specific batch is selected, and how that integrates with WM and
sD.
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Ratch Management is an important part of a company's capability
to produce, store, and sell material. The batch defines a quantity of
material by characteristics unique to that batch. Those characteris-
tics determine how the material in that batch is used, sold, or moved.

8 Batch Management Data

Certain material can be defined in SAP as being batch managed. This means
that a batch is a quantity of material that represents a homogeneous unit
which has unique specifications. The batch of material may refer to a quan-
tity of chemical that is produced in one process or a quantity of bottles of
water that were filled on a certain filling line from a specific tank. There are
many ways in which a batch can be defined. In SAP, the batch is used to
identify units of material as it moves through the system. The batch can have
specific characteristics which enable it to be identified and used within the
SAFP MM module. This chapter will describe the processes in creating and
changing a batch and the process of batch determination. The first section
will give an overview of the batch and how it used in industry.

8.1  Batch Management Overview

The definition of a batch differs among companies, industries, and countries.
For example, in the pharmaceutical industry, strict guidelines and regula-
tions determine what a batch is. These regulations on batches and batch con-
trol include the ANSI/ISA-88 standard and the Food and Drug Administra-
tion (FDA) 21 CFR Part 11 specifications in the United States.

8.1.1  Batch Definition

There is no one exact definition of a batch, however, the following definition
from ExxonMobil Aviation Lubricants may help:

A batch is the specific quantity of @ material produced in a single manufactur-
ing process, i.e. under the same conditions, thus featuring identical properties.
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Each batch of material is given a batch number. Each batch of a material is
tested with regard to relevant characteristics to ensure it meets the values or
within the range for those characteristics.

A second definition of a batch is from the Marathon Oil Company, which sig-
nificantly differs from other definitions:

A batch is a shipment of a single product that is handled through the pipeline
without mixing with preceding or following shipments.

This third definition of a batch is from the Hawaiian Coffee Association:

A batch refers to a quantity of coffee coming to the roaster. Quantities of the
same coffee arriving at different times would be viewed as separate batches.
Changes from batch to batch—even of the same variety of bean—must be
detected by the roaster if he is to produce coffees that are consistently the same.

Whatever the definition, the fact is that the batch has to be identified by a
batch record. This can be as simple as identifying bags of coffee beans as they
arrive at the plant, or as complex as identifying a batch by numerous quali-
fying characteristics to ensure quality and safety.

A batch of material can either be purchased from a vendor or produced inter-
nally. The need to manage materials by batch has been discussed; however,
in SAP, the material must be identified as one that is batch-relevant. The
Batch-Management indicator is found in the Material Master record on the
Purchasing view, Sales/Plant view, Storage/Plant view, Warehouse view, and
the Work Scheduling view.

The indicator for the material can be changed from “batch managed” to
“non-batch managed" only if there has been no stock for the current period
and the previous period. This is to allow for any previous period material
posting.

8.1.2 Pharmaceutical Industry

The identification of a batch record is especially important for the pharma-
ceutical industry due to the regulations set down by the FDA in the United
States and other regulatory bodies across the world, such as the Drugs Con-
troller General of India (DCGI), Bundesgesundheitsamt (BGA) in Germany,
Health Canada, and the Medicines and Healthcare Products Regulatory
Agency (MHRA) in the United Kingdom.

These regulatory bodies are primarily interested in public safety. The regula-
tions such as FDA 21 CFR Part 11 in the United States, are aimed at improv-
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ing the efficiency of quality control and the quality assurance process. Each
batch produced has to be quality tested, with the results stored electronically
against the batch number.

Product Recall

The batch number also can be used as the tracking device for companies in
case of subsequent errors or contamination. Manufacturers publish product
recalls every day, but for the pharmaceutical industry, product recalls can
save lives.

A pharmaceutical company can voluntarily recall a product. If the company
finds that a result from a test on a batch was incorrect and that puts the batch
out of tolerance, then the product made from that batch could be hazardous.

The errors could go all the way back to the vendor, if any of the material was
purchased. If a vendor informs the company that a batch of purchased mate-
rial was out of tolerance, then this batch must be traced through the produc-

tion process to find all finished goods batches that may contain the faulty
batch.

In the United States, the FDA has the power to request that a company initi-

ate a recall when it believes that a drug violates the Food, Drug and Cosmetic

Act (FDCA). A recall will be requested when the FDA concludes the follow-

ing:

» A drug that has been distributed presents a risk of illness or injury or gross
consumer deception.

» The manufacturer or distributor has not recalled the drug.

» FDA action is necessary to protect the public health.

In a recall, the manufacturer informs the retailer, wholesaler, or even the

consumer concerning how to identify the batch number on the product and
which batch numbers are part of the recall.

The next section describes the Batch Master record in detail and how a baich
record is created in SAP.

8.2 Batch Master Record

The batch record for a material contains the information relevant to that spe-
cific batch. This section describes how a batch is created, changed, and
deleted.
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8.2.1 Creating a Batch

The batch record can be created manually through the SAP menu using
Transaction MSC1N. The screen shows how fields such as the Production
Date, Shelf Life Exp. Date, and Batch Status are entered for the batch. The
navigation path is SAP Menu - Logistics - Materials Management - Material
Master » Batch « Create. Figure 8.1 shows the Create Batch screen.

* Create Batch

Figure 8.1 Initial Batch Creation Screen

The Batch number can be internally or externally assigned, and the configu-
ration paths are described in detail in Chapter 3.

Production Date

The date when the batch was produced can be entered into this field. In
some industries, this field is also used as the date the material was tested or
retested. If a material is found to be still in tolerance after the shelf-life date
has expired, the material can be retested, and the date of the retest is entered
into this field, in addition to a new Shelf Life Exp. Date. Check with your cli-
ents to see how they need to use this field.
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Shelf-Life Expiration Date

This date is the date on which the shelf life of this batch will expire. The shelf
life of a product can vary between plants. This date can be used in the sales
process, as customers may have set a requirement on the acceptable number
of days of shelf life remaining. Some companies use this field to indicate the
date on which a batch needs to be retested.

Available From

This field indicates when the batch will be available. For example, if a mate-
rial needs to remain in the quality inspection process for a certain amount of
days after testing, then the quality department can enter a date to inform
other departments of when the batch is expected to be available.

Batch Status

The Batch Status indicator allows the batch to be classified as having
restricted or unrestricted use. If the unrestricted indicator is set, then the
batch has no restriction placed on its use. If the restricted use indicator is set,
the batch is treated like blocked stock in planning but can be selected by
batch determination if the search includes restricted-use batches.

The Batch Status can be set to restricted from unrestricted by changing the
indicator in the batch record. A material document will be posted that shows
the movement of stock between the two statuses.

Next Inspection

This date field allows the quality department to enter the date of the next
quality inspection of the batch, if applicable to this material.

Vendor Batch

If the material is purchased, then the batch number assigned by the vendor
can be added to the batch record. It is important to any product recall proce-
dure that the vendor batch number is noted. The Vendor Batch field allows
a 15-character string to be entered.

In Figure 8.2, the Short text field allows the user to enter a specific text for
the batch record. Clicking on the icon next to the Short text field can create
a longer text item, if required.
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Figure B.2 5Second Batch Entry Screen

The other fields on the screen are six date fields: Date 1, Date 2, and so on.
These fields do not have any standard functionality. The six date fields can be
used for whatever purpose is defined by the client. For example, these fields
could contain the dates on which the material was inspected by the quality
department.

Class

Figure 8.3 shows the third screen for the batch creation transaction. The
Classification screen allows the user to classify this batch by using a specific
Class selected from the Class Type 23. When the class is created, it must be
assigned to a class type. The class type for batch objects is 23.

Characteristics

The class has been created using a number of characteristics. The values for
this batch are assigned to the characteristics. The values of the characteristics
allow users to complete classification searches to find objects, in this case,
batches, given certain characteristic values. The values also can be used as
part of the batch determination functionality to select batches that have char-
acteristic values within the determination search parameters. For example, a
customer may require a batch of Acetone with a specific viscosity of 0.315 cP
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to 0.319 cP at 20 °C. If the viscosity is a characteristic that is entered for this
material batch, then the customer will be able to purchase a batch that has
the specific requirements that the customer needs.

Figure 8.3 Data Entry into the Classification Screen for a Batch

Release Status

After the values have been entered against the characteristics, the user has
the option to change the status of the classification.

The default for the status is Released; however, the user has the option to set
the status as Incomplete or Locked. The Incomplete status can be used when
not all characteristic values are known at the time of data entry. A Locked sta-
tus may be required by the user if the batch characteristics are incorrect or if
the batch is to be held back because of the batch results being outside of tol-
erances. Figure 8.4 shows the status options available to the user.

Linked Documents

The last input screen for the batch record is the Documents screen, shown in
Figure 8.5. This allows the user to link documents that relate to the batch.
These can be as simple as a quality testing document that has to be followed
for testing each batch or an engineering drawing for the specifications.
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Figure 8.5 Screen for Linking Documents to the Batch Record
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To allow a document to be linked to a batch, a configuration step must be
completed.

Use Transaction ODOC or the navigation path IMG - Logistics - General -
Batch Management + Batch Master « Activate Document Management for
Batches.

The configuration in Transaction ODOC is simply switching on the field to
allow document management for batches. The options are active and inac-
tive.

Document Type

Linked documents must be defined in the Document Management System
(DMS). The document type (Ty.) field allows the purchasing user to specify a
document. This Document for the batch will be that of a certain category.
The categories are defined in the DMS. Depending on the industry of the cli-
ent, the number of document types can vary.

Document types can include recipes, specifications, quality inspection work
lists, or engineering drawings, among other items.

Document

After the document type has been selected, the user can choose the relevant
Document via the matchcode, using the document type as a key. The docu-
ment identification is created in the DMS.

Document Part

The two other fields that can be entered by the user include the document
part (DPt) and the version (Vr). The document part allows the user to enter a
section or part of the document that is relevant to the batch. For example, if
the batch falls under a quality testing protocol that in total is 140 pages long,
the relevant text for the batch may be a certain part or section. If this is the
case, that information can be entered on this screen.

Version

Documents are continually revised and updated. For a batch record, it is
important that the correct version of the document be identified in this sec-
tion. An incorrect version number may allow incorrect quality testing or
inspection.
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Mew for ECC 5

Transaction MB5C is the Batch Where-Used display and previously would only dis-
play in the form of simple output lists, As of ECC 5, the function pick-up list for the
Batch Where-Used list now branches to the Batch Where-Used list itself, which is
Transaction MB56. In addition, the data in the Batch Where-Used list is displayed
and can be defined in the initial screen.

8.2.2 Changing a Batch

After the batch has been created, there may be an occasion where the batch
record needs to be amended, either to modify a characteristic or to add a new
linked document. To change a batch record, use Transaction MSC2N or SAP
Menu -+ Logistics - Materials Management - Material Master - Batch - Change.

The user can make changes to the batch record, but these changes are
recorded and are available to review. The Change Batch screen has an extra
tab in the change mode. This tab accesses a screen to view all changes made
to the batch record.

Figure 8.6 Changes to the Batch Record

The Changes screen, shown in Figure 8.6, shows the changes made to the
batch record. The information recorded includes the user who created and
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changed the record. It also shows the fields that have been changed, includ-
ing their values. This information is important to some companies, as a strict
audit record is needed to show compliance with federal or local regulations.
In the pharmaceutical industry, companies manufacturing items that are to
be consumed are under strict regulations from the FDA. Companies should
at all time ensure that their record keeping is compliant with FDA regula-
tions.

8.2.3 Deleting a Batch

There is no specific transaction for deleting a batch. It is possible to delete a
batch through the change Transaction MSC2N.

Figure 8.7 shows the initial screen of the change batch transaction, which has
a field named Batch Deletion Flag that can be set if the batch is to be deleted.
However, setting the deletion flag does not immediately delete the batch.
The indicator allows the batch to be processed by an archiving program that
will determine whether the batch can be deleted. If the batch cannot be
deleted, the deletion flag will remain until either the archiving program
determines that the batch can be deleted or until the deletion flag is
removed.

Figure 8.7 Initial Screen for Changing Batch, Showing the Batch Deletion Flag
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The archiving process is unique to each company, so the deletion of a batch
depends on how frequently information is archived. The BASIS team will be
able to explain the archiving process for your particular client.

Documentary Batch Record

In some industries, such as consumer products or automotive suppliers, there are
legal requirements to store where-used data of materials used for production and
delivered to customers. Enabling recall actions becomes a mandatory and critical
issue for these industries. The recording of data could be achieved by managing all
relevant materials in batches, but this method has a negative impact on data vol-
ume. When turning on Batch Management, entering a batch number becomes
obligatory for all goods movements. Then all inventory postings must be executed
on batch level, and labor costs for Inventory Management will increase.

Documentary batch processing can be achieved in the following way:
* [Documentary batches can be entered during goods movements.

k [n a production order, entering documentary batches will only be possible at
backflush.

» In WM, entering documentary batches must be enabled during transport order
confirmation.

This section has described the transactions that you will use to create, change
and delete a batch record. The next section examines how the batch records
are used to perform batch determination.

8.3 Batch Determination

The batch determination process is not unique to MM. The process is impor-
tant in 5D, PP, and WM as well. Batch determination uses strategy types,
search strategies, and search procedures for a batch to be identified in the
relevant area.

The batch determination process uses the same type of selection protocol as
described in pricing conditions, that is, the use of condition tables and access
SeqUENnCces.

8.3.1 Batch Determination Condition Tables

The batch determination condition table consists of a number of fields that
are selected and records that are created to assign values to those fields. A
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condition table can be created for each of the four areas that use batch deter-
mination,

The condition tables can be created in the IMG using the navigation path
IMG - Logistics - General - Batch Management + Batch Determination and
Batch Check « Condition Tables.

There are five options for condition table creation:

» Inventory Management (Transaction OMA1)

v

Process Order (Transaction OPLB)

h

Production Order (Transaction OPLB)

L

Sales and Distribution (Transaction V/C7)

L

Warehouse Management (Transaction OMK4)

8.3.2 Batch Determination Access Sequences

For each batch strategy type, there is a batch determination access sequence.
This allows the batch strategy type to access the condition tables in the cor-
rect sequence. The access sequences for the five areas, shown in Section
8.3.1, can be configured using the navigation path IMG - Logistics - General
+ Batch Management - Batch Determination and Batch Check - Access
Sequences.

Note that these access sequences are cross-client. Any changes in one client
will affect all clients.

8.3.3 Batch Strategy Types

The batch strategy type is the specification that tells the system what type of
criteria to use during the batch determination process. A batch strategy can
be defined in the five areas already mentioned. In MM, a batch strategy type
can be defined for different movement types.

The batch strategy type can be configured using the navigation path IMG -
Logistics - General - Batch Management -+ Batch Determination and Batch
Check + Strategy Types « Define Inventory Management Strategy Types.

Figure 8.8 shows the available batch strategy types for MM. Strategy types
MEQ01 and MEO2 are predefined in the system and should not be modified.
The other strategy types shown on this screen are user-created.

231

| 8.3



8 | Batch Management Data

Figure 8.8 Initial Screen When Creating a Mew Strategy Type for A

Figure 8.9 shows the fields that have been created for batch strategy type
ZMM1. When creating a new strategy type, enter the new strategy type into
the Condit. type field. The field is defined as four characters. To indicate a
user-created strategy type, it should commence with the letter Z.

Figure 8.9 Details Needed to Create a Batch Strategy Type
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The batch strategy type has to be assigned to one access sequence. The access
sequence must already have been configured.

In the Selection fields, there is an option to define the values of certain char-
acteristics within a class. The values can be maintained by clicking on the
Maint. button.

Also note the following:

» The Selection type field allows the user to determine how the batches are
selected at the commencement of the batch selection. If the Selection type
is left blank, then the system will display the batches that meet the selec-
tion criteria.

» The Sort sequence field allows the user to choose a sort that will define
how the batches are sorted if they are selected. The Sort sequence can be
maintained on this screen if desired.

» The Batch split section contains the No. of splits field that defines the
number of batch splits that are allowed during the batch determination.

8.3.4 Batch Search Procedure

The batch search procedure defines how the search is defined. The batch
search procedure can be configured using the navigation path IMG - Logistics
- General - Batch Management - Batch Determination and Batch Check -
Batch Search Procedure Definition « Define Inventory Management Search
Procedure.

The SAP system is supplied with one batch search procedure, ME0001, as
shown in Figure 8.10. All user-defined search procedures should begin with
a Z. After the name of the batch search procedure has been determined, the
sequence of strategy types can be configured. To enter the strategy types,
click on Control data.

The batch search procedure is created to produce a step-by-step schema for a
particular batch determination search. In Figure 8.11, the batch search pro-
cedure Z00001 is defined to search for batches according to search type
ZMM1 and then search type 2001. The batch search procedure can be config-
ured to include other strategy types.
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Figure 811 Strategy Types for Batch Search Procedure 200001

This section described in detail how the batch determination process works.
The next section looks at the Batch Information Cockpit (BIC) and how it can
be used in the analysis and monitoring of batches.

8.4 Batch Information Cockpit

The Batch Information Cockpit (BIC) is a transaction that combines views
and analyses of batch information in a single location.
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8.4.1 Batch Information Cockpit Overview

BIC allows the user to select batches, display all the information regarding
the batch, access follow-up transactions, and use the batch worklists.

BIC is accessed using Transaction BMBC or via the navigation path SAP Menu

« Logistics - Central Functions - Batch Management - Batch Information
Cockpit.

In the Figure 8.12, BIC has been run, and 14 batches have been selected. The
materials are shown, and the matches can be displayed by highlighting the
material. The information regarding the batch is then displayed in a main
screen. The tabs represent the number of different screens with information
on this batch.
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Figure B.42 Central Area of BIC
You can view the selections of a particular user group, defined in configura-
tion, by selecting Utilities « User Settings.

You can select a user group that has been configured in the IMG. The user
group view is a way in which different departments can use BIC to see batch
information relevant to their department.
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8.4.2 BIC Standard Configuration

The SAP system is delivered with a predefined configuration for the selection
and layout of BIC. Using Transaction OBIC_DIS, the configuration of the BIC
layout can be displayed but not changed. To get to the transaction, select
IMG - Logistics - General - Batch Management - Batch Information Cockpit -
Display SAP Standard Selection.

The SAP standard selection is shown in Figure 8.13. The Selection field
shows the value, for example, Material is 110, and the Active tab title shows
whether the tab is active. Fields of each of the tabs can be selected and dis-
played as shown in Figure 8.14.
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Figure 8.43 3AP Standard Selection for the BIC

Figure 8.14 shows the fields that are associated with the Selection, in this
case 110. The Selection field shows the fields to appear on the tab, for exam-
ple, MATNR, WERKS, MTART, and so on.
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Figure B.14 Flelds Associated with Tabs from the SAP Standard Selection

8.4.3 BIC User-Defined Configuration

If the standard SAP configuration does not address all the clients' require-
ments, the user can modify BIC. Some clients have found that the standard
view of BIC is not suitable for all departments that need information on
batches. Therefore, the user-defined BIC can be modified so that different
user groups can have their own view of BIC. The user group specific selection
can be found using Transaction OBIC or via the navigation path IMG « Logis-
tics - General - Batch Management - Batch Information Cockpit « Define User
Group Specific Selection.

After the user group has been defined, the attributes to BIC for that group

can be created. In Figure 8.15, the User group can be highlighted to access
the Selection tab title table field screen, shown in Figure 8.16. The selection
tab titles make up the structure that defines which fields are viewed in BIC.
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Figure 8.45 User Groups Defined for the BIC

The Selection tab title table field screen shown in Figure 8.16 allows the user
to define what tabs will be available to the specific user group and in what
order they appear. In this example, the User group MES_PROD1 has been
configured to add an item to the Selection screen 120, with the Text of Batch.

Figure 818 Selection Tab Fields Selected for the User Group

After the tabs have been selected for the specific user group, in this example
MES_PROD1, the individual fields can be selected. In this case, the fields for
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Selection screen 120 are added, as shown in Figure 8.17. The added fields
include LVORM, VFDAT, and HSDAT. The structure of the tab and the place-
ment of the fields depend on the requirements of the user group.

* Change View “Selection fields™; verview

@ | J8 coe0nk| o
G temire: OERDBBR
[ro——
Wses group sebec | Sta | Selection table | Selection field | IimTab ]
WES_PRODT [ MCHA MSDAT  [200  oize| |2
HES_PRODY [ HCHA LICKA  [so0 ;20 L
HES_PRODYT | [T HOHA LUDRH 600 0128
HES_PROD1 ™ HCHA LYEDT BOE 28
HES_PRODY | I MCHA VEDAT id o il L1
HES_PRODY T MCHA ZUSTR o mMze
18—

Figure B.17 Fields Selected for One Tab Specific to One User Group

This section has described the functionality of the BIC. As a consultant, you
should spend time understanding how BIC works and how it can be config-
ured for your clients’ requirements.

8.5 Summary

Batch Management is important to a growing number of industries. It has
developed from just an identification of a group of items to a process that
allows companies to perform product recalls, select and sell by batch charac-
teristics, and identify expiring stock. As the drive for a competitive advan-
tage continues, companies will further investigate how batch information
can lower production time and hasten material to the customer.

Chapter 9 is important for all MM consultants because it examines the proc-
esses around the Material Master record. The chapter will review the crea-
tion of a Material Master record, including how it is changed and deleted,
and how records can be loaded.
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Creating a Material Master record depends on many different
departments. Each layer of information is important in its own
right, but the material record is not complete until all the relevant
data has been entered.

9  Material Master Record

Creating a Material Master record allows all the information relevant to a
specific material to be entered into a large number of tables. There is not one
Material Master file but a number of tables containing information, which
when combined, reflect all of the information for that material.

Many tables are updated when information is entered into the Material Mas-
ter transaction. The Material Master transaction is structured so that there
are entry screens for different functional information items, such as Purchas-
ing, Sales, or Accounting, but there is also an organizational dimension to
data entry, The material information can be entered at each level of the
organization, for example, at the levels of plant, storage location, or sales
organization.

Detailed information on the Material Master file was provided in Chapter 3.
In this chapter, we will discuss how Material Master records are loaded, cre-
ated, modified, and deleted.

9.1 Creating a Material Master Record

The standard transaction for creating a Material Master record is MMO1.
Other transactions can be used to create a Material Master. If the material
type of the material to be created is known, then the material can be created
using a transaction specific to that material type. For example, if a Material
Master record for a finished product is to be created, then the material user
can use Transaction MMF1 to create a Material Master record.
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9.1.1  Create a Material Master Record Through a Schedule

If a the Material Master record for an item has been decided upon but is not
ready to be released until a specific date, then the material can be created via
a schedule. This functionality is part of the Engineering Change Management
module (LO-ECH).

To create a2 material based on a schedule, use Transaction MM11 or the nav-
igation path SAP Menu - Logistics - Materials Management » Material Master
« Material - Create (General) + Schedule.

The entry of this record, shown in Figure 9.1, is different from a normal
Material-Master creation because it requires a date to be entered for the cre-
ation of the material and, if applicable, an engineering Change Number, The
change number would be created by the engineering department to reflect a
change in a specification that requires, in this case, a new material number to
be created.
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Figure 9.4 Entry Screen for Creating a Material Master Record with a Scheduled Release

9.2 Changing a Material Master Record

Material Master records are changed to allow revised data to be entered,
such as changing the purchasing group on the purchasing screen, or revising
the MRP controller on the MRF screen. Changes to master records are impor-
tant to ensure they are as accurate as possible.
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9.2.1 Change a Material Master Record - Immediately

A change to a material may be a simple correction, such as a correction to a
net weight or a revision to the material due to a production change that will
change the material completely. Some companies allow changes to certain
fields but not other fields, whereas some companies have committees that
review changes that have been requested and allow or deny them. In addi-
tion, certain industries, such as the regulated pharmaceuticals industry,
require strict audit of any change made on the Material Master.

The Material Master change transaction is the tool to perform the change,
but check with your client to make sure there are no policies in place regard-
ing Material Master changes.

The most common way a Material Master is changed is via Transaction is
MMO2 or the navigation path SAP Menu - Logistics - Materials Management
» Material Master » Material - Change - Immediately.

The initial screen for MMO2 allows the entry of the Material number and, if
applicable, engineering Change Number. After a material number has been
entered, you may choose to select the particular area that is of relevance.
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Figure 9.2 Menu Path for Finding the Log of Changes Made to a Material Master Record
Subsequent to the Material field or fields being changed, the material is

saved. The system then logs the change made and the user who initiated the
change.
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To find out about the changes made to a material the information can be
located in the material master change transaction MMOZ. In the basic data
screen (as shown in Figure 9.2), the Display Changes option can be selected
from the header menu. After this has been selected a list of all the changes
made to the material is shown (Figure 2.3).

Figure 9.3 shows the Date, Time, transaction that was changed (TCode), and
the user name of the person who made the change (Changed by). The
Selected field allows a change to be selected and reviewed in more detail. In

this example, the change made by user BI_SAPHG2 is selected, and the
change is shown in more detail in Figure 9.4.
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Figure 8.3 Material Change Display Showing Detail Change Information
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Figure 9.4 Details of Single Change Made to Material

Figure 9.4 shows the change made by user BI SAPHG2. The Material num-
ber is displayed, CP11009. The Action field tells you it was a Change. The
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Field Desc. tells you that the Material Group was changed. The Old Value
and New Value fields inform you that the value was changed from a value of
010 to a value of 015.

9.2.2 Change a Material Master Record - Schedule

If the material is not scheduled to be changed until a certain date, then the
material change can be set ahead of time and the date-activation Transaction
MM13 can be used to put the change into effect at the right time. The trans-
action code for this process is MM12 and can be found via the navigation
path SAP Menu - Logistics - Materials Management - Material Master - Mate-
rial - Change « Schedule.

The change can also be driven by an engineering change, and the user can
enter that Change Number into the scheduling screen, as shown in Figure
9.5.
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Figure 9.5 [nitial 5creen Allowing the User to Schedule a Material Change

9.2.3 Change a Material Master Record - Activate

This transaction allows the material user to release changes made to a mate-
rial or a group of materials based on when the changes were made. For
example, if a group of materials was changed because it received a new MRF
controller number, then this transaction allows the material user to release
the scheduled changes up to a certain date. Users can run this activation in
test mode so that the actual changes do not take place (see Figure 9.6).

The transaction code for this process is MM13 and can be found via the nav-
igation path SAP Menu » Logistics - Materials Management » Material Master
+ Material - Change « Activate.
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Figure 5.6 Activation Transaction for Scheduled Changes Made Through Transaction MAM12

Activate To

This field should contain the key date needed to include all scheduled
changes as shown in Figure 9.6. For example, if the field contains the date
11/11/2007, then all changes up to that date will be included. If the date field
is blank, then the system assumes that today's date should be used.

Activate From

This date is used to define the first date from which to include changes. For
example, if this field contains the date 01/01/2001, the system will include
all scheduled changes made to the material from that date to the date entered
in the Activate to field. If this field is blank, the system assumes that the field
content should be copied from the Activate to field, and the activation will
only be for that one day.

Keep User Names

This indicator allows the material user to decide what information is copied
to the change document. If the indicator is set, then names of the user who
made the scheduled changes will be copied across. If the indicator is not set,
only the name of the person who ran the activation transaction will be cop-
ied across. Confer with your client concerning the requirements of any audit
trail that may be required.

Changes Per Processing Block
This field allows the material user to enter a value up to 500, which can
increase the efficiency of the transaction at runtime. If there is a major
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change that requires more processing power, then this field can be changed
to a higher number. However, if the Keep user names indicator is set, then
this field must be set to 1.

Test Mode
This indicator allows the material user to run the transaction in test mode,
which does not activate any of the scheduled changes.

This section described the ways in which values on the Material Master can
be changed. The change mechanism should be reviewed with your client to
determine if any policy is in place regarding Material Master changes. The
next section examines the deletion of a Material Master record. This is some-
thing not all companies want to consider, so it is important to discuss this in
advance with your client.

9.3 Material Master Deletion

Material Master deletion is a process that should be secure and require mul-
tiple checks prior to any action, Companies vary in their adoption of Mate-
rial Master deletion. Some companies will never under any circumstance
delete a material even if they have stopped using them or producing them.
Returns, repairs, and other needs can cause a material to have a life in the
system long after its relevance in production has ended. Other companies
will have a strict procedure that allows for the deletion of material if a mate-
rial has been obsolete for a period of time or a material has not been used in
any transaction for a period. Other companies will regularly remove material
if informed by vendors that the material is no longer available for purchase
and no inventory remains in SAP. The policies and procedures of companies
will vary, so confer with your client as to their particular requirements for
material deletion.

The path to deleting a material starts with Transaction MMO6 (or MM16 for
scheduling a deletion). This transaction is to flag a material for deletion.

9.3.1  Flag for Deletion - Immediately

This transaction allows a company to flag a material for deletion if it decides
that the material will never be used in the system again. This transaction
does not delete the material but flags the Material Master for deletion.
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Transaction MMOG6 can be accessed through the navigation path SAP Menu -
Logistics »+ Materials Management « Material Master « Material - Flag for
Deletion - Immediately.
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Figure 9.7 Flag for Deletion Screen

The screen shown in Figure 9.7 shows the data that can be entered in the
transaction, im:luding the Material number, Plant, Stor. Location, Valuation
Type, Sales Org., and so on. The transaction provides the option to delete the
material at different levels. Entering just the material number will flag the
material throughout the system. Entering a Plant or a Sales Org. or a Ware-
house No. will flag the material to be deleted at that same level, that is, sales
organization or warehouse level.

9.3.2 Flag for Deletion - Schedule

The difference between this transaction, shown here in Figure 9.8, and the
immediate transaction is that the material user has to enter a date for sched-
uling the flag-for-deletion date, not the actual deletion date.

Transaction MM16 can be accessed through the navigation path SAP Menu -
Logistics » Materials Management - Material Master - Material - Flag for
Deletion » Schedule.
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Figure 9.8 Scheduling the Flag for Deletion Transaction

9.3.3 Flag for Deletion - Proposal List

Within Transaction MMOG, there is an option to flag materials for deletion
via a proposal list. Choosing Extras - Proposal List opens the Proposed Dele-
tion list dialog box with materials that the system has proposed to be flagged
for deletion (see Figure 9.9). These materials have no stock in the system.
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Figure .9 Proposal List for Materials That Can Be Flagged for Deletion
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9.3.4 Material Master Archiving

The Material Master archiving program will delete the materials that have
been flagged for deletion and that are suitable for deletion. The transaction
for the archiving process is MM71 and can be found using the navigation
path SAP Menu - Logistics - Materials Management - Material Master « Other
+ Archiving « Archive/Delete.

Figure 9.10 shows the archiving transaction with the ability to enter a vari-
ant, which is useful when deciding what to archive.

Companies often delay setting procedures for archiving materials until after the
implementation of MM. As a SAP consultant, it is good practice to inform clients
about their long-term archiving needs. Many clients will run archiving as part of
their monthly or semi-yearly routines.
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Figure 8.10 Screen for Archiving and Deleting Material Master Records

9.3.5 Remove a Material-Deletion Flag

During the deletion process, a mistake may have been made, or an investiga-
tion may find that a material is still used. If that is the case, you can remove
the deletion flag after it has been entered but before the archiving program
has been run. Using Transaction MMO6, enter the material number of the
material that has the deletion flag required to be removed. On the initial
screen, enter any specific relevant plant or sales organization. The subse-
quent screen will highlight where the deletion flags are set. By deleting those
indicators, the flagged for deletion status is removed.
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This section has explained how the Material Master record can be deleted in
the system. However, be sure to review and abide by each company’s poli-
cies and procedures on deleting materials, The next section reviews how
Material Master records are loaded into the SAP system.

9.4 Loading Material Master Records

Loading materials from a legacy system may be the only time the Material
Master records are loaded, however, with the number of company mergers
and acquisitions increasing, you may find that Material Master loading is
more frequent.

9.4.1 Loading Material Master Records via Direct Input

When working on a new implementation for a company, you may be asked
about loading Material Master records. If the implementation involves reen-
gineering, the client may have a project to rationalize and cleanse its Material
Master records from the legacy systems. To construct suitable Material Mas-
ter records based on legacy records, the client needs a process for adding to
the SAP Material Master record the necessary details that are not available
from the legacy item master. This may include collecting information from
other legacy systems or manual collection and entry.

After the Material Master information has been collated in a repository out-
side of SAP, you can load that information into the new SAP system using a
load program.

Before any materials are loaded into SAP, it is good practice to clean out any
spurious material records. You can use the program RMMMDEQQ, run from
Transaction SE38, to delete all materials from the client and ensure a clean
environment for the material data load.

Using the material load program RMDATIND, through Transaction SE38, the
client can load items into SAP and into new Material Master records. This is
shown in Figure 9.11, where the file containing the material data is entered;
in this example, it is called MATERIAL_MASTER_BTCIL. The General data sec-
tion includes technical parameters such as the Max. no. of logical errors
before the program terminates and allowing Success messages to be dis-
played for successful records.
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Figure 9.1 RADATIMND Program for Loading Material Master Records

Another program, RMDATGEN, can generate test data for the initial load
program. You can run it from Transaction SE38.

9.4.2 Distribution of Material Master Records via ALE

Material Master records can be moved from one system to another via Appli-
cation Link Enabling (ALE), a middleware solution in SAP’s Business Frame-
work Architecture (BFA). ALE can integrate data and processes between SAP
systems and non-SAP systems. Messages between the systems are distrib-
uted by IDocs. An 1Doc comprises a header, data segments, and a status
record.

During a transfer of data, the outbound system creates an IDoc containing
the data to be transferred, and this is transferred to the target system. In the
target system, the IDoc starts inbound processing. The data is processed and
then posted in the application, in this case, the Material Master creation
transaction.
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An ALE environment that moves material records as described can be found
in clients that control the creation of Material Master records centrally and
then push the new materials out to their other SAP systems around the
world.

The next section discusses the production version, which is important for the
production staff and planning department.

9.5 Production Versions

A production version can be assigned to a material at the plant level. It
describes the types of production techniques that can be used on the mate-
rial. This is important in manufacturing companies because the production
information has to be correct for the version being produced. Modifications
to a design can cause significant changes in the production process, and the
production version allows the production department to use the most accu-
rate version of the Material Master.

9.5.1 Production Version Overview

The material can have any number of production versions assigned to it. The
production version can only be assigned to materials purchased externally
and materials that are produced in-house.

9.5.2 Creating a Production Version

The production version can be entered against a material via the Material
Master creation Transaction MMO1 or change Transaction MMO2. The pro-
duction version can only be entered at the plant level, so the material must
be used in at least one plant. These production versions refer to versions of
the material that are valid. In Figure 9.12, five production versions are still
valid until December 31st, 2007. Customers will still be buying a valid pro-
duction version as long as the validity date of the version is in the range
defined.

The Production Version Overview dialog box can be reached through the
MRF, Work Scheduling, or Costing screens. Figure 9.12 shows the Produc-
tion Version Overview dialog box via the MRP screen. The various fields in
the Production Version Overview dialog box are described next.
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Figure 9.42 Entry Screen for the Material Production Versions

Version

This is the production version key field, which determines what production
techniques are applicable for the material. The version number can be
changed if the material is altered, even in the smallest way. For example, in
the manufacture of a cast flange, an alteration of the cast to include a ridge on
the underside would create a version change. If the depth of that ridge was
increased, this would cause a further version change.

Version Text

This 40-character field is a description for the production version. Most com-
panies probably have a specific method of describing the version. For exam-
ple, the description may be prepared so that first 20 characters are for the
description of the change, the next 10 are for the version number, and the
last 10 are for the release number. Check with your company to see if the
version text is freeform or has specific meaning built in.

Valid To/Valid From

These date fields allow the production user to determine the date range for
which the production version is valid. The version may only be valid for a
certain period due to a new material that supersedes this one or because ver-
sions are always changed every so many years. Specific company policies on
versions will explain any validity issues that may arise.
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Once these fields are entered, then the production version details can be
added on the next screen, as shown in Figure 9.13.

Figure .13 Details of a Production Value Key for Production Planning

Basic Data

The initial field in the Basic data section is the Prod.vers.locked ficld that
specifies whether the production version is locked or not locked. If it is not
locked, then the version is available for use. The next two fields relate to the
minimum and maximum lot sizes applicable for this particular production
version. The Basic data section also includes the validity dates.

Planning Data
There are three planning areas that can be defined in the production version:

» Detailed planning
This is used in capacity planning for short-term planning of individual
capacities. It uses exact times and dates and is based on a routing.

255



g | Material Master Record

» Rate-based planning
Rate-based planning takes place using rate routings.

» Rough-cut planning
This is the process of converting the master preduction schedule into
requirements for key resources, including labor and machines.

For each of these planning types, a Task List, a Task List Group, and a Task
Counter can be selected. By entering a value for these, a particular task is
being identified for the production version, and thus a particular task is iden-
tified for the material.

Bill of Material Data

The bill of material (BOM) data that can be entered for the production ver-
sion includes an Alternative BOM, a BOM Usage key, and an Apportnmt
Structure.

An Apportnmt Structure determines how the costs are distributed regarding
co-products. The system uses the Apportnmt Structure to create a settlement
rule that distributes the costs from the order header to the order items, that
is, the co-products.

Repetitive Manufacturing Data

In addition to the repetitive-manufacturing indicator (REM allowed), the
other fields are Production line and Planning ID. The Production line is
identified for repetitive manufacturing, which is important when working
with capacity planning. The Planning ID is used to group together produc-
tion versions, which can be selected from the drop-down list.

Other Production-Version Data
The last group of fields includes the Receiv. location, the Default supply
area, and the Issue stor. location.

9.5.3 Production Versions — Mass Processing

There is a transaction that allows a different approach to entering production
versions. A mass-processing approach allows the production user to change
production versions collectively, thus saving time. Transaction C223 can be
used to enter the information on production version via the Production Plan-
ning menu. The production department uses this transaction when entering
large numbers of production versions for a plant.
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The navigation path of Transaction C223 is SAP Menu - Logistics - Produc-
tion » Master Data - Production Versions.

This section reviewed the functionality of production versions of the mate-
rial. The next section examines the material revision levels.

9.6 Revision Levels

A revision level identifies a certain change status of a material and is related
to the change status of an engineering change record. The revision level can
be assigned to a material within the Material Master record.

9.6.1 Revision Level Overview

The revision level can be entered into the Material Master from the MRF
screens. There is an icon below the Plant field that opens a dialog box as
shown in Figure 9.14. The dialog box requires the production user to enter
an engineering Change Number and a Revision Level number.

Figure 9.14 Dialog Box for Revision Number Within Material Master Change Record (MMOD2)

The engineering change document must relate to the particular material
being changed: otherwise, the revision level cannot be entered.
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When the production user enters a Revision Level number, the system will
check to ensure that the revision number has not been used before and that
it follows the sequence. The revision level functionality is configurable.

9.6.2 Revision Level Configuration

Before any configuration is performed on revision levels, a configuration
step needs to be performed in the Engineering Change Management (ECM)
area. Transaction 0554 is the setup transaction for the control data, which
needs to be configured to make revision levels active. The navigation path is
IMG - Logistics - General + Engineering Change Management + Set Up Con-
trol Data.

The key configuration for the Material Master is in Transaction O555. This
creates the sequence for the revision levels for materials. The navigation path
is IMG - Logistics - General - Engineering Change Management - Revision
Levels « Define Revision Levels for Materials.

9.7 Summary

In this chapter, material creation, modification, and deletion were discussed.
The Material Master is a highly complex master file with hundreds of links to
transactions in SAP. Errors made in the Material Master can have serious
effects on other modules, such as SD, PP, QM, and so on. The number of
users who have access to the Material Master file should be limited. Any
change should be carefully considered before you make it and should be
audited after it is made.

Chapter 10 describes the functionality of the Vendor Master file, including
creating, changing, and deleting vendor records, as well as one-time vendors
and Vendor SubRange (V5R) functionality.
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The accounting or purchasing departments can create the Vendor
Master record. The record contains all the relevant data that helps
the purchasing department choose vendors based on negotiated price
and performance, while the financial data aids the accounting
department with invoicing and payables.

10 Vendor Master Record

In previous chapters, we have discussed the relevant data that is found in the
Vendor Master. In this chapter, we will discuss the mechanics of the Vendor
Master records and the less common elements that are important in vendor
management, such as one-time vendors and Vendor Sub-Ranges (VSRs). This
chapter will help you advise your clients on the vendor functionality.

10.1  Creating the Vendor Master Record

Earlier Chapter 3 described how the Vendor Master can be created using one
of three transaction codes:

» XKO01
Create Vendor Centrally.

» FKO1
Create Vendor via Accounting.

 MEKO1
Create Vendor via Purchasing.

From the Vendor menu within MM, the purchasing user can create the Ven-
dor Master either centrally or through purchasing. The purchasing depart-
ment doesn't usually know all the issues pertaining to the accounting side of
the vendor relationship, so the different transaction codes make vendor cre-
ation easier for the departmental users.

The purchasing department uses Transaction MKO1 to create a vendor with
just the relevant purchasing information (see Figure 10.1). This transaction
can be found using the navigation path SAP Menu - Logistics - Materials
Management - Purchasing - Master Data » Vendor » Purchasing - Create.
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The purchasing user can enter the vendor number if the Vendor number
field has been defined as allowing external number ranges. This depends on
the configuration for the account group. Otherwise, the vendor number is
generated by the system, depending on the number range assigned.

Vendor number ranges are defined in the accounting area of configuration. It
is possible to define a number range to be between some specific numbers,
such as 2000 and 992990000, which can be assigned to an account group.

The vendor number ranges can be defined using Transaction XKN1 or by fol-
lowing the navigation path IMG - Financial Accounting + Accounts Receiva-
ble and Accounts Payable - Vendor Accounts + Master Data « Preparations
for Creating Vendor Master Data - Create Number Ranges for Vendor
Accounts.

In Figure 10.2, you can see that the number range is defined by a two-char-
acter code, in this case, the options are 01, 0B, and XX. The purchasing user
can enter the code and then define the number range. This cannot overlap
with existing number ranges. You can then define the number range as exter-
nal by highlighting the Ext field. If the number range is not defined as exter-
nal, it defaults to internal. The user can define the current number of the
Vendor Master if the internally assigned numbers need to start at a certain
point.

After the number range has been defined, it can be assigned to an account
group or many account groups. The account groups are shown in Figure 10.3
and defined for the vendor in the Accounting configuration using the navi-
gation path IMG « Financial Accounting - Accounts Receivable and Accounts
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Figure 10.2 Transaction XKN1 Allowing Users to Create Mumber
Ranges for the Vendor Master File
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Figure 10.3 Definition of the Vendor Account Groups

The vendor account group is a way of grouping vendors that have the same
number range and have the same attributes entered. The account group is
defined to allow certain fields to be seen and entered on the Vendor Master.
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The assignment of the vendor number range to the vendor account group
can be seen in Figure 10.4 and configured using the navigation path IMG -
Financial Accounting - Accounts Receivable and Accounts Payable - Vendor
Accounts - Master Data » Preparations for Creating Vendor Master Data -
Assign Number Ranges to Vendor Account Groups,
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Figure 10.4 Assignment of Number Ranges to Account Groups

The Vendor Master record is especially relevant to a purchasing organiza-
tion. When creating the vendor, the purchasing user is determining the data
associated with that vendor that is relevant only to the single purchasing
organization.

A vendor may often deal with many purchasing departments of a single com-
pany, and the negotiations between the vendor and the company are limited
to a specific geographical area, which may relate to a single purchasing
organization. For example, if a global telecommunications company negoti-
ates rates and discounts with a company, the terms may be different for the
company's Indian locations than for the Mexican locations or the locations in
China. Therefore, when entering the Vendor Master record for this telecom-
munications company, the differences between purchasing organizations
may be significant.

On the entry screen of Transaction MKO1, it is possible to use another ven-
dor/purchasing organization as a template for the new vendor. This is useful
when entering the same vendor for a number of purchasing organizations
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because it saves having to make unnecessary entries. This will also reduce
the level of data-entry errors.

10.2 Changing the Vendor Master Record

A Vendor Master record can be changed in two ways, either with a current
change or a planned change. You'll learn what each of these entails next.

10.2.1 Change Vendor Master Record - Current

This functionality is the normal way in which a record is changed. The pur-
chasing user will want the change in the record to take effect immediately.

The transaction to change the current Vendor Master record is MKO02 and
can be found using the following navigation path SAP Menu - Logistics »
Materials Management - Purchasing + Master Data + Vendor - Purchasing +
Change. The transaction screen is shown in Figure 10.5.

Purchasing segamization data
™| Puchasng daia
™ Paines burciions

Figure 10.5 Transaction MEO2 for Changing the Vendor Master Record with Immediate Effect

The purchasing user has the option of selecting the relevant area that needs
to be modified from the General or Purchasing screens. The user cannot
change the accounting data for this vendor via this transaction code. To
change the accounting data for the vendor, the user must use Transaction
FKOZ2 or use the navigation path SAP Menu - Accounting + Financial Account-
ing - Accounts Payable - Master Records - Change (Current).
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10.2.2 Change Vendor Master Record - Planned

This transaction can be used when the purchasing user wants to have a Ven-
dor Master record changed at a specific future date. For example, when a
new area code is created in the United States, a large number of companies
have to inform all their clients of the phone number change that will occur
on a specific day. In New Mexico, a new area code 575 will split off from
area code 505 on October 5th, 2008.

The transaction to change the current Vendor Master record is MK12 and
can be found using the navigation path SAP Menu - Logistics - Materials
Management » Purchasing - Master Data - Vendor » Purchasing + Change

(Planned).
= plag Yendor: Tnitial S¢reen
Werda [200 A
Puchyigigaraation [2000
Changs planned ko I11f1!f2lli‘
Gienaial data
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™! Contwl
Purchasimg sganization data-———
I Puchasing dals
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Figure 10.6 Transation ME12 for Changing a Vendaor Master at a Future Date

With transaction MK12, the purchasing user can enter a date on which the
changes entered for this record will become valid. Figure 10.6 shows that the
Change planned for field is a date field. As with Transaction MKO2, you only
have the option of selecting the relevant area that needs to be modified from
the General or Purchasing screens.

10.2.3 Display Planned Changes to Vendor Master Records

After the planned changes have been specified for the Vendor Master records,
you can view all the planned changes. Transaction MK14, shown in Figure
10.7, allows the purchasing user to enter a range of variables, such as Vendor,
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Purch. Organization, Vendor Subrange, Plant, and so on to view the planned
changes made to vendors. The resulting report shows the vendors that have
planned changes pending and the changes that have been made.

* Planned Yendor Account Changes: Initial Scn

_thlaqll Edt Goto Emaonmert  System  Help

| Wlcoa one
Wendo [zon A
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Changed by

Figure 10.7 Transaction ME14 and the Selection Fields for Viewing Vendor Master Changes

Transaction MK14 can be found using the navigation path SAP Menu - Logis-
tics « Materials Management « Purchasing - Master Data - Vendor - Purchas-
ing - Planned Changes.

10.2.4 Activate Planned Changes

The planned changes to the Vendor Master can be activated using Transac-
tion MKH3 or using the navigation path SAP Menu - Logistics + Materials
Management - Purchasing - Master Data - Vendor - Activate Planned
Changes - Activation Online.

As Figure 10.8 illustrates, the purchasing user can enter a single vendor or a
range of vendors. The Key date for activation is the final date on which
changes can be activated. The field defaults to the current date.

= ctivste Planned Changes n Vendor Master

Program  Edé Gobo  Swstem  Help

G| Bea® DRk
] i |
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Figure 0.8 5Screen for Activating Planned Changes for the Vendor Masters
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Transaction MKH4 allows the purchasing user to create a session to perform
the activation of the Vendor Master changes. This should be used for large
mass changes of vendor information, where system performance may be an
issue, and online activation is not practical.

10.2.5 Change Vendor Account Group

Transaction XKO7 can change the account group a vendor is assigned to. This
is a difficult transaction to use and should be offered to the client with a
strong warning.

Figure 10.9 shows Transaction XKO7 that allows the account group of the
vendor to be changed. However, the Vendor Master number must be com-
patible with the number range of the New account group.

Venda Edb Gobo Estras Envroowment Systes Help
Al ZIWcoe DHE w
Werke jzom A
[ = chonge account Group 1|
Vendoi [2on

SMP Verde
Wandor sceount group B0 Werders
¥ %]

Figure 10.9 Changing the Account Group for the Vendor Master Record

The change of vendor account group can be found via the navigation path
SAP Menu - Logistics - Materials Management - Purchasing - Master Data -
Vendor « Central » Account Group Change.

10.3 Deleting Vendor Master Record

The decision to delete a Vendor Master record needs to be made carefully,
and all concerned parties, including accounting and purchasing, must be
involved. Deletions to the vendor file tend to be less contentious than dele-
tions on the Material Master file, but they still require careful examination.
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Companies will generally review records in their Vendor Master file regu-
larly to ensure that the records are accurate, and no duplicates have been cre-
ated. Duplicate vendor records are most often deleted.

10.3.1 Flag a Vendor Master Record for Deletion

A Vendor Master record can be flagged for deletion using the purchasing
Transaction MKO6, This can be reached through the navigation path SAP
Menu - Logistics - Materials Management « Purchasing - Master Data - Ven-
dor - Purchasing - Flag for Deletion.

On the initial data entry screen, the purchasing user can enter the vendor
number and the purchasing organization. Figure 10.10 shows the next
screen where the user can determine how the deletion should proceed.

= Flag for Deletion Yendor: nl_‘;h_ul\1"l|rr|'h|'|h|r||]

Vendor [0 5P Vende
Puchsmrgliz  [3008  Usa

Deletion llags

[ 4l aem

Deletion blocks

F General duta

Figure 10.10 Flag-For-Deletion Fields of Transaction MKOG

The two indictors in Figure 10.10 allow the purchasing user to determine
what can be deleted and what should not.

Deletion Flags

If the All areas indicator is set, then all the information in the Vendor Master
will be deleted. All areas means all the data from each purchasing organiza-
tion will be deleted. This indicator is used when duplicates are found and
need to be purged from the system.

Using the Selected purchasing organization flag will just delete the vendor
data for selected purchasing organizations. This type of data is usually
deleted because the vendor is not authorized to sell to a certain purchasing
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organization or cannot sell to a certain organization for strategic or compet-
itive reasons.

Deletion Blocks - General Data

Setting this indicator prevents the information in the general data area from
being deleted. This block will ensure that at least the general data for the
vendor is not deleted, although the purchasing organization data for the ven-
dor is deleted.

10.3.2 Deleting Vendor Records via Archiving

After a Vendor Master record has been flagged for deletion, the actual dele-
tion can take place by running the archiving program in the financial
accounting functionality.

Transaction F58A allows the financial users to run an archiving program for
Vendor Master data. The transaction as shown in Figure 10,11 can be found
using the navigation path SAP Menu » Accounting « Financial Accounting «
Accounts Payable - Periodic Processing - Archiving - Vendors.

® furchive Adrmanistration: Initial Screen

Fachive Administration  EdE Goto  Ervronment  System  Help
I IWco@ DME =
|88 BN @ Logs Cusomng Ditabse Tabes Inomation Stem i St

Figure 40.41 Archiving Transaction F58A for the Vendor Master Records

10.4 Display Vendor Master Record

Vendor records are often reviewed by the purchasing department, and the
Vendor Master records can be displayed using a number of transactions,
which are shown in this section.
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10.4.1 Display Vendor Master Record - Current

The vendor record is normally displayed via Transaction MKO3 or via the
navigation path SAP Menu - Logistics - Materials Management - Purchasing
+ Master Data - Vendor - Purchasing - Display (Current).

10.4.2 Display Vendor Master Record - Per Key Date

The Vendor Master record can also be displayed by how it will be defined at
a future date, as shown in Figure 10,12, If many changes are to be made to a
Vendor Master record, users may want to view the Vendor Master record at
a certain date in the future. This can be performed with Transaction MK19 or
via the navigation path SAP Menu - Logistics - Materials Management - Pur-
chasing - Master Data - Vendor « Purchasing - Display (Per Key Date).
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Figure 10.42 Selection Screen for Displaying Vendor Master at a Future Date

10.4.3 Display Vendors - Purchasing List

Transaction MKVZ allows the purchasing user to display the vendors for a
given selection criteria. As Figure 10.13 shows, the selection can be made by
Vendor, Purchasing organization, Search term, and Account group.
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Figure 10,13 5election Screen in Transaction MKVZ for a Particular List of Vendars

Transaction MKVZ can also be located by using the navigation path SAP
Menu - Logistics - Materials Management - Purchasing - Master Data - Ven-
dor « List Display + Purchasing List.

10.5 Blocking Vendors

Vendors can be blocked for a variety of reasons that the client may deter-
mine. Often a vendor is blocked due to poor adherence to delivery dates,
unsatisfactory material quality, or outside market events. The client has the
option to block a Vendor Master account, which can stop any future pur-
chase orders being placed with the vendor until the Vendor Master record
has been unblocked.

10.5.1 Block a Vendor - Purchasing

The Vendor Master record can be set to blocked status by using Transaction
MEKO5. This can be found using the navigation path SAP Menu « Logistics -
Materials Management - Purchasing - Master Data - Vendor - Purchasing -
Block.

Transaction MKOS5 is used for blocking vendors via purchasing. The initial
screen of the transaction allows the purchasing user to enter the vendor
number and the purchasing organization.

The second screen, shown in Figure 10.14, shows the fields that are relevant
to block the vendor. The first indicator is for the user to determine whether
the block should be for the vendor in All purchasing organizations or just
the Selected purchasing organization entered.
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Figure 10.14 Fields Applicable for Blocking a Vendar

The other field on this screen allows the purchasing user to enter a Block
function code that describes how the vendor block is to be used. The block
function code is defined in configuration.

The delivery-block function is defined in the IMG using navigation path IMG
+ Quality Management - QM in Logistics - QM in Procurement - Define Deliv-
ery Block.

Each delivery block can be configured to block the vendor from being valid
for some part of purchasing functionality. As Figure 10.15 shows, the pur-
chasing block can be for any single option or combination of the following
options:

» Request for quotation

» Source determination

» Purchase order

» Goods receipt
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Figure 10.15 Configured Delivery Blocks and Associated Text

10.6 One-Time Vendor

A one-time vendor record, as shown in Figure 10.16, can be used for a ven-
dor that is used once or very rarely. An example of this is where a material is
needed in an emergency, and the normal vendor for that material cannot
supply the item in the requested time, In this instance, a local vendor or an
unapproved vendor may be used for this one-off purchase. Such a record can
be used for a number of vendors because this reduces the amount of data
entry and data maintenance.

Figure 10.16 Account Groups, Including One-Time Wendor Account
Group, in Transaction MKOT
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Clients also use one-time vendor records for travel, expense reimbursement,
and vendors that cannot accept the client's purchase orders.

A one-time vendor record can be created in the same way as any normal ven-
dor, using Transaction MKO1. The difference is that a one-time vendor uses
a special account group. In the example in Figure 10.16, the account group
for one-time vendors is 0092. One-time vendor records do not usually con-
tain any significant data or any bank and financial information.

Many clients have policies in place that ensure that Vendor Master records
are not created for one-time or limited-use vendors. Some of these policies
include establishing a limit on the number of transactions per year and
restricting the yearly spending on these vendors. For example, if a vendor
has more than four transactions a year or the total annual spending with a
vendor is more than $4,000, then it cannot be called a one-time vendor; a
Vendor Master record must be maintained for that vendor.

10.7 Vendor Sub-Range Functionality

The Vendor Sub-Range (VSR) can be used to subdivide the vendor's products
into different ranges. For example, the vendor could be an office-products
company, and the sub-ranges could be computer media, paper products, and
ink products.

The VSR can be entered into the purchasing information record of a particu-
lar vendor/material combination. The allocation of a material to a certain
VSR allows the vendor to see the items sorted on its purchase order in sub-
range order.

Configuration is required to allow V5Rs to be used. Transaction OMSG
allows the configurator to edit the vendor account groups. The indicator can
be highlighted to allow VSRs to be relevant for that vendor account group.

Figure 10.17 shows Transaction OMSG, which can be reached via the navi-
gation path IMG « Logistics - General + Business Partner  Vendor « Control
Define Account Groups and Field Selection.
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Figure 10.47 Detailed Data for the Vendor Account Group

10.8 Summary

This chapter has examined the functionality of the Vendor Master file. The
Vendor Master file contains important information for the purchasing
department and the accounting department. The Vendor Master file is
important for allowing the purchasing users to provide material to produc-
tion at the lowest cost, at the right quantity and quality, and at the correct
time. The accounting department uses the Vendor Master file to pay the ven-
dors in the correct fashion at the agreed upon time. The Vendor Master file
is important in MM and requires adequate security to minimize the number
of users who can create and modify vendor records.

Chapter 11 will examine the purchasing functionality in SAP. The chapter
will focus on purchasing steps from the initial purchase requisition, through
request for quotation (RFQ), the quotation sent by the vendor, and then the
final purchase order. Other topics covered include source lists, purchasing
conditions, and vendor evaluation.
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Purchasing departments have come a long way from a _few people
doing business with paper requisitions and vendor card files and
working to get the best deal with long-term local vendors. Technology
has brought the purchasing department into the front line of cost-
efficiency. Purchasing departments now have tools and procedures
that allow them to negotiate larger savings, better quality, and more
secure supply.

11 Purchasing Overview

Every company that operates a business has to purchase materials: raw mate-
rials, office supplies, services, and other items. The science of purchasing has
become part of today’s efficient business operation. The purchasing depart-
ment can research and negotiate significant savings for a company through
policies and technology.

Today's purchasing department has a plethora of information from associa-
tions, purchasing think tanks, and specialist purchasing consultants. Compa-
nies can introduce best practices along with specialized technology to ensure
that the information is available to the purchasing professional for negotiat-
ing and managing contracts,

1.1 Purchase Requisition

The purchase requisition is the procedure by which general users or depart-
ments can request the purchases of goods or services that require processing
by the purchasing department. Companies can allow certain authorized
users to enter purchase requisitions directly into the SAP system, but in situ-
ations involving a particular dollar value or type of goods and services, the
company may request another method of informing the purchasing depart-
ment of the purchasing requisition, such as fax or e-mail. An example of a
purchase requisition is shown in Figure 11.1.
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Figure 1.1 Typical Paper Purchase Requisition

Many companies have implemented an Internet front-end to purchase requi-
sitioning, and authorized users can go to a URL and enter the material or
services they need instead of having direct access to SAP.

After the purchase requisition has been created, it can be converted to a pur-
chase order or can be used as the basis for a request for quotation (RFQ),
which is described next.

1.2 Request for Quotation

After the purchasing department has received the purchase requisitions and
have processed them, there may be an item that requires the purchasing
department to offer a request for quotation (RFQ) (see Figure 11.2). Follow-
ing are some of the reasons this might occur:

» Material is not previously used at the company.

» Previous material now has no identified vendor.

» New vendor is required due to termination of contract, such as quality
issues.

» New vendor is required due to bankruptcy of vendor.
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» New vendor is required due to government regulations.

» New vendor is required due to logistical issues.

Request for Quotation (RFQ)
RFQ Mumber G10000782

Contact ! John Smith
lm. Telephone : 212.555.92%2
P Fax 1 212.555.5303

Date i 18 Sap 2007
Your Vendor Number : 08930021
Financial Computers LLC
6199 Hawley Street
Baston, MA 02110

Remit Quotation to Important RFQ Dates

I4BF Corporation

16 Liberty Flaza, 2300 RFQ Cloaing Date : 12 Dec 07
Kow York, NY 10006 RFQ Cloaing Time : 5 PM EST
Deliver Goods/Services Lo For information on other RFQ's reler bo
T4BP Ressarch Laba wwrw i4bp com/purchasingfrig htm

Attn: Dr. Robert Jomas
3403 Hickman Road
Des Moines, TA 50310

" 3 rad by L8 Harah JOUB

USER CONTACT: Bidders requiring clarification of technical
aspocts of thess specifications should comtact :

Dr. Robert Joneam by fax only 515.555.9540

Item  Qry Description

001 30 IFM BladeCentar HC10, Intal Core 2 Dus, 2.66 GHz,
B8 Hamory, S00B S400rps BATA HD drive, NVIDIA Quades
it 1600M advanoesd 3D graphios, 4 MB 12 shared Cache,
M5 Windows Vieta Business Blade PC Edition (Sd-bit)

WOTES

A, Bo substitutions will be permitied &8 all parts sust be
configurable with aguilpment coFfently im use at the Ressarch Laba.
B, To spause efficlent communications daring the perforsance

af this project we require that you provide the names and conLacts
information of amy subcontractors ased.

WEED MELF? Suggestions and hints to help you complete a successful
guotation are avallable from our webaits at www.idbp.com

If you do not have sccess To ths intsrnat, pl-ui regquest & copy
frem the Purchasing Dept., 16 Libezty Plaga, 2300, NY, NT 10006

A copy will be sent To you by mall or by fax.

wher I NSITRUOCTIONS R TRIS RFg g

By submitting & response to this RFQ, you achnowledge that you
have resd and complied with ths applicable purchasing documsnts.

Figure 1.2 Typical RFQ Sent to Vendors with Relevant Information and Conditions
When selecting the vendors that will be invited to submit quotations, the
purchasing department will use a number of inputs:

» Vendor suggestions from the requisitioner, especially for a new material
» Research on vendors, using professional associations and buying groups
» Trusted vendors with whom the company has contracts
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In the traditional work of purchasing prior to advancements in information
technology, many companies would do carry-out RFQs by selecting prospec-
tive vendors, physically sending out RFQ documents and packages of infor-
mation, and receiving data and prices back. They could then review these
documents and select a vendor after some period of time. However, this
process meant that much of the vendor evaluation was performed after the
RFQ was produced, sent, and received back.

Today, the RFQ can be sent to vendors via mail, fax, or electronically via e-
mail or EDIL. The EDI transaction set for sending the RFQ to a vendor is 840.

With today's level of company spending, the purchasing department has to
evaluate the vendors' volume capabilities, on-time performance, quality per-
formance, and their understanding of the company's business, long before
the RFQ is sent.

For their part, vendors are becoming more aware of companies’ needs to
reduce purchasing cost and are preparing for RFQs in a more strategic way.
A lot of vendors are using technology to calculate the threshold of what a
purchasing department is willing to pay based on their quality and logistical
factors. Vendors know that being the lowest bidder is not necessarily going
to win the bid, but they also know that being a low bidder for a RFQ is
important.

The RFQ is sent to vendors, and those vendors who decide to bid will send
back a quotation, described in the next section.

11.3 Quotation

The quotation is sent by the vendor to the purchasing department that
offered the RFQ. The response from the vendor should follow the stipula-
tions set down in the RFQ. Should the vendor fail to follow the instructions
in the RFQ, the customer can disqualify the quotation from the vendor.
Many vendors fail to read and understand RFQs before submitting quotes.
An example of a quotation sent by a vendor is shown in Figure 11.3.

The quotation can be sent by the vendor by EDI using Transaction set 843,

The quotations sent back to the purchasing department by the bidders, or
vendors, are compared, and one is selected. The other quotations are
rejected. The vendor that supplied the winning bid will then be offered a
purchase order, which is described in the next section.
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Quotation
RFQ Mumber ;. 610000782 Our Customen ¥ . BABE2I2320
At of John Saith Terms of Payment: 14 Days
hddross 16 Liserty Plaza Dedivery Promisa @ 14 Days
NY. MY 10006 Walkd Lintil : Jan 20 08
Taxes : WYL B.IT7ES
Werndor ¥ - Baalonzl Shipping : FEDEX Groumd
Dot 12 Dec O7 Waranty © 90 Day
tem| Part # | Description Oty | Price | Disc. | Total §
al nxx | DM BladeCenter WC10 w |&r2.22 LE 20, 166. 60
L] LR ) AEENERXANENRE a LEEE Y2 ERE ENEAKARLE
b |
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Fitdncasd Comgnin LLE, G190 Howiey Streed, Bolscn, WA (K110
Tl £ (1T) B55-0000 Fax : (517) 655-0004 Compneny

Figure 1.3 Typical Quotation in Response to a RFQ

1.4 Purchase Order

A purchase order, as shown in Figure 11.4, is a commercial document issued
by a purchasing department (the buyer) to a vendor (the seller), indicating
the materials, quantities, and negotiated prices for materials or services that
the seller will provide to the buyer.

Iyimk
I4BP

Intermational Furghase Order

F.0 B AS0930043 il maw 2097

BELlbig Infa; Tendan:

TiRF Corporation dnnasvanrt De Hoewoe

16 Libamrny PFlass Perkatrasy B} (SR FLlowa]

Waw Tork, WF 10008 T8I J9. The Ssgus

LM I Waedar b and

Email yohs, asschidsdhp, oo Email: £ rasdganesnort, nl

Fhansr T13 5580393 Fhendl =31 TR 303 BT O3S

Fas 1 FLF 558, 9303 Fax | =31 73 MR BT 63

Frad IE Hess bty Frise A

THPRIZ0 Stesnland Paskaging Cartoas L) ER bR §73%.70

#0FIIE) Stesnland Pagkaging Tnsarce [Don.) L] FLO1.16 S0OF. I
Tatal 150158

Fleasn confirm receipt bo jokn. maithiidbp . com

Jobs SRt

o of ¥

T4EP Corpscitian

Figure 1.4 Example of a Typical Purchase Order
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The purchase order will usually contain the following;

» Purchase order number

» Date of the purchase order
» Billing address of the buyer
» Ship-to address of the buyer
» Special terms or instructions
» List of items with quantities

» Negotiated price of each item

Companies use purchase orders for many reasons. They allow purchasing
departments to clearly communicate their intentions to vendors, and they
protect vendor in the event that there is any dispute over the items, quanti-
ties, or price. The purchase order is also a component of the three-way
match, that is, matching a purchase order to a goods-receipt document and a
vendor's invoice.

Purchase orders can be printed and sent to a vendor. They can also be faxed
to a vendor. With EDI technology, the purchase order can be sent electroni-
cally and be directly uploaded into the vendor’s sales system. The transaction
set for this EDI purchase order is 850. If a change is made to the purchcase
order, the document can be sent to the vendor using EDI transaction set 860.

When the purchase order is created, a vendor can be assigned. The vendor
assignment can be performed via a source list or via a process called source
determination. Both of these are discussed in the next section.

11.5 Source List and Source Determination

For a purchasing decision to be made, a buyer will look at the source list,
which contains contracted or certified vendors for a particular material.

11.5.1 Single Source

Many companies are trying to implement single sourcing for their materials.
A single source for a material means that for each material that is purchased
there is only one vendor. Many companies spend a great deal of effort in
negotiating single source contracts to reduce the cost of items they purchase.
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For example, a purchasing department may have used three different office
supply companies, OfficeMax, Office Depot, and Staples, to purchase desks
from. But with single sourcing, the purchasing department negotiated a
lower price with one supplier of desks, OfficeMax, and will only use that
vendor for a specified period. Single sourcing can cut cost substantially if
companies also give vendors the chance to single-source a range of products,
but it can leave the buyer in a problematic situation if there is a disruption in
that source.

Many purchasing departments are asked by requisitioners to single-source a
particular item. The purchasing department will ask the requisitioner to jus-
tify this in a document called a Sole Source Justification, often used by gov-
ernment and state authorities.

Compatibility

The requisitioner may have a valid reason to purchase a particular material,
which was purchased previously, if no other vendor can supply the requisi-
tioner with a compatible material. For example, a request for information
(RFI) project may have found that no other vendors can supply the material
in question.

If the requisitioner needs to produce a Sole Source Justification, then it is
important to describe what equipment is involved and explain why there is
no solution except to purchase from the vendor who originally supplied the
product. In many research situations, the identical materials are needed to
replicate experiments, and materials from an alternative vendor may not be
acceptable for verifying results. For example, in quality inspection labs, tests
that use certain chemicals may require the purchase of the chemical from the
same vendor that has been used for all previous tests. This may be in viola-
tion of the purchasing department’s sourcing policy, but the lab would pro-
vide a Sole Source Justification to use the same vendor as previously used.

The purchasing department will usually require some verification that an
extensive search has been made, and the parts cannot be located at a lower
price from a wholesaler or an alternative source, The larger the unit price of
the material, the more investigation is required. If the cost is large enough,
then the RFQ process may be suggested by the purchasing department to
ensure that the correct procedures have been followed.

Economic Justification

Requisitioners can use economic justification to suggest a single source for a
material. Opting for the lowest price is not always the most economical way
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of purchasing a material. There are other factors, such as performance and
the cost of incidentals, that should be taken into account.

A common example of this is the PC-printer market. The prices of printers
have been falling substantially in the past few years, but create the cheaper
printer, the manufacturers have produced printers that can cost less than the
inkjet or toner refill. When looking at the cheapest printer in economic
terms, the requisitioner needs to look at the number of prints per refill, the
cost of the machines, and the cost of the refill. Therefore, the requisitioner
can submit the sole supplier based on the economic justification.

11.5.2 Multi-Source

Purchasing departments commonly use more than one vendor as a supplier
of a material. Although best practices lean toward single sourcing with a
trusted vendor, many companies do not want to risk a failure in the supply
of material and thus will have more than one vendor qualified to supply it.

In SAP, each vendor can be entered into the source list for a certain material
for a particular plant and/or purchasing organization. The maintenance of
the source list in SAP can be accessed using Transaction MEO1 or via the nav-
igation path SAP Menu - Logistics - Materials Management - Purchasing -
Master Data « Source List - Maintain.

Figure 11.5 shows the initial screen of MEO1. The purchasing user has to
enter the material and the plant where the source list is being maintained.
Different plants may have different vendors for the same material, due to
logistical issues or the cost of transportation. Other reasons may include the
fact that the vendor has different regional outlets with different vendor num-
bers. The screen in Figure 11.5 shows the fields that are relevant to maintain-
ing the source list, and they are described in the following sections.

Valid To/Valid From

These fields allow the purchasing user to give a validity range showing when
the vendor will be allowed to be a source for the specified material at the
specified plant.

Agreement/Item

These fields can be completed if there is an outline agreement between the
vendor and the company. This outline agreement can be either a contract or
a scheduling agreement. The Item-number field relates to the item number
on the outline agreement,
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Figure 1.5 faintenance Screen for the Source List of a Material

Fixed Source

This indicator should be set if this vendor is the preferred source of supply
for the material at this plant. The system uses this indicator to select the fixed
source in the source-determination process.

Blocked Source

This indicator can be set if the vendor is blocked from supplying the material
for a specified time, based on the validity period. The blocked-source indica-
tor does not allow any purchase order to be created with this material/ven-
dor/plant combination.

The blocked and fixed indicators cannot both be set. Only one of the indicators can
be set, or neither.

MRP Field

The source list can be used in the MRP process to determine the vendor for
requisitions and instigating schedule lines from scheduling agreements. The
indicator in this screen allows the planning department to determine how
this source vendor influences MRP.

If no indicator is set for this field, the vendor is not taken into account in
source determination within MRP,

If the indicator is set to 1, this vendor is taken into account as the source for
purchase requisitions generated in MRP.
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If the indicator is 2, then this vendor is identified as the source for the sched-
uling agreement, and delivery schedule lines can be created if there is a
scheduling agreement in place.

11.5.3 Generate a Source List

Transaction MEO5 allows the purchasing user to generate a source list for a
single material or for a range of materials, rather than manually creating the
lists. Use the navigation path SAP Menu - Logistics - Materials Management
» Purchasing - Master Data - Source List » Follow-on Functions - Generate.

The selection screen in Figure 11.6 allows the generation of a source list
based on the selection of a Material range and a Plant range. This is useful if
no source lists have been created because a mass-maintenance program is a
fast way to generate the lists.

Figure 1.6 Selection Screen for Generating a Source List for a Material or Range of Materials
There is a selection to include, exclude, or only allow outline agreements.

Most clients will include all material or vendor scenarios in an initial source-
list creation.
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The other selection fields are similar to those that can be created in Transac-
tion MEO1, including validity dates and MRP relevance. There is also an
option to delete all existing source list records or allow them to remain.
Finally, there is a Test Run indicator to allow the purchasing user to run the
program without actually creating the source lists, We advise running this
program with the indicator set to a Test Run, as changes in the selection
parameters are often required.

11.5.4 Source Determination

Source determination allows the buyer to find the most suitable source of
supply for a purchasing need, based on various sourcing information. This
information does not necessarily have to come directly from the source list.
There are other areas where sourcing information is found.

Cutline agreements can offer the buyer information about current contracts
in place with regard to the vendor/material combination. An agreement such
as a quota arrangement can influence sourcing because it informs buyers of
the level of commitment the vendors have contracted to for a given time
period.

Other source-determination information can be found from the purchasing
information record and plant information.

Within the system is a source-determination procedure for determining the
best source of supply for the buyer's need. The order of relevance for source
determination is as follows:

* Quota arrangement
If the system finds a quota arrangement for the material that is valid for
the date needed, then the system will determine that vendor as the source
of supply.

» Source list
If there are no valid quota arrangements, then the system will review the
entries on the source list for the required material/plant combination. If
there is a single source or a source that is flagged as the preferred vendor,
then the system will offer this vendor as the determined source. However,
if there are a number of vendors on the source list that are valid by date
selection, then the system will stop and offer the selection to the pur-
chaser. A vendor can then be selected from the list.
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* Qutline agreement and info records

If there is no valid source list or no valid source-list line items, the system
will review the contracts, outline agreements, and info records for the
required material. The system will check all information records for the
material for all purchasing organizations but will only offer a source if the
supply region specified by the vendor is applicable to the relevant plant,
After the system has reviewed all documents and info records, a selection
will be available to the buyer, providing that any vendors have been deter-
mined by the system to be valid.

1.6 Conditions in Purchasing

Condition procedures are more commonly associated with the sales and dis-
tribution module, however, the same condition processes are also used in
purchasing.

11.6.1 Condition Processing

The condition procedure in purchasing is used to calculate the purchase price
by processing all relevant pricing factors, By using the defined conditions,
the purchasing process arrives at a determined price for purchasing transac-
tions, such as purchase orders.

As already discussed in previous chapters, condition processing is made up
of four distinct areas: calculation schemas, condition types, access sequences,
and condition tables.

Condition Types

Condition types represent pricing dynamics in the system. The system allows
condition types for absolute and percentage discounts, freight costs, duty,
and taxes. With the condition type, the buyer can see how the price is calcu-
lated in the purchasing document.

Examples of Condition Types

* PBOO Gross Price

*» RBOO Absolute Discount

= ZBOO Absolute Surcharge
*» FRB1 Absolute Freight Cost
e ZOAT Percentage Duty
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Examples of Condition Types

> SKTO Cash Discount
 NAVS Mondeductible Input Tax

11.6.2 Pricing Conditions

Pricing conditions allow the purchasing department user to enter the details
of the pricing agreements negotiated with the vendor into the system. These
contractual agreements can include discounts, surcharges, agreed freight
costs, and other pricing arrangements. The buyer can enter any of these con-
ditions in purchasing documents such as quotations, outline agreements,
and purchasing information records. These conditions are then used in pur-
chase orders to determine prices.

Time-Dependent Conditions

This type of condition is mostly used for scheduling agreements and quota-
tions. Time-dependent conditions allow the purchasing department user to
introduce limits and scales into the condition record. A pricing scale is a scale
based on quantity. It can determine that the more the buyer orders of a par-
ticular product, the lower the price. It is also possible to create condition
records with graduated scales.

A pricing scale can be created using the following criteria: quantity, value,
gross or net weight, and volume. The purchasing department user can create
a rate for each level of the scale. For example, if a buyer orders up to 100
units, the price may be $10.00 per unit; and if the buyer orders between 101
units and 150 units, the price may fall to $9.45. Above 151 units, the price
may fall again to $9.12 per unit. The price will apply to all units purchased.

In a graduated pricing scale, the price of the unit changes at a certain level as
described previously, but the price of the unit is not applicable to all the
units sold. For example, using the regular pricing scale, a purchase of 155
units would mean the total cost would be 155 multiplied by the unit cost of
$9.12, which is equal to $1,413.60. Using a graduated price scale, the calcu-
lation for 155 units would be 100 units at $10.00, 50 units at $9.45, and 5
units at $9.12, for a total of $1,518.10.

Time-dependent conditions are always used in purchasing information
records and contracts.
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Time-Independent Conditions

Time-independent conditions do not include any pricing scales or validity
periods. Purchase orders contains only time-independent conditions. Quota-
tions and scheduling agreements can include both types of conditions.

11.6.3 Taxes

The tax information can be calculated during the price-determination proc-
ess using tax conditions. The tax rate is coded into the tax field in the pur-
chase- order item. The tax calculations are determined by the tax conditions
described in the purchase order.

11.6.4 Delivery Costs

The delivery costs can be determined via conditions in the purchase order.
The planned delivery costs are entered in the purchase order for each order
item. These costs have been negotiated with the vendor or the freight com-
pany. The planned delivery costs usually include the actual freight charges,
any relevant duty payments, a quality-dependent cost, and a volume cost.

This section looked at the use of conditions in purchasing to determine such
things as pricing. The next section examines the use of vendor evaluation in
determining the source of supply in purchasing documents.

1.7 Vendor Evaluation

Vendor evaluation is an important part of the function of the purchasing
department. Selecting vendors to supply material or services can now be a
formalized procedure requiring significant information gathering and analy-
sis. Purchasing departments generally have written policies that determine a
set of criteria for selecting vendors initially and then for selecting from a list
of suitable vendors for a purchase document (see Figure 11.7). The process
of evaluating vendors will vary from company to company and will depend
largely on the specific industry of the company and company policy.

Vendor evaluation in SAP is a configurable scoring system that allows the
purchasing department to design the evaluation to align with the company's
policies and procedures.
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11.7.1  Vendor Evaluation Overview

The vendor-evaluation function can be configured to replicate some or all
aspects of a company's written procedures on vendor selection. The func-
tionality is based on criteria that can be objective or subjective. The objective
criteria are calculated with the data from the purchasing transactions. The
subjective criteria are not calculated values but rather are entered by the pur-
chasing department. To determine what level of importance is attributed to
each criterion, a weighting key is used. The weighting key can be defined as
equal weighting or unequal weighting,
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11.7.2  Vendor Evaluation Criteria

The evaluation criteria includes the main criteria and subcriteria. Each of
these can be configured for vendor evaluation.

Main Criteria

In the standard SAP system, there are a number of pre-defined criteria as
listed here. Four of the main criteria relate to the procurement of material,
whereas the fifth is used for vendors supplying services.

e Price

L

Quality
Delivery

v

kL

Service and Support

L4

External Service

Although the system has the 5 main criteria defined, the evaluator does not
need to include all of the criteria. The purchasing user can include new crite-
ria, and up to 99 main criteria are permitted by the vendor evaluation func-
tionality.

The main criteria can be defined in configuration (see Figure 11.8). The nav-
igation path is IMG - Materials Management « Purchasing - Vendor Evalua-
tion « Define Criteria.
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Figure 1.8 Main Criteria Defined in Vendor Bvaluation

Subcriteria

Within the main criteria, there are smaller elements called subcriteria. There
can be up to 20 subcriteria for each of the defined main criteria. The com-
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bined scores for subcriteria produce the overall score for each main criteria.
The standard SAP system includes the following:

» Subcriteria for Price includes Price Level, Price History.
» Subcriteria for Quality includes Goods Receipt, Quality Audit, Complaints.

» Subcriteria for Delivery includes Confirmation Date, Compliance, On-time
Delivery, Quantity.

The subcriteria, shown in Figure 11.9, can be configured for each of the main
criteria. To add new subcriteria, enter the description and the scoring
method. The scoring method can be automatic, semi-automatic, or manual.
The defined scoring methods are shown in Figure 11.10. These include a
number of automatically determined scoring methods, such as from purchas-
ing statistics, quality statistics, and delivery confirmations.
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11.7.3 Vendor Evaluation Weighting

In the vendor-evaluation configuration steps, the weighting of the criteria
can be defined for each valid purchasing organization. The configuration can
be found using the navigation path IMG - Materials Management - Purchas-
ing - Vendor Evaluation - Maintain Purchasing Organization Data.

Figure 11.11 shows that the weighting for purchasing organization 3000 is
equal for all the main criteria, 25% for each. In this case, the purchasing
department has determined that no special weighting is required for one of
the main criteria. If there was a change in policy to recognize price as being
more important than the other criteria, then the weighting would be differ-
ent, that is, unequal weighting.
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Figure 1.1 Weighting for the Purchasing Organization 3000

11.7.4 Points Scoring for Criteria

In the configuration for the purchasing organization, the configurator can
also configure the points given for levels of evaluation, The system can cal-
culate any variances that the vendor may have—in price, for example—and
the purchasing user can determine how many points to award for certain
variance ranges from 100% to plus or minus a certain total variance. As
shown in Figure 11.12, the on-time delivery gives a point score of 100, a 1%
variance in the delivery drops the point score to 90, a 20% variance drops the
points score to 60, and a 99.9% variance drops the points score all the way
down to 0.
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Figure 11.12 Points Score Defined for a Variance on Quantity Reliability, Automatic Criteria

The points awarded are reduced, as the variance gets further away from a
perfect score, that is, a zero variance. A graphical representation is shown in
Figure 11.13 for points awarded to a vendor on delivery quantities.

@™

Figure 11.13 How the Point Score Varies, Based on Configuration
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11.7.5 Maintain Vendor Evaluation

After the configuration is complete, the maintenance of a vendor's evalua-
tion record can be performed. The maintenance allows the vendor to have
the subjective scores entered into their evaluation. For example, the scores
for price and delivery can be based on transaction data, but the scoring for
quality and service can be subjective and decided upon outside of SAF. The
maintenance of individual vendor evaluation can be performed using Trans-
action ME61 or via the navigation path SAP Menu - Logistics - Materials
Management - Purchasing - Master Data - Vendor Evaluation - Maintain.

The maintenance of a vendor's evaluation is at the purchasing organization
level. This means that a vendor can be evaluated differently between pur-
chasing organizations.

The Evaluation data shows the Weighting key and the Overall score. There
is a Deletion ind. that can be set if the record is to be deleted.
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Figure 11.14 Maintaining a Vendor Evaluation, Transaction MEGT

The bottom part of Figure 11.14 shows the evaluation of the main criteria.
There are four main criteria for this evaluation. The Price, Delivery and Qual-
ity figures are calculated scores, whereas the Service score is a subjective value
and must be entered. The subjective score can have a significant effect on the
overall score for a vendor, and companies will generally implement a manual
scoring system for the subjective or nonautomatic scoring criteria. This can be
as simple as a list of questions or as complex as a detailed spreadsheet.
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Whatever method is used, the continuity of method used to calculate the
subjective score is important. Otherwise, vendors will be scored differently,
and the comparison between vendors will be unsound.

11.7.6 Scoring for Automatic and Semi-Automatic Criteria

The automatic and semi-automatic criteria can be calculated via a transaction
to provide the latest scores. Transaction MEG3 allows the purchasing depart-
ment user to enter a vendor and the relevant purchasing organization. The
transaction can be found using the navigation path SAP Menu - Logistics -
Materials Management - Purchasing - Master Data - Vendor Evaluation -
Automatic New Evaluation.

The system will calculate the scores for the subcriteria defined and give an
overall score for each of the objective scores, that is, the automatic and semi-
automatic criteria, as shown in Figure 11.15. The automatic criteria scores
are items such as Price, Delivery, and Quality. The semi-automatic or subjec-
tive scores are items such as Shopfloor Complaint, Shipping Instructions,
and Notification Reliability.
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Figure 11.15 Mew Calculated Scores for the Vendor After Running Transaction MEG3
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11.7.7 Evaluation for a Material

You can perform a check on a material or a material group that will evaluate
the supplying vendors and show the results. Transaction ME6GB allows the
purchasing user to enter a purchasing organization and the material or the
material group (see Figure 11.16).
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Figure 11.46 Evaluation Results for a Material Group

The navigation path for Transaction MEGB is SAP Menu - Logistics «+ Materi-
als Management - Purchasing - Master Data - Vendor Evaluation - List Dis-
plays - Evaluations per Material.

The vendor evaluation process is often frequently used by clients as they
choose to either use a more subjective method of evaluating vendors or are
developing single sourcing for their purchased material.

1.8 Summary

In this chapter, we discussed the purchasing functionality in SAP. The pur-
chasing of materials and services is a large part of 2 company's business func-
tion. Selecting vendors and obtaining the best price and service for a material
are keys to producing products at a competitive price for the customer while
maximizing company profits.

Chapter 12 examines the purchase requisition process. The requisition can
be manually created or created by other functionality such as production.
Chapter 12 discusses the creation, modification, and processing of the pur-
chase requisition.
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The purchase requisition is the procedural method by which users or
departments can request the purchase of goods or services. The pur-
chase requisition can be entered manually by a user or generated

automatically as a result of a demand from requirements planning.

12  Purchase Requisition

A purchasing requisitions is the first step in the demand for material either
entered by the requisitioner or generated out of a requirements system such
as MRP. The requisition contains the material or services to be procured, a
required date of delivery, and a quantity. The purchase requisition does not
contain a vendor, Because it is an internal company document, it is generally
not printed.

This chapter describes in detail all aspects of the purchase requisition. There
are purchase requisitions that are created indirectly by another process or
directly by a user. Both of these methods are described in this chapter.

12.1  Indirectly Created Requisition

An indirectly created purchase requisition is created via other SAP function-
ality. The purchase requisition is created if some functionality needs to have
materials or services assigned to it.

12.1.1  Purchase Requisition Created by Production Order

In a production order, two elements determine how the production order
functions. The routing is a sequence of the operations that take place, and the
bill of materials (BOM) is the recipe used to produce the final material.

A purchase requisition can be generated automatically when the routing in
the production order involves an operation whereby the material needs to
be sent out for external processing, for example, subcontracting work.

Another way a purchase requisition can be produced is when the BOM calls
for a material that is a nonstock item. This may occur when a special item is
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required for the production order or if the material is no longer purchased
by the company. For example, a company that produces furnaces may need
to incorporate a special filter for furnaces that are made for customers based
in California. The clean air laws in California may require a special part to be
ordered and fitted during the production process. This would trigger a pur-
chase requisition for the special part and possibly a purchase requisition for
a subcontractor to fit the part.

12.1.2 Purchase Requisition Created by Plant Maintenance Order

This type of order produces purchase requisitions similar to the production
order. The maintenance order is created for plant maintenance operations on
a technical object (in other words, equipment) at the plant. Similar to a pro-
duction order, a maintenance order has a list of operations that have to be
performed. The operations give the maintenance user a step-by-step list of
what needs to be performed and the materials and equipment needed for
each step.

In the operation, there may be a need for a certain nonstock material, which
may cause a purchase requisition to be created. The maintenance order may
also have an operation that requires performance of an external operation by
a subcontractor. This will also cause an indirect purchase requisition to be
created.

12.1.3 Purchase Requisition Created by Project Systems

Within the Project Systems (PS) module, there are objects called networks, A
network consists of a set of instructions that tell the project’s user what tasks
need to be performed, in what order, and by what date.

The network has two options for creating material requirements. The net-
work can create purchase requisitions for nonstock materials and external
services, similar to the production and maintenance orders. The network can
also be configured to allow creation of purchase requisitions as soon as the
network has been released.

12.1.4 Purchase Requisition Created by Materials Planning

The consumption-based Planning module can create purchase requisitions
based on its calculations. The Planning module creates purchase orders with
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quantities and delivery dates that are calculated. The planning run can also
produce planned orders for in-house production, but these can be converted
to purchase requisitions.

The purchase requisitions are internal purchasing suggestions that can be
modified before being converted to purchase orders. After the MRP control-
ler has determined the accuracy of the external purchasing requirements, the
controller can convert some planned orders to purchase requisitions and
perhaps convert some purchase requisitions to purchase orders. The level of
interaction between the planning department and the purchasing depart-
ment will determine what procedures are in place to allow a MRP controller
to create purchase requisitions and purchase orders.

12.2 Directly Created Requisition

A directly created purchase requisition is created by a requisitioner and not
by other SAP functionality. The majority of nonproduction purchase requisi-
tions are created this way.

12.2.1 Create a Purchase Requisition with a Material Master
Record

The most common way a requisition is created is by using an item or service
that has a Material Master record.

The purchase requisition can be created using Transaction ME51N. The
transaction can be accessed via the SAP menu using the navigation path SAP
Menu -+ Logistics - Materials Management - Purchasing « Purchase Requisi-
tion « Create.

This transaction allows the requisitioner to define what fields are viewed on
the screen when entering the requisition data. Many fields can be viewed
and entered. Figure 12.1 shows the Material, the material short description,
Quantity, Unit of measure, and Delivery Date. In addition to the fields
shown in Figure 12.1, there are a number of other fields that can be entered
in the requisition line item. These are Material Group, Plant, Storage loca-
tion, Requisitioner, Purchasing organization, Manufacturer's part number,
Purchasing information record, Desired vendor, and the Requirement track-
ing number.
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Figure 12.1 Purchase Requisition Screen for Transaction MES TN

|

The requisition for the materials that have a Material Master record requires
the requisitioner to enter the following information:

Material Number of item or service

L

ki

Quantity to be procured
Unit of measure

¥

T

Date of delivery of the material

The requisition process will default the information into the purchase requi-
sition screen, Examples of this include the material group and purchasing

group.

Document Type

The document type for a purchase requisition is important because it defines
the internal and external number ranges that are used for requisitions, and it
defines the valid item categories and the follow-on functions. A configura-
tion specialist can also configure the item number interval and the screen
layout. Figure 12.1 shows the document type defaulted to Purch.requis.
Stand which refers to the document type NB, as shown in Figure 12.2.

The standard SAP system is delivered with the document types NB for a
standard purchase requisition and TB for a transport order. The number
ranges are already in place for these document types. More document types
can be created for other types of purchase requisitions that are appropriate
for your client.
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The transaction to configure the document type for the purchasing requisi-
tion can be found using the navigation path IMG « Materials Management »
Purchasing - Purchase Requisition - Define Document Types. Figure 12.2
shows the different purchase requisitions that have been configured. The
standard purchase requisition has the Type NB. The configuration allows the
internal (NoRgelnt) and external (NoRgeExt) number ranges to be defined
tor each requisition type.
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Figure 12.2 Purchase Requistion Document Types

Purchase Requisition Number

The purchase requisition number can be defined as internal or external. This
is an attribute of the document type that has been configured in Figure 12.2.
The internal number range (NoRgelnt) has been configured with range num-
ber 01, and the external number range (NoRgeExt) has been configured with
range number 02.

Item Category

Refer to Figure 12.1 to see the item category field (I), which is another con-
trol field that allows the purchase requisition to follow the correct path for
that category of purchase requisition. The SAP system is delivered with a set
of item categories:

» Blank: Standard

» K: Consignment

» L: Subcontracting
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» S: Third-party
= I Service
e U: Stock Transfer

The item category allows the display of certain fields and not others. For
example, if a purchase requisition item has an item category K for consign-
ment, then invoice receipts will not be allowed.

Account Assignment Category

Figure 12.1 shows the account assignment category field (A), which deter-
mines what type of accounting assignment data is required for purchase req-
uisition. Examples of account assignments are cost centers, cost objects, G/L
accounts, and assets.

The account assignment categories can be configured in the IMG. The config-
Urator can create a new account assignment category by following the navi-
gation path IMG » Materials Management » Purchasing - Account Assign-
ment - Maintain Account Assignment Categories.

The configurator can create a new account assignment category and config-
ure the fields shown in Figure 12.3. For example, some companies may not
want certain fields to appear or to be changed when using particular account
assignments. The configuration allows the fields, such as Asset, Business
Area, and Cost Object, to be a mandatory entry (Mand.Ent.), an optional
entry (Opt.Entry), a display-only (Display) field, or Hidden. The accounting
department would primarily be inveolved in creating new account assign-
ment categories.

Required account assignment data is needed for specific account assign-
ments, as described here:

v

Asset (A)
Asset number and subnumber.

* Production Order (F)
Production order number.

= Cost Center (K)
Cost center and G/L account number.

» Sales Order (C)
Sales order and G/L account number.
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» Project (P)
Froject Number and G/L Account number.
» Unknown (U)
None.

[ A
A
- be
L
v Go
|l.-

Figure 12.3 Configuration Data for the Account Assignment Category

The next four fields can be entered on the line item of the purchase requisi-
tion, as shown in Figure 12.1, but are not shown.

Plant/Storage Location

The plant and storage location fields can be entered if the location of where
the material is to be "shipped to” is known. If there is one receiving dock for
the whole plant, then this can be defaulted.
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Purchasing Group

The purchasing group number is the number for the buyer or buyers for a
material. If a purchasing group is entered at the order level, then this will be
defaulted for each of the purchase requisition line item.

Requirement Tracking Number (RTN)

This is not the number of the requisition or the number for the requisitioner
but a freeform field in which a tracking number can be entered. This field
can be used by the person entering the RFQ to uniquely identi f_},-f speciﬁc pur-
chase orders. For example, if purchasing agents are entering a number of
purchase orders for a project, they may want to enter a unique RTN so that
the purchase orders can be located together instead of having to know each
individual purchase order number.

Requisitioner

This field is another freeform field that allows the purchasing user to add the
requisitioner's name to search and order the purchase requisitions. For
example, if one person is tasked with entering all purchase requisitions for a
department, that person may enter the name of the person who wrote the
requisition in the Requisitioner field.

MNew for ECC 6

Requirement Prioritization

The Requirement Prioritization function can be used to control the servicing of
material requisitions in the supply chain according to their urgency. Requirement
Prioritization serves to determine a priority for the further processing of require-
ment items in the logistics process.

The requirement urgency can be assigned at item level in purchasing and reserva-
tion documents. You can uniquely assign each requirement urgency to a require-
ment urgency group in customizing. The system determines the relevant require-
ment priority or overall priority of a material requisition from the combination of
requirement urgency group and organizational priority. In the standard SAP soft-
ware supplied, you define the organizational priority in customizing via plant/stor-
age location combinations.

12.2.2 Create a Purchase Requisition without a
Material Master Record

When a purchase requisition is to be created without a Material Master
record for the item, then the purchase requisition has to use account assign-
ment to direct the cost to a specific account.
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The account assignment categories described in the previous section allow
the requisitioner to allocate the costs of the purchase to the correct accounts.

To enter a purchase requisition for an item without a Material Master record,
the transaction is still the same as before: ME51N. The requisitioner can
enter information on the initial screen or enter nothing and go directly to the
line-item screen.

In the detail line-item screen, the information has to be entered because
there is no Material Master record to refer to. The requisitioner must enter a
short description of the following:

» Material

» Account assignment category

» Quantity to be supplied

» Unit of measure

» Delivery date

» Plant

» Purchasing group

» Material group

The information that is required to be entered will correspond to what

account assignment category was entered in the line item. Figure 12.4 shows
the account information that can be required.
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Figure 12.4 Account Assignment Information Required for a Purchase-Requisition Line Item
with Mo Material Master Record
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12.3 Processing a Purchase Requisition

After the purchase requisition has been created, it can be further amended
using the change process. This section also discusses the methods for display-
ing purchase requisitions.

12.3.1 Change a Purchase Requisition

The purchase requisition can be changed as part of the material planning
process, that is, by the MRP controller or by the requisitioner prior to being
processed by the purchasing department. The purchasing requisition can be
changed using Transaction ME52N or via the navigation path SAP Menu -
Logistics «+ Materials Management « Purchasing «+ Purchase Requisition -
Change.

12.3.2 Display a Purchase Requisition

This section shows a number of methods used to display purchase requisi-
tions.

Purchase Requisition — Display

The purchase requisition can be displayed using Transaction ME54N or via
the navigation path SAP Menu - Logistics - Materials Management - Purchas-
ing « Purchase Requisition « Display.

Purchase Requisition - List Display

The display purchase requisitions transaction, ME5A, can be executed by the
requisitioner to show a list of purchase requisitions. This transaction can be
found using the navigation path SAP Menu - Logistics - Materials Manage-
ment « Purchasing « Purchase Requisition - List Displays - General.

Figure 12.5 shows the initial screen for Transaction MESA, which allows the
requisitioner to enter a wide range of selection criteria to display the valid
requisitions. Some of these selection criteria are commonly used such as Pur-
chase requisition, Material, Requirement tracking number, and Delivery
date. Other selection fields are less commonly used such as Fixed vendor,
WBS element, Asset, and Network.
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Figure 12.5 Criteria for Selecting a List of Purchase Requisitions
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Purchase Requisitions by Tracking Number

Transaction MELB can be used to select purchase requisitions by the RTN.
This number is not the requisitioner but a tracking number entered by the
requisitioner to identify that person’s particular purchase requisitions.

Figure 12.6 shows this transaction, which can be found using the navigation
path SAP Menu « Logistics - Materials Management - Purchasing « Purchase
Requisition « List Displays + By Account Assignment - Transactions per
Tracking Number.
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Figure 12.6 Purchase Requisition by RTN

12.3.3 Close a Purchase Requisition

A purchase requisition can be closed if an indicator is set within the item
detail screen. Normally, the purchase requisition is closed when the amount
requested to be ordered on the line item of the purchase requisition is equal
to the amount that has been purchased via a purchase order.

To close a line item on a purchase requisition, the requisitioner needs to
access the change-purchase-requisition Transaction ME52N. The line item
that needs to be flagged for deletion must be selected, and the requisitioner
should select Delete. The Delete indicator on the line item then will be
checked as shown in Figure 12.7,
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Figure 12,7 Setting the Delete Indicator for a Purchase Requisition Line Item

12.3.4 Follow-On Functions

As the purchase requisition is processed, it is possible to carry out some fol-
low-on functions before the purchase requisition is converted to a purchase
order.

Assign Source

Transaction ME56 allows the purchasing user to select a range of purchase
requisitions to have a source assigned. The purchase requisitions can be
selected via a large range of selection criteria, including material group, item
category, delivery date, cost center, and so on.

The transaction can be found via the navigation path SAP Menu - Logistics -
Materials Management » Purchasing - Purchase Requisition . Follow-on
Functions « Assign.

Figure 12.8 shows the initial screen allowing the entry of a large selection of
variables to create a list of purchase requisitions for vendor assignment.
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Figure 12.8 Selection Screen for Vendor Assignment to a Requisition

After the selection criteria have been entered into the initial screen of ME56,
the transaction will return a number of relevant purchase requisitions based
on that search criteria.

Figure 12.9 shows the purchase requisitions that were returned as a result of
the selection criteria entered. You can select the purchase requisitions that
will be assigned a vendor.

After the purchase requisitions are selected, you have the choice to have the
vendor assigned to the purchase requisitions automatically, using the Assign
Automatically button, or you can use the function keys, Shift - Fé.

You can also assign the source vendor manually using the Assign Manually
button, or you can use the function keys, Shift - F7. When assigning the
source to the purchasing requisition manually, a dialog box appears that
allows you to enter the vendor, as shown in Figure 12.10.
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Figure 12.9 Purchase Requisitions to Be Assigned a Source of Supply
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Figure 12.10 Manual Assignment of the Source for Purchase Requisitions

This section has shown how purchase requisitions can be amended and the
processes used to display them. In addition, you have seen how to close a
purchase requisition and how to assign a source of supply to a purchase
requsition line item.
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12.4 Summary

This chapter examined the purchase requisition process. Most companies
use a requisition process to identify where material is needed and to allow
the purchasing department to review and create the optimum purchase
order for each vendor by taking into account volume discounts and favorable
terms offered by the vendor. Without the purchase requisition, purchasing
decisions would be made by the end user and not by the purchasing depart-
ment.

Chapter 13 follows on from the creation and processing of the purchase req-
uisition and discusses the creation of a request for quotation (RFQ). The RFQ
is not universally used and may not be part of the purchasing policy of your
client. However, the RFQ is an important purchasing tool, and you should
understand the processes to create it and process it.
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After the purchasing department has received a purchase requisition
and processed it, there may be a line item that requires the purchas-
ing department to send out a request for quotation (RFQ) to certified
vendors for that material at a particular plant.

13 Request for Quotation

In some cases, the purchasing department cannot process purchase requisi-
tion items by simply selecting a vendor or issuing a purchase order to a sin-
gle-source vendor. In cases where the company has never used the material
or when a new vendor is required due to vendor bankruptcy or decertifica-
tion, an RFQ is issued by the purchasing department.

13.1  Creating a Request for Quotation

A request for quotation (RFQ) can be created using Transaction ME41, shown
in Figure 13.1, or via the navigation path SAP Menu - Logistics - Materials
Management - Purchasing - RFQ/Quotation - Request for Quotation - Create.

13.1.1 RFQ Type

The RFQ Type can be defined in the configuration and allows the company to
distinguish between types of RFQs that it may send out. The predefined RFQ
type is AN, which does not need any configuration changes if the company
has simply RFQ needs. If the company wants to distinguish between RFQs
and needs to create more RFQ types, this can be carried out in the IMG.

The configuration transaction can be found using the navigation path IMG -
Materials Management - Purchasing - RFQ/Quotation - Define Document

Types.

Figure 13.2 shows the configuration for the RFQ document type. The two-
character field defines the document type, and it is necessary to enter a
description and number ranges for internal and external assignment.
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Figure 13.2 Configuration for RFQ Document Types

The other field to note is the GP bid field. This is set if the RFQ is for a global
percentage (GP) bid. The standard RFQ type for the GP bid is supplied with
standard SAP, which is document type AB,

The GP bid is used by purchasing to send suppliers a price that purchasing is
willing to pay for a service, rather than having the supplier send in a bid. In
this case, the supplier will send back a percentage, either positive or nega-
tive; to indicate the level below or above the bid amount sent by the purchas-
ing department that it can accept. Although uncommon, this method is less
complicated than the normal RFQ procedure.
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13.1.2 RFQ Date

In Figure 13.1, shown previously, there is a field called the RFQ Date. The
field is defaulted with the date of entry but can be overwritten with the
appropriate date.

13.1.3 Quotation Deadline

The date entered in the Quotation Deadline field is the date by which the
suppliers need o reply to the RFQ with their quotation. This field is manda-
tory and should be clearly identified to suppliers on the RFQ print or fax doc-
ument.

13.1.4 RFQ Document Number

The document number, shown by the field RFQ in Figure 13.1, for the RFQ
is determined to be either externally or internally assigned. This is defined in
the configuration shown in Figure 13.2. The field should be entered if the
number assignment is external.

13.1.5 Organizational Data
The Purch. organization and Purchasing group should be entered for the

RFQ. The Purch. organization is a four-character field, and the Purchasing
group is a three-character field.

13.1.6 Default Data for Items
The purchasing user can enter information that is pertinent to items that are
to be included in the RFQ. The fields that can be defaulted include Item Cat-

egory, Delivery Date, Plant, Storage Location, Material Group, and Regq.
Tracking Number. These fields are described in this section.

Item category
The following categories can be entered in the Item Category field:

T

L for subcontracting
S for third party
D for a service

v

T

¥

Blank for a standard item category
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Delivery Date
This is the Delivery Date for the item to be delivered or service to be per-
formed to the client by the supplier.

Plant/Storage Location

These are the client locations where the item should be delivered to or the
service should be performed. These are the default plant and storage loca-
tions for deliveries.

Material Group

The Material Group can be used in lieu of a material number or service (if
these are not known). The material group is assigned to each material when
it is created. It is a configured field that groups together materials of similar
characteristics. For example, if material group 017789 represented HD DVD
players, then this material group could be entered in the RFQ if the actual
material was not known at the time, but the RFQ was for a HD DVD player.

Requirement Tracking Number (RTN)

This tracking number can be traced back to the original requisition if the
RTN was entered at that level. This field can be used by the person entering
the RFQ to uniquely identify specific purchase orders.

Figure 13.3 RFQ Header Details Screen
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For example, if purchasing agents were entering a number of purchase
orders for a project, they may want to enter a unique RTN so that the pur-
chase orders can be located together instead of having to know each individ-
ual purchase order number.

The header details for the RFQ can be seen in Figure 13.3. The data entered
in the initial screen are defaulted through, and further information can be
added in the administrative fields.

13.1.7 Collective Number

Companies that send out RFQs for a collective bid can use the collective
number (Coll. no.). For example, if a client is creating a new product, there
may be dozens of new materials that it needs to use, as well as new services.
To collectively identify the many RFQs, the client may use a collective num-
ber to ensure that the individual RFQs are tied to the single project. The col-
lective number can be used to search purposes. It is easier to find RFQ's with
that have a collective number than individually. Transaction ME45 allows
the display of RFQ's by collective number.

13.1.8 Validity Start/Validity End

The validity start/Validity end fields are defined as the dates between which
the material or services should be delivered or performed.

13.1.9 Application By

The Applic. by date field is different from the quotation deadline date. The
application date is the date by which the suppliers need to inform the client
that they will submit quotations. This date does not necessarily need to be
entered, but if it is, then this date needs to be clearly identified to the pro-
spective suppliers.

13.1.10 Binding Period

The Bindg.per. is the period of time after the quotation deadline during
which the quotation should be valid. For example, if the quotation deadline
is April 1, then the client may insist upon a binding period until May 31. This
allows the client to process the quotations sent by the suppliers.
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13.1.11 Reference Data

The Reference data can be added to the RFQ header that relates to the client
reference and its contact information. This data can be printed on the RFQ
decument sent to the supplier.

13.1.12 RFQ Item Detail

The line-item details include the Item category, Material number, descrip-
tion (Short text), RFQ qty, De date, and material group (Mat Grp).

Figure 13.4 shows the item detail allowing purchasing users to add the mate-
rials or services that require the creation of the RFQ.
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Figure 13.4 RFOQ item Detail Screen

13.1.13 RFQ Delivery Schedule

After the item detail information has been added, additional information can
be entered if relevant.

To access the Delivery Schedule screen, the purchasing user selects Item »
Delivery Schedule or presses Shift - F5.

For example, if the RFQ requires that the supplier deliver the material to the
plant in a certain sequence on certain dates, this requirement can be entered
in the Delivery Schedule screen, shown in Figure 13.5.

In the Delivery Schedule screen, the purchasing user can enter the date,
time, and the amount required on that date. Any number of delivery sched-
ule lines can be entered for the amount of material specified in the line item.

318



Creating a Request for Quotation | 134

D {05,/ 05/ 2 D 20 05705 /2008 |

15/ 06 2 i
07/ i f s
08/ 1172008
D |09/ 45 7 2 20 (/1572008 |

Figure 13.5 Delivery Schedule Screen for the RFQ Item

13.1.14 Additional Data

To enter any further data for the line item, the purchasing user can access the
additional data screen by selecting Item - More Functions » Additional Data
or by pressing Ctrl - F1.

Figure 13.6 shows the data that can be added here, including the planned deliv-
ery time and the reason for the order. The Reason for ord. field is configurable
and can be used by the purchasing department for statistical data collection.

Figure 13.6 Additicnal Data Screen for the RFQ Line Item
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The Reason for ord. field can be defined in configuration using the naviga-
tion path IMG « Materials Management - Purchasing - Purchase Order -
Define Reasons for Ordering.

Figure 13.7 shows the ordering reason codes that have been configured. The
reason code (OrRsn) is a three-character field, and a short Description can be
added that is appropriate for the client.
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Figure 13.7 Configuration for the Reason for Ord, Field

13.1.15 Vendor Selection

After the material details have been entered with any additional data, the
RFQ requires that a vendor be selected to receive the RFQ. The vendor can
be selected by using the menu selection Header « Vendor Address or by using
the function key, F7.

The Vendor Address screen, shown in Figure 13.8, allows the purchasing
user to select a vendor for the RFQ. After the vendor is entered, you can save
the RFQ. The screen is refreshed, and the RFQ number appears on the status
line at the bottom of the screen.

The screen shown in Figure 13.8 allows another vendor to be entered. If the
RFQ is to be sent out to more than one vendor, more vendor numbers can be
entered, and saving after each addition creates a number of RFQ documents
for the same item details.

Now that we have examined the creation of the RFQ, the next section dis-
cusses the process to change the RFQ after creation.
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Figure 13.8 Vendor Address Screen, Where Vendors Are Assigned to the RFQ

13.2 Changing a Request for Quotation

RFQs can be changed using Transaction ME42 or via the navigation path SAP
Menu - Logistics - Materials Management - Purchasing - RFQ/Quotation -
Request for Quotation « Change.

If the purchasing user does not know the RFQ number to be changed, then a
matchcode can be selected. Figure 13.9 shows the valid matchcodes that can
be used to find the RFQ. Note that in Figure 13.9, two matchcodes can be
used if the relevant data was added to the RFQ:

» Purchasing Documents per Requirement Tracking Number
* Requests for Quotation per Collective Number

After the correct RFQ number has been entered or selected via a matchcode,
the RFQ line item detail is displayed, and certain fields become available for
editing.
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Figure 13.9 Initial RFQ Change Screen with Valid Matchcodes Available to Find an RFQ

Figure 13.10 shows a number of fields that can be edited. These include the
RFQ material quantity (RFQ Qty), the quotation deadline (QuotDdln), and
the required delivery date (Deliv. date). Note that if the RFQ has already
been sent to the vendor, any changes to these dates need to be communi-
cated to the vendor associated with the RFQ.

Figure 13.10 Line Itemn Detail for the RFQ
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Figure 13.11 shows the options for the line item. If a line item has been
entered incorrectly, or if the RFQ is no longer needed, the line item can be
deleted in Transaction ME42. To delete the line item, first select the line
item, and then set the delete indicator by choosing Edit » Delete or by press-
ing Shift- F2, The deletion indicator can be removed by choosing Edit - Reset
Deletion Ind.
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Figure 13.11 Options for the Line Item, Including Deletion and Blocking

If the line item does not need to be deleted, but the status of the RFQ is in
doubt, the line item can be blocked using the same transaction, ME42. To
block the line item, select it and then set the blocking indicator by choosing
Edit - Block or by pressing Ctrl - Shift - F2. The blocking indicator can be
removed by choosing Edit « Reset Deletion Ind.

This section has described the process to change RFQs. The next section dis-
cusses the method by which the RFQ can be released.

13.3 Releasing an RFQ

After the RFQ has been completed, the document can be subject to release.
The release procedure is more often associated with purchase requisitions or
purchase orders but can be relevant on RFQs, depending on your clients
needs.
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The release procedure for RFQs only allows the RFQ to be released at the
header level and not at the line-item level. Therefore, the RFQ as a whole is
released or not released.

Figure 13.12 shows the screen in ME45, which allows the purchasing user to
enter information to release RFQs based on the information entered.

I Purchinging DoouEments

Figure 13.92 Release Screen for Request for Quotations in Transaction ME45

13.3.1 Release Code/Release Group/Release Strategy

The Release code is the code that has been configured for a position in the
company, such as manager, supervisor, and so on. The release code is associ-
ated with a release group. The Release group contains a number of release
strategies that are defined in configuration. The release strategy is configured
using classification characteristics. The characteristic can be defined to allow
ranges of values for the RFQ. Below a certain value, the RFQ is not subject to
release strategy; above a certain amount, it is. The release can be made using
Transaction ME45,
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13.3.2 Set Release/Cancel Release

These indicators can be set to allow the purchasing user to release the rele-
vant RFQs or to cancel their release.

13.3.3 Release Prerequisite Fulfilled

This indicator, when set, allows the purchasing user to view only those RFQs
that are ready to be released. If the indicator is not set, all RFQs are released,
even if they have not fulfilled all the prerequisites.

13.3.4 List with items

If this indicator is set, then the RFQs will be shown with all line item infor-
mation shown. If the indicator is not set, then only the header information
for the RFQ is shown.

13.3.5 Scope of List
The Scope of list field is a variable that shows different information based on
the selected value. The default value for ME45 is the value ANFR, which in

this case is for RFQs with collective number. Pressing F4 causes a scope of list
selection to appear, from which a different choice can be made.

13.3.6 Purchasing Document Category

The Purchasing document category for RFQs is the single character A. Other
documents are F for Purchase Orders, K for Contracts, and L for Scheduling
Agreements.

13.3.7 Other Selection Criteria

A number of other selection criteria fields can further narrow down the
search for RFQs to be released in ME45. These criteria include Purchasing
organization, Purchasing group, Vendor, Document number, and Docu-
ment date.

After the RFQ has been released for sending to a number of vendors, the
RFQ has to be issued to those vendors. The next section describes the mech-
anisms for issuing the RFQ.
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13.4 Issuing a Request for Quotation to a Vendor

After the RFQ has been entered into the system, the purchasing department
has to decide either to fax or send a copy to the particular vendor. The RFQ
document can be printed using Transaction ME9SA or via the navigation path
SAP Menu - Logistics - Materials Management « Purchasing - RFQ/Quotation
+ Request for Quotation « Messages » Print/Transmit.

Figure 13.13 shows that the RFQ can be selected by a number of criteria. If
the Document number is not known, the document can be found by enter-
ing the Vendor, Purchasing organization, Purchasing group, or Document
date, which is the date the RFQ was created.
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Figure 13.143 Screen for Printing or Transmitting the RFO

After the selection criterion has been entered, and the transaction is exe-
cuted, the results for the selection criteria are shown if any RFQs are found.

From the results, shown in Figure 13.14, the appropriate RFQ can be
selected, and printed or transmitted. The resulting RFQ printout can be mod-
ified to reflect your client's requirement either by using ABAP, SAPScript, or
a tool such as Adobe Form Designer.
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Figure 13.44 Result for the Selection Criteria Entered into Transaction AMEZA

13.5 Summary

Summary ] 13.5

RFQs are important for the purchasing department because they are a pow-
erful tool with which the department can influence the vendor's price and
terms and conditions in a competitive bid situation. The process examined in
this chapter looked at the tools available in SAP that are designed to make the
RFQ process simple to use while allowing for the flexibility that is crucial for

complex situations found in purchases for large projects.

Chapter 14 discusses the next process in the RFQ scenario and that is when
the vendors reply with their quotations. The functionality of how to work
with vendor quotations will be examined.
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After the purchasing department has received responses from the
selected vendors that were sent RFQs, the quotations are entered into
the system and comparisons are made so the most appropriate ven-
dor bid is accepted.

14 Quotation

In Chapter 13, you saw that significant purchasing department effort is
involved in creating the RFQs and selecting appropriate vendors for bid sub-
mission.

After the vendors have replied to the RFQs within the bid submission dead-

line, the purchasing department then has to enter the bids and process them
to make an informed decision on the best bid for the RFQ.

The first section of this chapter examines the functionality of entering a quo-
tation that has been sent from the vendor in response to the RFQ.

14.1 Entering a Quotation

The quotation that has been returned by the vendor should be entered into
the SAP system in a timely manner due to the deadline determined within
each RFQ. The quotation can be entered into the system by using Transac-
tion ME47 or via the navigation path SAP Menu - Logistics « Materials Man-
agement - Purchasing « RFQ/Quotation + Quotation « Maintain.

The initial screen of ME47 requires the purchasing user to enter a single RFQ
number. The RFQ also can be found using matchcodes discussed in Chapter
13.

The vendor's bid details for the line items need to be entered into the screen.
In Figure 14.1, the vendor has entered a bid for 225,000 USD per item on the
RFQ. For each vendor quotation that is submitted, the appropriate RFQ is
updated with the quotation.
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= Maand sin Quotalion : Them Overview

Figure 14.1 Line ltem Screen for the Quotation Maintenance Transaction ME4T

The price quotation can be entered as a single figure in the Net Price field. If
there are discounts, taxes, or other conditions, these can be added into the
system using the Conditions screen.

Figure 14.2 Quotation Price Entered into the Condition Screen
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Figure 14.2 shows that an entry was made in the quotation of 225,000 USD
per item. In the condition record, a further entry has been made using the
condition for a Discount (RA00) of 4%. A further entry has been made for the
freight (FRB1) to be charged by the vendor for the items to be delivered. On
this Conditions screen, any tax details that may be relevant for the purchase,
or further discounts and freight costs can be added.

After the quotation has been entered, the quotations need to be compared to
select the vendor who will be offered the purchase order. This next section
examines how the quotations are compared.

14.2 Comparing Quotations

After the quotations have been entered for the RFQs and sent to vendors,
then the purchasing department reviews them and decides on a vendor for
the material or service put out to bid.

One element of the quotation process is to compare the bids on a price com-
parison basis. This is the most basic comparison that can be made and not
necessarily the deciding factor. Each purchasing department will have a pro-
cedure for selecting vendors based on RFQ/quotation responses.

14.2.1  Price Comparison Factor in Quotations

The price comparison can be found using Transaction ME49 or via the navi-
gation path SAP Menu - Logistics - Materials Management - Purchasing -
RFQ/Quotation - Quotation « Price Comparison.

The price comparison can be performed between several quotations (see Fig-
ure 14.3), and these can be selected by a number of selection criteria, such as
Purchasing organization, Vendor, Material, or Collective RFQ number. The
collective number is the most useful field when sending a number of RFQs to
different vendors. The collective number can be used to easily obtain a com-
parison.

The other criteria in the ME49 transaction include the following comparison
value criteria:

» Reference quotation
This is the quotation that all others are compared against. If no Reference
quotation is entered, then the quotations are compared against each other.

in
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Figure 44.3 Price Comparison Selection Screen for Transaction AME4S

» Mean value quotation
If this indicator is set, then the comparisons are made against the average
price of the quotations. The quotations are averaged, and the average
quote is ranked at 100%. The quotes then reflect a percentage that shows
whether it is above or below the average. For example, a lower-than-aver-
age quote will show a percentage below 100%; a higher than average
quote will show a percentage of greater than 100%.

» Minimum value quotation
If this indicator is set, then the comparisons are made against the lowest
price quotation. This means that the first rank (or the best price quote) is
a 100% rank. All other more expensive quotes will show a percentage that
is calculated from the lowest bid, that is, 124%, 136%, and so on.

» Percentage basis
The Percentage basis allows the purchasing user to specify which value
will be used as the 100% basis. This can be the mean price, the maximum
price, or the minimum price. This will alter how the rank percentage is
shown in the quotations.

In addition to the comparison value criteria, the following price comparison
criteria indicators can be set:
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Include discounts

If this indicator is set, the quotation comparison will include any price dis-
counts that the vendor has applied. If the indicator is not set, then the dis-
counts will not be used in the comparison.

Include delivery costs

If the indicator is set, then the delivery costs will be included in the price
on the quotation and therefore used in the quotation comparison. The
delivery costs can include the freight costs, duty levied, or other procure-
ment costs such as packing, insurance, and handling.

Determine effective price
This indicator is set if the cash discounts and delivery costs are used in the

price comparison.,

After the selection criteria have been decided on and entered, you can obtain

the price comparison.

Figure 14.4 shows the price comparison for collective RFQ number 123. It
shows the quotations from three vendors, or bidders, for a quantity (Qty) of
Material, 6061106. The price comparison has been used with the Mean value
quotation indicator set. In other words, the average price has been set as
100%, and bids will be a lower percentage or a higher percentage.
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Figure 14.4 Frice Comparison Between Three Quotations for a Collective RFQ Mumber

14.2.2 Other Qualitative Factors in Quotations

The price comparison report gives a clear indication to the purchasing
department of which bidder is giving the client the best price for the mate-
rial. However, this may only be one of the factors that the purchasing depart-
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ment takes into account. Many purchasing organizations believe that choos-
ing vendors based only on the low-bid dollar amount often results in
purchasing a lower quality of goods. Successful bids are more often awarded
on a comparative evaluation of price, quality, performance capability, and
other qualitative factors that will prove the most advantageous to the client,

Other qualitative factors that may be identified by a purchasing department
include the following:

L3

Previous relationship with client
If the bidder has a successful relationship with the client, this may be
taken into account in any final decision on the winner of the bid.

Compliance with the Equal Opportunity Act (EOA) (USA)

Many clients insist that any vendor must be in compliance with EEO laws.
For example, the EOA can be viclated if a company discriminates by a
number of factors, including age, disability, national origin, race, or reli-
gion.

Strategic alliances

The client may have a number of strategic alliances with vendors or trad-
ing partners, which may weight the decision of awarding a bid. For exam-
ple, a client may have put an RFQ out to vendors for a new Unix Server,
and the lowest bidder by price was HP, However, if the client had a stra-
tegic relationship with IBM, the bid may be placed with IBM despite the
lower bid from HP.

Minority and women-owned businesses (USA)

Some clients may have a preference to give minority-owned or women-
owned businesses certain contracts or purchase orders. If the RFQ falls
into an area where the client has indicated a preference for this type of
vendor, then this may have more weight in the award decision than the
price.

Warranty and return process

The warranty period of an item or the return policy offered by the bidder
may be very important to the purchaser. For example, if the RFQ is for
PCs, the purchaser may be more inclined to accept a bidder with a higher
price per unit if the warranty is two years, than to select a bidder offering
a six-month warranty. The same is true for the return policy. The easier
the return procedure, the more attractive a bid from a supplier becomes.
Creative pricing

Often a bidder may not offer the best price in response to an RFQ but may
offer a creative pricing schedule. Purchasing departments are often look-
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ing for ways of reducing cost outlay and welcome vendors who can offer
the company ways of purchasing material with delayed payments or pay-
ments on performance.

This section has looked at how quotations are compared when they are
received from the vendor. The next section will look at the process of reject-
ing the quotations from vendors that have not been selected.

14.3 Rejecting Quotations

After the purchasing department has compared the quotations from the bid-
ders, as shown in the previous section, they will then inform the vendors
whose quotations were rejected. In the system, the quotations also need to
be flagged as rejected.

14.3.1 Flagging the Quotation as Rejected

The unsuccessful quotations can be flagged as rejected in the system using
Transaction ME47 or via the navigation path SAP Menu - Logistics - Materi-
als Management - Purchasing - RFQ/Quotation » Quotation - Maintain.

The purchasing user enters the RFQ number for the quotation to be rejected,
as shown in Figure 14.5. The line item should be selected and flagged with a
check mark in the rejected column, seen on Figure 14.5 as R, to reflect that
the quotation has been rejected.

Tz Mt ain Puostation | IEem Dvervies
Cuotation  Edk Header Ttess  Erdrormert  System  Help
Al 1B cae SHE|

EREDAGI@OECILEDSHOR

RF0 [60DRONUIZE FFOTwe [AN AFGDse [09/16/2007
Vendu [0M99  Alled Amospace OuiDdn [1272272007
Duok shon Rems

e | Materidl | Sho Tt | R | Debvdate | Met Prce

18 (PTEANT {Fange-Med [+ | B&/22/2008 225, D00, B0

af | 3

Figure 14.5 Quotation Being Flagged as Rejected

335

| 14.3



14 | Quotation

14.3.2 Printing the Quotation Rejection

If appropriate, all unsuccessful vendors in the RFQ process will be notified
by the client representative, often the purchasing department, in writing.
Notification is made as quickly as possible following the award of the con-
tract, or when it has been determined that the vendor will not be asked to
continue in the RFQ process.

The rejection letter can be printed from the system using Transaction
MESA or via the navigation path SAP Menu - Logistics - Materials Manage-
ment « Purchasing - RFQ/Quotation - Request for Quotation - Messages -
Print/Transmit.

For each rejected quotation, a rejection notice can be printed based on the
RFQ number, as shown in Figure 14.6. The purchasing user enters the cor-
rect Message Type rejection quotation, which is ABSA. The client can madii}r
the standard rejection notice with SAPScript or tools such as Adobe Form
Designer or JetForm.
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Figure 14.6 Transaction MESA: Rejection Motes Can Be Printed Using a Message Type
14.3.3 Advising Unsuccessful Bidders

Sometimes the rejection notice is not an appropriate manner of rejecting a
vendor's quotation submission. If the RFQ is for a particular project or of
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large monetary value, the client may decide that all the unsuccessful vendors
should be given (or may request) a debriefing session with respect to their
submissions. These sessions with the client should concentrate on the
strengths and weaknesses of the individual vendor's response.

The way in which quotations are rejected should be part of a greater purchas-
ing policy that each company will adhere to. Check with the individual pur-
chasing department to obtain the correct method used.

14.4 Summary

This chapter has described the receiving and processing of the quotation. The
quotation allows the purchasing department to review the price and terms
offered by each vendor and to make the best decision for the company based
on the replies given by vendors. The acceptance of a quotation should mean
that the vendor has the right to supply the material to the customer for a
period of time. Purchasing departments periodically will seek quotations
from other vendors to ensure that the material cannot be procured at a better
price elsewhere.

In Chapter 15, the focus turns to the actual purchasing of the material and
the use of the purchase order. There are a number of purchasing functions to
discuss, including account assignment in a purchase order, outline purchase
agreements, and contracts.
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The purchase order is the document that shows the intent of the
buyer to buy a certain quantity of product at a certain price from a
specific vendor. In accepting a purchase order, the vendor agrees to
supply the quantity of product to the buyer on or before the required
delivery date.

15 Purchase Order

A purchase order is an external document issued by a purchasing department
to send to a vendor, The purchase order will contain details that will include
the required products, the quantity of the products needed, and the price
agreed to by the client and the vendor. As well as the products, quantity, and
price, the purchase order usually contains the purchase order number, the
order date, delivery address, and terms.

Purchase orders are used to communicate the request to the vendor and to
give the vendor a written confirmation of the request. Depending on the
legal jurisdiction involved, the purchase order can be considered a legal and
binding document.

In some cases, the purchase order does not specify the specific item number
but rather gives a detailed description of the item. This occurs where the
material number does not exist or when the customer does not know the
material number.

15.1 Create a Purchase Order

The purchase order can be created without any other specific purchase-
related documents being created. For instance, a purchase order can be cre-
ated from a purchase requisition. Depending on the complexity of the cli-
ent’s purchasing activities, the client may not want to implement purchase
requisitions and may allow purchase orders to be created directly.
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15.1.1 Create a Purchase Order with Vendor Known

To create a purchase order without any reference to a purchase requisition,
but with the vendor known, the EnjoySAP Transaction ME21N can be used
or the traditional purchase order create program Transaction ME21. This is
illustrated in Figure 15.1. The navigation path used to find the transaction is
SAP Menu - Logistics » Materials Management « Purchasing « Purchase Order
+ Create - Vendor Known.
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Figure 15.1 Detail Screen from Enjoy5AP Transaction ME2 TN

The EnjoySAP transaction allows the entry of most of the required informa-
tion in one location. The left column of the screen can be used to select pur-
chase orders and quickly see the purchasing information. The line detail and
header detail can be seen on the one screen, and these can be minimized to
make the screen clearer. In Figure 15.1, the purchase line item detail is dis-
played, but the header detail is filtered out. The Material, M4870, has been
entered with a PO qty of 12 and a delivery date (Deliv. date) of 01/04/08.

This sample purchase order is a standard purchase order, type NB, but a dif-
ferent order type can be selected from the drop-down menu. Figure 15.2
shows the same purchase order created with the traditional SAP Transaction
ME21. In Figure 15.2, 767 has been entered as the Vendor, the purchasing
organization (Purch. Organization) has been entered with the Purchasing
group, 001. The Delivery date has been entered as 12/12/07.
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Figure 15.2 Initial Purchase Order Screen for Transaction ME21

15.1.2 Create a Purchase Order Where Vendor is Unknown

When a purchase order has to be created, and the vendor is not known,
Transaction ME25 should be used, as shown in Figure 15.3. The information
can be entered on the initial screen, including date required, Purchasing
Group, Plant, and Item category, if required. This transaction can be found
using the navigation path SAP Menu » Logistics - Materials Management »
Purchasing « Purchase Order « Create - Vendor Unknown.

After the initial data is entered, materials on the line-item detail screen can
be added. Materials and quantities for the purchase order can be added, as
shown in Figure 15.4. In this figure, the Material, M4870, has entered with
a Qty requested of 20 and a Delivery date of 12/27/2007.

Subsequent to the material being added, you can assign a source of supply,
that is, a vendor. If a source list is created for the material, the purchase order
program will review all relevant source lists and offer a list of vendors or
select the vendor if there is only one source list.
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Figure 15.3 Initial Screen for Transaction ME25
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Figure 15.4 Material Added to Transaction AME2S When Vendor s Not Known

After the vendor has been assigned, the document can be saved as a purchase
order. Subsequent to posting, the purchase order number will be displayed.

The completed purchase order should be forwarded to the vendor by the
method agreed to between the purchasing department and the vendor. If
EDI is being used to transmit the purchase order, then EDI code 850 is used.
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This section has described the elements involved in creating a purchase

order. The next section reviews the maintenance of the purchase order after
it has been created.

15.2 Maintaining a Purchase Order

After a purchase order has been created, there may be an occasion where the
purchasing department needs to modify the purchase order. This may be due
to a change of vendor, a change in the material quantity required, or removal
of a line item altogether.

To change the purchase order, use Transaction ME22N. This can be found
using the navigation path SAP Menu - Logistics - Materials Management -
Purchasing « Purchase Order - Change.

Apart from changes to a line item, a purchase order line can be added for
another material or a line item can be deleted.

After the purchase order is changed, it should be resent to the vendor, The
purchase order should be forwarded to the vendor by whatever method is
appropriate: fax, email, EDI, and so on. However, if the vendor has already
delivered an amount against the purchase order, the purchasing department
will not be able to reduce the ordered quantity below that which the vendor
has already delivered.

If the vendor's invoice has been received, then any changes to the purchase
order will not be valid.

Display and checking of availability are evocable separately in the purchase order
in line with the system behavior on the sales side.

You can invoke the display and checking of availability in the purchase order using
Transaction ME2TN.

» To display the availability overview, choose Environment « Availability.
* To check availability, select the Check Availability icon.

This section has reviewed the maintenance of purchase orders. The next sec-
tion will examine the blocking and cancellation of purchase orders.
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15.3 Blocking and Canceling a Purchase Order

Purchase orders are often blocked and cancelled for a variety of reasons. This
section will describe the functionality evoked for blocking and canceling
purchase orders.

15.3.1 Block a Purchase Order Line Item

A purchase order may need to be blocked after it has been created. This will
stop any goods receipt for the relevant line item. The reason for a block on
the line item may be due to many different reasons, including quality issues
with the material that has already been received at the plant.

Using the purchase order change Transaction, ME22N, a purchase order line
item can be blocked, as shown in Figure 15.5.
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Figure 15.5 Line Item in Purchase Order Blocked by Using Transaction ME22N

15.3.2 Canceling a Purchase Order Line Item

A decision may be made to totally cancel a line item, rather than just block it.
There may be issues with the vendor, or the material may no longer be
required. The material can be canceled by using the purchase order change
Transaction ME22N. The delete icon can be chosen for the selected line item.

If the purchase order line item has already been subject to a partial goods
receipt, the line item cannot be fully deleted because of the delivery. If the
line item does not show any delivery, then the purchase order can be set to
zero to cancel out the line item.
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After the line item has been canceled, as shown in Figure 15.6, the purchas-
ing department needs to contact the vendor to inform the vendor of the
change of purchase order. This can be performed by whatever method has
been agreed upon between the purchasing department and the vendor. For
EDI, use code 860.
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Figure 15.6 Cancellation of Line Item in Transaction ME22N.

This section has discussed how to block and cancel a purchase order. The next
section will review how account assignments are made in a purchase order.

15.4 Account Assignment in a Purchase Order

A line item in a purchase order can be assigned to an account or a number of
accounts that are charged when the invoice for the purchase order items is
posted.

15.4.1 Account Assignment Overview

You can assign a single account code or a number of account codes to a pur-
chase order. Assigning account information describes how the purchased
material is being used, such as fulfilling a sales order or consumption by a
cost center.
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15.4.2 Account Assignment Categories

A number of account assignment categories can be used in the purchase
order. On the initial screen of ME21, Create Purchase Order, the purchasing
user can enter an account assignment, as shown in Figure 15.7. The account
assignment category determines what account assignment details are
required for the item. So il AcctAssgntCateg K is selected, then the transac-
tion would, depending on the specific configuration, require a G/L account
and cost center to be entered.
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Figure 15.7 Account Assignment Categories to Choose from in Transaction ME21

The different account assignments can be configured in the IMG. The config-
uration allows a new account assignment to be added and the fields modified
to be required, optional, or hidden. The transaction, as shown in Figure
15.8, can be found using the navigation path IMG « Materials Management -
Purchasing - Account Assignment - Maintain Account Assignment Catego-
ries.

After a new account assignment has been created, it has to be assigned to an
item category in configuration. The transaction to complete this assignment
is found via the navigation path IMG - Materials Management - Purchasing
Account Assignment « Define Combination of Item Category/Account
Assignment Categories.
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= Change View " it Assegnmnent Cabegories : Details

Figure 15.B Detail Information Screen for Account Category Configuration Transaction

The purchasing user can decide which item category is relevant for the new
account assignment, as shown in Figure 15.9.
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Figure 15.9 Configuration for Item Category and Account Assignment Combination
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15.4.3 Single Account Assignment

Single account assignment is the most common account assignment for pur-
chase orders. The single account assignment simply means that one account
is assigned, as can be seen in Figure 15.10.

The account assignment can be made in the purchase order creation Transac-
tion ME21. After the line item has been entered into the transaction, the pur-
chasing user can navigate to Item - Account Assignments to access the
account assignment dialog box.

15.4.4 Multiple Account Assignment

The multiple account assignment allows a number of accounts to be assigned
to one purchase order line. This scenario could occur if a line item is for a
material or service that is used by three laboratories, and the cost is split
between the three. The user can divide the amount of the material into that
used by each lab, or the user can decide to split the charge by a percentage.

Figure 15.10 Account Assignment Dialog Box for Transaction ME2T
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To assign multiple accounts access the multiple account screen from the
account assignment dialog box as shown in Figure 15.10. The purchasing
user accesses the dialog box as if entering one account and then accesses the
multiple account screen by clicking on the Change display button.

After the multiple account screen is displayed as shown in Figure 15.11, the
Distribution field can be changed to 1 for quantity assignment or 2 for per-
centage assignment.

Any number of accounts can be added for the line item, as long as the total
percentage does not exceed 100%, or the total quantity exceeds more than
the quantity entered in the line item.
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Figure 15.11 Multiple Assignment Screen in Purchase Order Transaction ME21

15.5 Outline Purchase Agreement

The outline purchase agreement is often referred to as a blanket or umbrella
purchase order. This section will review the functionality of the outline pur-
chase agreement.

15.5.1 Outline Purchase Agreement Overview

An outline purchase agreement is basically a long-term agreement between the
purchasing department and a vendor for materials or services for a defined
period of time. The purchasing department negotiates with the vendor a set of
terms and conditions that are fixed for the period of the agreement.
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15.5.2 Outline Purchase Agreement Types

The two types of outline purchase agreements are contracts and scheduling
agrccmcnﬁ:

» A contract is an outline purchase agreement against which release orders
can be issued for materials or services when the customer requires them.

» A scheduling agreement is an outline purchase agreement whereby the
purchasing department has arranged to procure materials based on a
schedule agreed upon between the purchasing department and the ven-
dor. This type of outline purchase agreement is useful to customers who
operate repetitive manufacturing, where production consumes the same
materials each month and can plan accordingly.

MNew for ECC 6

There are two new programs in ECC 6 that allow for mass maintenance of contracts
and scheduling agreements:

» Mass maintenance for contracts: Transaction MEMASSCONTRACT
» Mass maintenance for scheduling agreements: Transaction MEMASSSA

15.6 Scheduling Agreement

A scheduling agreement can be created manually or can be copied with ref-
erence to purchase requisitions, quotations, and centrally agreed contracts.

15.6.1 Scheduling Agreement Overview

Before creating a scheduling agreement, the purchasing user must define the
account assignment, purchasing organization, and purchasing group. A
scheduling agreement can be created for subcontracting, consignment, and
stock transfer.

15.6.2 Create a Scheduling Agreement Manually

Creating a scheduling agreement manually requires the purchasing user to
enter the details rather than referencing a quotation, purchase requisition, or
contract. Transaction ME31L is used to create the scheduling agreement.
This can be found in the navigation path SAP Menu « Logistics » Materials
Management - Purchasing - Outline Agreement - Scheduling Agreement -
Create » Vendor Known.
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In Figure 15.12, there is an option to enter an Agreement type, which can be
either LP for a scheduling agreement or LU for a stock transport scheduling
agreement. There is also the opportunity to enter a scheduling agreement
number (Agreement) if an external number has been assigned.

Figure 15.13 Header Data for Manual Scheduling Agreement
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Figure 15.13 shows the validity dates of the scheduling agreement and the
terms of delivery that have been agreed upon between the purchasing
department and the vendor. The purchasing department could have agreed
on a target dollar amount for the contract. This value can be entered into the
scheduling agreement.

Subsequent to the header information being entered, the line items can be
entered for the scheduling agreement. Each line item requires that a target
quantity be entered, as shown in Figure 15.14. The Targ. qty is the quantity
that was agreed upon by the purchasing department and the vendor.

= Creabe Seheduling Agrecieent @ IEem Dverview

@& 8 e0e MR
BEEDAGIQADBEALEZ

bgeemert [ Ageenerttps [P hgre dse [T072272007

Verdr 21 Curency  [USD

Dutlew agrenment iberme
o] I 4 Mateeed | Shetims | Twgaw Hel gece | Pl
10 | | [T-20680 {Eewngicompien)  180PC | &5, 003300(=
20 | | |[T-20200 {Fureegoes | 200/FC | 22003308
an '_l | .3.3.F
u 4 _- . 3300
g ; , | EETT =

af 1 [}

Figure 15.14 Detail Line [tems for Scheduling Agreement Using Transaction ME3IL

15.6.3 Create a Scheduling Agreement with Reference

If there is a purchase requisition or quotation that should reference the
scheduling agreement, the document can be identified when Transaction
ME31L is run.

When the transaction is run, the user has the option of referencing other
documents. Figure 15.15 shows that a scheduling agreement can be created
based on the details from a purchase requisition.

After choosing a purchase requisition, the details from the requisition are
available to be adopted and entered into the scheduling agreement. The pur-
chase requisition line items are shown in Figure 15.16. Then use the Adopt
+ details button to copy the details into the scheduling agreement,

After the purchase requisition lines are copied to the scheduling agreement,
the user enters the agreed price, and posts the scheduling agreement.
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Figure 15.16 Referenced Purchase Requisition for Scheduling Agreement

The next section reviews the contract, both by quantity and value; how a
contract is entered; and how releases are made against it.

15.7 Contracts

A contract is an agreement between the vendor and the customer for the
vendor to supply material to the customer at an agreed price over a specified
period of time.
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15.7.1 Contract Overview

Unlike the scheduling agreement, the contract is based on releases to the
contract, or blanket order, as it is often called. These contracts can be either
based on a total quantity or a total value.

Quantity Contract

A quantity contract allows the purchasing department to agree with the ven-
dor on a contract for a set quantity of material or services. A typical example
involves a vendor that supplies technical support for desktop computers. The
vendor agrees to provide 480 hours under a yearly contract with the cus-
tomer. This allows the customer to use the support service without having to
create a new purchase order each time the services are needed. A release is
made against the contract, which allows the vendor to be paid for the service
provided. When all of the hours have been used, the contract has been ful-
filled, and a new contract can be negotiated.

Value Contract

A value contract allows a purchasing department to cap the spending with
one particular vendor, The value contract is not concerned with the quantity
of material supplied by the vendor but by the total spending with the vendor
for that material. The process of supply is the same as with the quantity con-
tract because release orders are used to receive material.

However, the release orders are only valid until the total spending for the
value contract reaches the total agreed to. In this way, the purchasing depart-
ment can limit spend at vendors to allow other vendors to supply material.

15.7.2 Centrally Agreed Contract

The centrally agreed contract allows a central purchasing organization to cre-
ate a contract with a vendor that is not specific just to one plant. In this way,
the purchasing organization can negotiate with a vendor by leveraging the
whole company’s spending for certain materials.

Many companies allow plants to negotiate deals with vendors independently
of each other, and it often turns out that the plants have chosen the same
vendor for materials but have negotiated an array of prices and terms that
place some plants at a disadvantage. By creating a central contract, a central
purchasing organization can combine the spending of all plants and work on
obtaining the best price for the whole company. The materials and services
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involved can be as complex as specialized chemicals or as simple as tele-
phone service or express-mail services. Many companies have hundreds of
contracts for express-mail service that have been negotiated by local staff
over a long period of time, and a central contract could achieve a tremendous
cash saving if put in place.

15.7.3 Creating a Contract

The contract is created in a very similar way to the scheduling agreement.
The purchasing user uses Transaction ME31K to create a contract. This is
found in the navigation path SAP Menu « Logistics - Materials Management
+ Purchasing + Outline Agreement - Contract - Create,

The initial screen, as shown in Figure 15.17, is similar to the initial screen for
creating a scheduling agreement.

Figure 15.47 Initial Screen of Transaction MEI 1K

The Agreement type ficld, shown in Figure 15.17, should be entered to
determine what type of contract is being created. The options are:
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» WK: Value Contract

» MEK: Quantity Contract

» DC: Distributed or Centrally Agreed Contract

After the initial information has been entered, the transaction displays the

header information that needs to be completed, as shown in Figure 15.18. The
value contract requires a target value (Targ. val.) to be entered for the contract.

Figure 15.48 Header Information for a Value Contract Using Transaction ME31K

The line items that need to be added to the detail screen are shown in Figure
15.19. The purchasing user must add a target for the line item.
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Figure 15.19 Detail Line-Item Information for a Value Contract
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15.7.4 Release Order Against a Contract

After the contract is in place, material can be requested from the vendor by
using a release order against the contract. This release order can be created
via the purchase order screen in Transaction ME21. On the initial screen, as
shown in Figure 15.20, the purchasing user can access the contract by select-
ing the Ref. to contract icon.

= Contract Release Ordes
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Figure 15.20 Initial Screen for Creating a Release Order for a Contract

A dialog box appears where the user can enter the contract number to create
a release for, as shown in Figure 15.20. Following the entry of the contract
number, the detail lines are displayed, and the user enters a quantity for each
line item on the release order against the contract. The line item also shows
the quantity available on the contract, as shown in Figure 15.21.

After the quantities are entered for the release order, the user can click the
Adopt + details button to copy the details into the release order. The release
order can then be saved.

This section has reviewed the contract, both quantity and value. The next
section reviews the confirmation sent by the vendor after receiving the pur-
chasing document.
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Figure 15.21 Contract Line Items Assigned 1o a Release Order in Transaction ME21

15.8 Vendor Confirmation

A vendor confirmation occurs when the vendor communicates to the cus-
tomer regarding a purchase order or inbound delivery.

15.8.1 Vendor Confirmation Overview

The vendor communication to the purchaser can be in the form of a fax,
email, or EDI. The communication can be for the following:

T

Order Acknowledgement

v

Transport Confirmation
Advance Ship Notification (ASN)
Inbound Delivery

¥

T

The vendor confirmations are manually entered into SAP. The only case
where confirmations are loaded automatically is when the confirmation is
sent from the vendor using EDI.

Vendor confirmations are important to a client because they provide
updated information on delivery of goods. This means that the client does
not have to rely solely on the delivery dates agreed to by the vendor at the
time of purchase order creation, or even before. This allows the planning
department to adjust the production schedule based on the vendor’s infor-
mation.
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15.8.2 Confirmation Configuration

The confirmation categories can be configured in the IMG for external or
internal confirmations. External categories are defined for manual entries of
vendor confirmations, whereas the internal categories are for the vendor
confirmations through EDI. The EDI transaction sets for vendor acknowl-
edgement include 855 for Purchase Order Acknowledgement and 856 for
Advance Ship Notification (ASN).

External Confirmations

The external confirmation categories can be configured using a transaction
found on the navigation path IMG - Materials Management - Purchasing -
Confirmations - Define External Confirmation Categories.

You can also add new categories for confirmations, as shown in Figure
15.22, depending on the requirement for confirmations.
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Figure 15.22 Configuration Traction for External Confirmation Categories

Internal Confirmations
Three internal confirmation categories for EDI are supplied in the standard
S}TS[EII'I:

* Category 1
Used for order acknowledgments.
» Category 2
Advance Shipping Notification (ASN) or inbound delivery is used.

» Category 3
Rough goods receipt is used.

359

| 15.8



15 | Purchase Order

An external confirmation category can be assigned to each internal confirma-
tion category, as shown in Figure 15.23. This enables purchasing documents
to be automatically updated with data from the relevant confirmations. The
external confirmation categories can be configured using a transaction found
on the navigation path IMG - Materials Management - Purchasing - Confir-
mations « Define Internal Confirmation Categories.
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Figure 15.22 Internal Categories and Their Assignment to External Categories

15.8.3 Enter a Manual Confirmation

When a vendor has sent or faxed a confirmation, the acknowledgement can
be entered manually into the purchase order line item. However, before the
confirmation can be entered, the line item should be checked to see if a con-
firmation is relevant for confirmation control.

The method used to check a line item for confirmation control is to display
the line item detail screen within the purchase order change Transaction
ME22, as shown in Figure 15.24.

From the detail line-item screen, the purchasing user can enter the confirma-
tion by choosing Item - Confirmations - List.

The screen that appears, shown in Figure 15.25, allows confirmations to be
added manually. The confirmation can be added by selecting the type of con-
firmation; in this case, the confirmation control is AB, which represents
order acknowledgement. The purchasing user then adds the information
related to Delivery date, time of delivery (Time-spot), and Quantity. If the
ASN is available, then that also can be entered, in the field CC, using confir-
mation control, LA.
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Figure 15.26 Manual Entry of Vendor Confirmation for Purchase Order Line tems

This section has reviewed the confirmation that a vendor can send to
acknowledge receipt of the purchase order. The next section reviews the
messages and outputs associated with a purchase order.

15.9 Messages and Outputs

Purchase orders are often frequently printed so that a purchaser can inform
the vendor of requirements. This section reviews the messages and output
associated with purchase orders.
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15.9.1 Message Overview

After a purchase order has been created or changed, there is a requirement
that the document be in a format where it can be sent to the vendor by fax,
mail, or EDIL. The system will generate a message for each document posted.

The output message is created by the same conditions technique that is used
for price determination. Subsequent to a message being produced for a pur-
chase order, contract, and so on, the message is placed in the message queue
that contains all messages that are still to be processed. Messages in the
queue are available to be processed immediately or at a later time.

15.9.2 Message Creation

The message is created when a document is posted. The message processing
can be seen within the purchase order. This can be viewed from a purchase
order, Transaction ME22, by choosing Header - Messages.

The message that has been created can be viewed, as shown in Figure 15.26.
If the message can be processed, the status is green. By selecting the Process-
ing log icon, the purchasing user can view any error or warning messages
that may be causing the document not to be processed.
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Figure 15.26 Fax Output for Purchase Order Transaction ME22

15.9.3 Message Output Definition

The output format of the message can be configured in the IMG if the stand-
ard format is not suitable. The format can be changed for the purchasing out-
puts, RFQ, contract, purchase order, and scheduling agreement.
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To change the texts for a purchase order, the transaction can be found using
the navigation path IMG « Materials Management » Purchasing - Messages «
Text for Messages - Define Texts for Purchase Order.

The text can be changed for the document header and the document items
for any of the different print operations, such as change, rejection of RFQ, or
new purchase order. In Figure 15.27, the first line that can be changed is for
print operation 1 for a new output of document type NB, which is a purchase
order. The header text is FO1.
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Figure 15.27 Structure of Document That Can Be Modified

15.9.4 Output Messages

Messages can be processed either by a scheduled batch job or manually. The
batch job that can be run to process the output is RSNAST00, and this should
be run when it is appropriate.

Messages produced by purchasing documents can be processed by Transac-
tion MESF. This transaction can be found via the navigation path SAP Menu
- Logistics « Materials Management - Purchasing - Purchase Order » Mes-
sages « Print/Transmit.

As shown in Figure 15.28, this transaction allows a range of purchase orders,
Purchasing organization, Purchasing group, Vendor, and so on, to be
entered. After the selection criteria are entered, the transaction returns a
number of purchase orders that can be printed when the purchasing user
selects them.
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Figure 15.28 Selection Criteria for Printing Purchase Crders in Transaction MESF

The next section examines the reporting structure that is in place for purchasing.

15.10 Reporting

The purchasing functionality in SAP contains a large number of standard
reports that can be run on an ad hoc basis.

15.10.1 Reporting Overview

Purchasing reports such as the archived purchasing documents (ME82), sub-
contractor stick per vendor (ME20), and the monitoring confirmations pro-
gram (ME2A) all can be run from the standard SAP menu.

A number of companies use a large number of standard reports, SAP queries,
information from the Logistics Information System (LIS) and customized
reports to provide them with an overall view of the purchasing function.

Before customizing reports for a client, review the standard reports with the
client to determine whether the standard reports will fit their purposes.

The next section reviews the release procedures that can be implemented for
purchase orders.
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15.11 Release Procedures

The purchase order, as well as other purchasing documents, can be config-
ured to follow a defined release path depending on a number of factors that
can be determined by the client.

15.11.1 Introduction to Release Procedures

The release procedure in SAP is the process that allows documents to be held
because of specific conditions and only released when they are approved or
go through a series of approvals. These approvals are electronic signatures
because the process is conducted within the SAP system.

The release procedure is valid for purchase requisitions, purchase orders,
scheduling agreements, RFQs, contracts, and service entry sheets.

The main difference in the release procedure is between the internal and
external documents. The internal document, the purchase requisition, can be
released at the item level or the header level. In addition, the purchase req-
uisition can also be released with classification or without classification.
However, it is important to realize that release with classification provides a
lot more flexibility.

The external documents, such as the purchase order and the RFQ, can only
be released at the header level and can only be released by the classification
method.

15.11.2 Release with Classification for a Purchase Requisition

For the release with classification, the characteristics and appropriate classes
need to be defined in the classification system. Remember that a class should
be created for each purchasing document.

The configuration for releasing a purchase requisition without classification
is already predefined in SAP. The release with classification within the IMG
must be configured.

The configuration for releasing purchase requisitions is found in the IMG
using the path IMG - Materials Management - Purchasing - Purchase Requi-
sition + Release Procedure - Procedure with Classification.
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Edit Characteristics

Each characteristic represents a release condition. Characteristics can be set
up that describe the conditions that need to be satisfied for a release strategy
to be assigned.

Characteristics can be created easily as they would be in classification. Clas-
sification is discussed in more detail in Chapter 27.

Edit Class

When the class is created, the characteristics defined for the purchase requi-
sition are assigned to the class. The class for the release strategy does need to
be linked to class type 032, which is the class type for the release strategy.

Release Groups
The release groups are defined in standard SAP. Release group 01 is defined
for purchase requisitions; release group 02 is defined for purchase orders.

Release Codes

The release code is a two-character field that usually represents the person
responsible for the approval.

Release Indicator
The release indicator represents the document that was released of the pur-
chasing document.

Release Strategy
The strategy defines the release codes with which a purchase document must
be released and the sequence in which the release must be used.

15.12 Summary

The purchase order is probably the most familiar process in MM. The pur-
chase order is important in that it provides material to the production proc-
ess or requestor in a timely fashion, at the best available price, and with the
best terms. For the MM user, and especially for a purchasing user, all aspects
of creating and maintaining a purchase order should be studied. The MM
user needs to understand links with finance, for example, account assign-
ments. Two areas that were discussed heremessage output and release strat-
egyoften create many issues for purchasing users. If purchase orders cannot
be printed, it can cause delays in receiving material, and understanding the
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process of printing purchasing output is very important. Release strategy can
be complex to implement, but this depends on the client. Understanding
how the release strategy is configured and how it works within the purchas-
ing documents will help a client adopt a successful and straightforward
release policy.

Chapter 16 will examine the functionality of external service management
(ESM). We will discuss the key points such as the Service Master record and
the Standard Service Catalog (S5C).
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Companies purchase as many services as they do materials. Services
can be managed and analyzed in the same way as any material,
However, services have some unigue aspects and require the SAP user
to understand the differences to benefit from the ESM functionality.

16 External Service Management (ESM)

External service management (ESM) incorporates functionality that is rele-
vant to the procurement and execution of services at a company. The Service
Master record is the document that contains the information on a service.
The service specifications are listed services that can make up a particular
task or project that a company needs to procure,

Services can be planned—using a Service Master record—or unplanned,
therefore not referencing a Service Master but rather referencing a monetary
limit for the services performed. The service can be entered using a service
entry sheet, whereby the documented hours can be approved and authoriza-
tion given for payment.

The first section of this chapter describes the document that contains the
basic information of a service, called the Service Master record.

16.1  Service Master Record

The Service Master record is the document that contains the basic informa-
tion of the service, similar to a Material Master record.

The Service Master record can be entered using Transaction AC03, as shown
in Figure 16.1 or via SAP Menu - Logistics - Materials Management « Service
Master - Service - Service Master.

Figure 16.1 shows the entry of a description: General Labor - Gardening
Service. In addition, General Services is entered as the Service category. The
third entry for the Service Master record is the Base Unit of Measure of 009.
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Figure 6.4 Entry 5creen for Creating the Service Master Record

16.1.1 Service Number

The Service Number is similar to the material number, and this field can be
defined for external or internal numbering. The number ranges can be
defined in configuration using Transaction ACNR or via the navigation path
IMG - Materials Management « External Service Management - Service Mas-
ter » Define Number Ranges.

16.1.2 Service Category

The Service category differentiates between different types of services, sim-
ilar to what a material type does for materials. The service category, as
shown in Figure 16.2, can be configured in the SAP IMG using the naviga-
tion path IMG - Materials Management - External Service Management -
Service Master « Define Service Category.
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Figure 16.2 Configuration for Service Categary

16.1.3 Material/Service Group

The material/service group (Mat/srv.grp) field allows the material group to
be selected for grouping purposes. The selection is the same for the Service
Master as it is for the Material Master.

16.1.4 Tax Indicator

The Tax indicator for the Service Master allows the purchasing user to enter
a "not taxed” code if the service is not taxed or a tax code for taxable service.

16.1.5 Valuation Class

The Valuation class for the Service Master is the same field that is used in the
Material Master. Using the valuation class, the system can find the G/L
accounts that are associated with the service financial postings.

16.1.6 Formula

The Formula field allows a defined formula to be chosen for a service that
has been predefined in configuration. Depending on the service to be per-
formed, the effort involved in performing a task may be definable by a num-
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ber of variables. For instance, there may be a formula for lawn maintenance
that is variable depending on the size of the area to be maintained.

Formula can be defined in configuration using the navigation path IMG -
Materials Management - External Service Management « Formula for Quan-
tity Determination « Define Formulas.

The formula is defined by entering a formula key and then the formula with
variable names. The formula can use variables that are defined elsewhere in
configuration. The formula must also have a base unit of measure.

The variables in the formula calculation must be defined in configuration
also, as shown in Figures 16.3 and 16.4. The variables are defined using the
navigation path IMG - Materials Management - External Service Manage-

ment « Formula for Quantity Determination - Specify Names of Formula
Variables.
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Figure 16.3 Configuration Screen to Create a Formula
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Figure 16.4 Configuration of Formula Variables
for Service Master Calculation
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16.1.7 Graphic

The Service Master includes a Graphic field where the purchasing user can
select a picture or graphic that can aid the supplier of the service. For exam-
ple, the service may be to polish a finished good, and the company may have
a specific way of completing the task. The graphic could be included with the
purchase order or RFQ to ensure the service was performed correctly.

In the next section, the Standard Service Catalog (S5C) is discussed. This is a
list of the service description that reduces the number of entries the purchas-
ing user has to make,

16.2 Standard Service Catalog (S5C)

The S5C is a record containing service descriptions that are used when the
Service Master has not been created.

16.2.1 Overview

The 55C is a record containing service descriptions that are used when the
Service Master has not been created. The S5C is used to keep a standard list
of the description that eliminates the need for descriptions to be created each
time a non-Service Master record is entered. This prevents a great deal of
data duplication.

16.2.2 Creating a S5C Entry

The SSC entry can be created by using Transaction MLO1 or by following the
navigation path SAP Menu - Logistics - Materials Management « Service Mas-
ter » Standard Service Catalog - Create.

On the initial screen for entering a $5C, shown in Figure 16.5, the user can
enter a Service type number and an Edition (or version number). The
detailed information for the service type includes a validity period, shown as
a Valid from and Valid to fields, and the Service category, which has been
entered as SRV1.

The structure of the service type is defined where the structure can be
divided into a number of meaningful sections. The maximum number of
characters in the structure is 18.
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For instance, in Figure 16.5, in the Structure of service type section, the SSC
entry for service type 001 will have an 11-character structure made up of a 3-
character string followed by four separate 2-character numeric strings. The
field TxtMNo. contains the five elements of the character, T1 through T5.
Each of those has a Format defined and a string length (Lngth).

Figure 16.5 Detail Screen for Creating a 55C Entry

Figure 16.6 shows how the different elements of the structure are made up.
The first four characters are the highest in the hierarchy in column T2, then
the next three in column T3, and so on. The structure can be thought of as a
service tree where the lowest elements of the tree are where the actual time
is reported, that is, in column T5. The T5 levels show that the hours are col-
lected for the ABAP Programming and the Documentation. In Figure 16.6,
note that the unit of measure should only be added to the lowest level of the
structure, TS; otherwise, an Invalid text module error will occur.

374



Conditions in ESM | 16.3

= Change 5% andard Service Catalog

@ | B Cee 2HR|

Service tpe [001 i SeweeTypeEnyOne

T1 72|73 14 |15 | Un | ShoaTt | Lorgba.
SRR | | | | |Coneding [SAP Conmiting
A L] MM ety W anaagesieerd Cornling
X 0z el Ul st Mlaryagestreard Conuling
Bl L= 50 5 sles & Disiribnion Consuling
e 2T FP Producton Flsnnrg Conmultrg
il [13] LY Trmvesnid oy M ansgeament

nz FUR Furchasing
. | na Mat Masler | Matonsl Matier
L m Config Corhguiation
| | | | Al phnalyss
i 1= Test Tactting
| (L3} ABAP AEAP Pregramerg
i 02 H |Docs Dincumentston
I

Figure 16.6 Elements of Service Type Hierarchical Structure

The next section reviews the conditions that are found in service manage-
ment.

16.3 Conditions in ESM

Conditions are found in service management similar to those found in nor-
mal purchasing. Conditions apply to services such as discounts, surcharges,
and taxes.

16.3.1 Total Price Condition

One method of entering a condition for a service is to enter a total price con-
dition. This can be achieved by using Transaction ML45 or via the navigation
path SAP Menu - Logistics - Materials Management - Service Master - Service
= Service Conditions » For Service « Add.

This transaction allows the purchasing user to enter a condition that gives an
overall estimate of the service to be performed over a certain time period.
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In the example shown in Figure 16.7, the service has been given a total
price condition (Amount) of $50,000 for 2,000 hours (per) of work Valid to
12/ 31/10. The total price condition can also be defined as a scale, by press-
ing the F2 function key or by choosing Goto - Scales.

Figure 16.7 Total Price Conditian for a Service for a Given Validity Periad

The condition can be entered with a different value being valid for a differ-
ent level of the scale as shown in Figure 16.8. The example in this figure
shows the Validity Period, as Valid to 12/31/10.

Figure 16.8 Condition Defined Using Scales for a Given Time Peried

The Control data section shows that the Scale Basis is set to €, which defines
a quantity scale.

The Scale Type shows that the scale is from one Scale quantity to another.
The scale shows that from 250 hours to 500 hours, the Amount is $250 per
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hour. From 500 hours to 1,000 hours, the amount is $240 per hour. The scal-
ing continues until the upper limit is reached at 2,000 hours, in which any
hours above that amount is charged at $200 per hour.

This section reviewed the conditions that can be applied to the Service Mas-
ter record. The next section describes the actual procurement of services.

16.4 Procurement of Services

Companies purchase services in the same way that they purchase materials.
A vendor supplies a service, rather than a material, and when that service has
been received, an invoice is matched against the purchase order and a goods
receipt document, which for a service could be time sheet.

16.4.1 Using a Purchase Order

Services can be purchased using the normal purchase order creation Transac-
tion ME21. In addition to the entry of the Vendor, Purch. Organization, Pur-
chasing Group, and Delivery date, the Item category needs to be entered
and set to D for services as shown in Figure 16.9.

Figure 16.9 Purchase-Order Entry Screen for Services
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Figure 16.10 shows the data entry screen for the service specification. A
number of items can be entered in this screen.

Overall Limit
An Overall limit can be entered for all of the unplanned services on the pur-
chase order. This limit may not be exceeded.

Expected Value

An Expected value of unplanned services can be entered. This value does not
necessarily need to be equal to the overall limit, and the expected value can
be exceeded unlike the overall limit. The expected value is the figure that is
used if there is an appropriate release strategy in place.
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Figure 16.30 Detail Screen for Purchase Order for Services

Actual Value

This field is calculated by the system and is updated continually from service
sheet entry or from goods receipt transactions.

Contract

The service purchase order can allow the purchasing user to add one or a
number of purchase Contracts. A limit to the services purchased against the
contract can be added.
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A number of Services can be added to the purchase order that are required
for the purchase order. The Service number is entered with a Quantity and
price per Unit of measure. After the information is entered for the individual
services, the purchase order can be completed after the header information
shown in Figure 16.11 has been verified.
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Figure 16.m Header Information Screen for Service Purchase Order

The next section reviews the entry of services that have been performed and
will require payment.

16.5 Entry of Services

When a supplier has completed a service or the service has been partially
performed, the information can be entered into the SAP system. The entry of
this data is recorded on the service entry sheet. The information on the serv-
ice entry sheet is for planned and unplanned services.
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16.5.1 Service Entry Sheet

The service entry sheet is the transaction where data is entered with respect
to the service that has been ordered via a purchase order. The service entry
sheet is found using Transaction ML81N or via the path SAP Menu - Logistics
+ Materials Management - Service Entry Sheet - Maintain,

The service entry sheet, shown in Figure 16.12, is based on the service in a
purchase order, so the entry point for the transaction is the selection of a For
purchase order number. After the purchase order number is entered, the
Service number that was entered as a line item in the purchase order is dis-
played; in this case, the service number is 3000111. The Quantity of the ser-
vice, either partial or complete, can be added into the purchase order as well.
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Figure 16.12 Service-Entry Sheet for a Given Purchase Order

After the data has been entered, the data sheet can be accepted. Subsequent
to being entered, the service entry sheet will appear as accepted or ready for
being accepted on the ML81N initial screen, shown in Figure 16.13.

After no more service entry sheets are to be entered against the purchase
order, the final entry indicator can be set by choosing Entry Sheet - Set Sta-
tus « Final Entry.
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The next section reviews the blanket purchase order that many companies
use to purchase services.
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Figure 16.13 Purchase Crder and One Service Entry Sheet Ready to be Accepted

16.6 Blanket Purchase Order

A blanket purchase order is used when a client needs to purchase low-value
services or materials and wants to perform this purchasing at a minimum
cost. By reducing the effort needed by the purchasing department, the client
can achieve some monitoring of the transaction at an economic cost.

16.6.1 Creating a Blanket Purchase Order

A blanket purchase order is created via the normal purchase order Transac-
tions ME21 or ME21N (see Figure 16.14).

Document Type

The Document Type for a blanket order is FO rather than the normal docu-
ment type for a purchase order, NB. When creating a blanket order, make
sure that the correct document type is used.

Item Categnry

The item category for a blanket order is B for a limit order. This means that
the purchase order will be created with a limit value and not a line item. This
is not shown on the Create Purchase Order screen.
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Validity Period

Using the blanket purchase order requires that the value limit be contained
within a period of time. Therefore, the vendor has a limited period in which
to submit invoices up to the value limit entered within the blanket order.
The validity period is shown in Figure 16.14 by two fields, Validity start and
Validity end.

= Creakbe Purchase Order : Header Daka

Figure 16.14 Detail Information for a Blanket Purchase Qrder

Vendor Invoicing

The vendor will send invoices to the purchasing department with reference
to the purchase order. The accounts payable department will process the
invoices, if the invoices fall within the validity period of the blanket pur-
chase order. The invoices will also only be processed if the total amount of
the combined invoices from the vendor does not exceed the Overall limit in
the blanket purchase order, as shown in Figure 16.15. However, if there is
no limit to the value amount of the invoices sent for the purchase order, the
No limit indicator should be checked.
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Figure 16.95 Value Limit Entry for a Blanket Purchase Order

16.7 Summary

In this chapter, we discussed the external service management (ESM) func-
tionality. Companies purchase services, as well as materials, and the func-
tionality in ESM allows the purchasing department to influence how services
are purchased and to monitor their consumption of those services. As more
companies use SAP to purchase and record service usage, purchasing person-
nel will be required to be fully familiar with this functionality. The topics in
this chapter should help you understand more fully the procurement of serv-
ices, which will help you more competently assist your client on this subject.

The next chapter examines the methods used in consumption-based plan-
ning (CBP), which is a planning method used in MM that is based on past
consumption of materials,
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In any company, material is consumed either in the production of
items, by performing a service, or by daily operations. To replenish
the stock of material, the company can use consumption-based plan-
ning (CBP) to determine when _future purchases need to be made.

17 Consumption-Based Planning

Consumption-based planning (CBP) is a planning method based on past con-
sumption of a material and using the entered forecast to determine future
material requirements. CBP is not calculated via independent or dependent
requirements, such as those found in master production scheduling. The
level of material hitting a defined reorder point initiates CBP or by the fore-
cast requirements calculated using consumption values found in the Material
Master record. The CBP used in SAF is known as MRP (materials require-
ments planning).

This chapter reviews the functionality of CBP. It is important for a MM con-
sultant to understand the touchpoints with other modules, and CBP is a key
integration with the PP module.

17.1  Master Data in CBP

In this section, the mater data that is used in CBP will be reviewed. This data
can be found in the Material Master record.

17.1.1  Material Master Record

Consumption figures for a material are stored in the Material Master record
and are calculated for unplanned and total consumption. Either figure can be
viewed and/or updated in the Material Master record.

The transaction to view/change the consumption values is MMO2, which can
be found using the navigation path SAP Menu - Logistics - Materials Manage-
ment - Material Master - Change - Immediately.
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The user enters the material number, clicks the organizational level icon, and
then requests a view, such as MRP or Forecasting. On the detail screen, the
user can click the Additional Data icon to see a number of tabs, including the
Consumption tab.

The consumption figures for a material are held within the Material Master
record and are updated by transaction data from Inventory Management.
The data can be viewed in the format shown by the Period Indicator; in Fig-
ure 17.1, the format is M for monthly consumption.
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Figure 17.1 Total Consumption Figures per Month for Material Using Transaction MMO2

The Consumption screen for the material is shown in Figure 17.1. All the
consumption figures for the material are displayed in chronological order.
The user can view the unplanned consumption and the total consumption
per time period. If the material has been entered, and consumption data are
missing, the data can be added in this screen for the relevant time periods.

17.1.2 Planning Calendar

The planning calendar is used to define the period lengths for CBFP at the
plant level, as shown in Figure 17.2. The planning calendar is defined by
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using Transaction MD25 or using the navigation path SAP Menu - Logistics «
Materials Management - MRP « MRP « Master Data « Planning Calendar « Cre-
ate Periods.

Figure 17.2 Initial Screen for Transaction MD25

The planning calendar is created for each plant. When creating a new plan-
ning calendar, a three-character code for the new calendar can be entered.

When creating the planning calendar, you can define certain variables, such
as in Figure 17.3, where the calendar has been flagged to start a period as a
weekday. Other options allow the first day of the period to be a workday or
not a workday, previous to a nonworking day, or after a nonworking day. The
planning calendar ascertains whether a day is a working day or a nonworking
day by referencing the relevant factory calendar configured in the IMG.

Now that we have discussed the data used in CBP, the next section goes into
detail of the planning process at the plant and storage location level.

Figure 17.3 Variablies for a Mew Planning Calendar
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17.2  Planning Process

CBP procedures are simple materials planning procedures used to set and
achieve targets with minimal input. Therefore, these planning procedures
are used in areas without in-house production. In planning with production
facilities, the planning run follows this path: check if material should be in
the planning run, check if a material requirement exists, carry out lot-sizing,
calculate schedule of procurement proposal, and determine the correct pro-
posal, such as planned order, requisition, or schedule line. This planning can
be achieved at the plant or storage location level.

17.2.1  Planning at the Plant Level

The planning process normally takes place at the plant level. Planning at the stor-
age location level can be defined. The following processes are involved in CBP:

1. Initially, SAF checks the planning file entries. The system will check
whether a material has been changed, relevant to MRP, and whether this
material needs to be included in the planning run.

2. SAP then completes a net-requirements calculation for every material. SAP
checks the available warehouse stock and receipts from purchasing and
production to ensure that the requirement quantity is covered. If the net
requirement quantity is not covered, a procurement proposal is then cre-
ated.

3. A lot-sizing calculation is then performed. Values are rounded up or down,
if necessary.

4. Scheduling is performed to determine the start and finish dates of the pro-
curement proposals, such as planned orders or requisitions.

5. Planned orders, pun:hase requisitions, or schedule lines are created by SAP
for the procurement proposal. A supplier can be assigned at this time also.

&. Critical situations are identified using exception messages. These are situ-
ations where the planner has to process the situation manually.,

7. Finally, SAP calculates the actual days' supply and the receipt days' supply
of the material.

17.2.2 Planning at the Storage Location Level

The planning of material is normally performed at the plant level, with the
total amounts of all storage locations taken into account. However, there are
occasions when a client may not want to perform planning in that manner.
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One common reason for storage-location planning is logistical. Clients with
storage locations that are remote from the associated plant may want to per-
form planning at a lower level. In addition, storage locations that are
unique—for example, locations that only contain a certain type of material
relevant to plant maintenance or repairs—may want to plan these separately.

Two options are available to the client to identify some storage locations as
unique for planning purposes: plan at the storage location level, or exclude
the storage location from planning.

Storage Location Planning

In this scenario, the planning department needs to ensure that the reorder
level for the material and the replenishment quantities are defined at the
storage-location level.

For the planning to be completed at the storage-location level, the storage
location MRP fields in the Material Master need to be completed. Depending
on the version of SAP your client uses, these fields may appear on a different
MRFP screen from that in Figure 17.4.

“ Change Mabeciasl COPT F wlvind] pradiact )

Figure 17.4 Storage Location MRP Fields in the Material Master Relevant
for Storage Location Planning
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The procurement proposals for the storage location that is planned sepa-
rately will not be part of the plant stock levels.

Excluding Storage Location from Planning

A storage location can be excluded from planning, and the stock will not be
included in the available stock totals. The storage location can be excluded
from the planning process by selecting the appropriate value for the SLoc
MRP indicator for the storage location, as shown in Figure 17.5.
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Figure 17.5 Options Available for the Storage Location MRP Indicator in the Material Master

This section has described the planning process required for requirements
planning. The next section examines the planning evaluation functionality of
MRP and the stock/requirements list.

17.3 Planning Evaluation

Two methods are available to evaluate the planning results in CBP: the MRP
list and the stock/requirements list.

17.3.1  MRP List

During the planning run, the nature of MRP lists depends on how the crea-
tion indicators are configured. The basic MRP list contains the planning
result information for the material. The MRP list is the initial working docu-
ment for the MRP controller to work from. The MRP list is a static list, so
changes are not reflected on the list until the next planning run.

The MRP list for an individual material can be displayed using Transaction
MDO05 or via the navigation path SAP Menu - Logistics « Materials Manage-
ment - MRP - MRP - Evaluations - MRP List - Material.
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In Figure 17.6, the MRP list shows that a purchase requisition has been cre-
ated. This is due to the fact that the stock has fallen below the safety stock
level. The error messages in the dialog box relate to the column EX on the
MRP list.
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Figure 17.6 MRP List for a Material Fallen Below Its Safety Stock Level

17.3.2 Stock/Requirements List

The Stock/Requirements List screen shows the current stock and require-
ments situation. The Stock/Requirements List is dynamic, as it is updated
each time it is displayed (unlike the MRP list). The Stock/Requirements List
shown in Figure 17.7 displays two purchase requisitions that would not
appear on the MRP list for the same material. The requisitions were created
after the MRP list was created and will not appear until another MRP list is
created via planning.

The Stock/Requirements List for an individual material can be displayed
using Transaction MDO4 or via the navigation path SAP Menu - Logistics »
Materials Management - MRP « MRP - Evaluations - Stock/Reqmts List.
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Figure 47.7 Stock/Requirements List for the Same Material, But Showing
the Mew Purchase Requisitions

This section examined the functionality of the MRP list and the
Stock/Requirements List. The next section reviews the procurement pro-
posal that arises from the planning process.

17.4 Procurement Proposal

During the planning process, the system will determine the requirements for
the material and create procurement proposals based on settings defined by
the purchasing department. The procurement proposals created by the sys-
tem specify when stock movements should be made and the quantity of
stock required.

Three types of procurement proposals are used in the planning process: pur-
chase requisitions, schedule lines, and planned orders.
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17.4.1 Purchase Requisitions

The planning process will determine that a purchase requisition is required
for material that is procured externally. The purchase requisition can be seen
on the MRP list as a line item. The planning process also determines the
quantity for that purchase order. The MRP controller will review the MRF
list and determine whether the purchase requisition is appropriate before
passing it on to the purchasing department. The purchase requisition is an
internal planning element and can be changed or deleted if necessary.

17.4.2 Schedule Lines

A schedule line is the result of the planning process when the material is pro-
cured externally, and the material has a source and a scheduling agreement
in place. The schedule line is unlike the purchase requisition, which involves
a fixed agreement and, therefore, cannot be changed. This makes it much
more flexible than the purchase requisition.

17.4.3 Planned Orders

The planned order is a result of the planning process for materials that are
produced internally. Like the purchase requisition, the planned order is an
internal planning element that can be changed or deleted if deemed neces-
sary. The planned order can be converted to a production or a process order,
depending on the production methods of the client. If the material is pro-
cured externally as well as produced in house, the planned ordercan be con-
verted to a purchase requisition. The MRP controller can use Transaction
MD14 to convert an individual planned order or use the navigation path SAP
Menu - Logistics - Materials Management » MRP - MRP - Planned Order -
Convert to Purchase Requisition « Individual Conversion.

17.5 Summary

This chapter described the basics of CBP. This type of planning is found in
the vast majority of manufacturers today. This functionality shows the inte-
gration between the production planning module and the purchasing func-
tionality. It is important to understand how purchasing is involved in plan-
ning and what responsibilities the purchasing department has to provide
timely action to ensure that material is available for production.
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It is important to understand CBP because it is part of the MM component. If
a company does not have an in-house production facility, the CBP can be
used to drive planning.

Chapter 18 further develops the theme of planning with an examination of
the functionality of material requirements planning (MRP).
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Material requirements planning (MRF) has to meet three objectives
simultaneously: first, to ensure that material is available for produc-
tion and delivery to customers; second, to maintain the lowest possi-
ble level of inventory; and third, to plan manufacturing activities,
delivery schedules, and purchasing.

18 Material Requirements Planning

Manufacturing companies face the problem that their customers want fin-
ished goods available in less time than it takes to produce them. To achieve
this, manufacturing companies need to adopt a planning strategy, and this is
found in material requirements planning (MRP).

Companies need to control the quantities of materials they purchase, plan
which materials are to be produced and in what quantities, and ensure that
they are able to meet current and future customer demand, at the lowest pos-
sible cost.

MRP was first developed in the early 1960s and has been modified and
improved to the level found today in SAF and in the methodology adopted
by organizations such as the American Production and Inventory Control
Society (APICS).

There are three procedures within MRP:

» Reorder-point planning
» Forecast-based planning

» Time-phased planning

Let's examine these in detail now.

18.1  Reorder-Point Planning

The basic premise behind reorder-peint planning is that procurement is trig-
gered when the sum of the stock in the plant, plus the firmed receipts, falls
below the reorder point.
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18.1.1  Manual Reorder-Point Planning

In manual reorder-point planning, the planner manually enters the Reorder
Point and the Safety stock in the individual Material Master record, Transac-
tion MMO1. Other key fields that are entered onto the MRP screen on the
Material Master include MRP Controller and the MRP Type as shown in Fig-
ure 18.1.

Figure 18.1 Material with MRP Type VB for Manual Reorder-Point Planning

18.1.2 Automatic Reorder-Point Planning

In automatic reorder-point planning, the system calculates the reorder level
and the safety stock level. To do this, the system uses past consumption data
of the material to forecast future requirements of the material. The system
then uses these forecast values to calculate the reorder level and the safety
stock level. Figure 18.2 shows a material with the MRP type that facilitates
automatic reorder-point planning.

This section has described the functionality of reorder-point planning. The
next section reviews the functionality of the forecast-based planning sce-
nario.
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Figure 1B.2 Material with MRP Type VM for Automatic Rearder-Point
Planning Based on Consumption

18.2 Forecast-Based Planning

Like reorder-point planning, forecast-based planning relies on the historical
material consumption. Similar to reorder-point planning, forecast-based
planning uses the historical values, whereas the forecast values and future
requirements are determined by the forecasting program. The forecast val-
ues are used in MRP as the forecast requirements.

The forecast-based planning procedure, MRP Type VV shown in Figure 18.3,
can be described in three phases:

» The system takes the forecast it has produced and makes sure that every
future period forecast is covered by the awvailable stock, planned pur-
chases, or planned production. If the forecast is greater than the total of
the available stock, planned purchases, or planned production, then the
system will generate a procurement proposal (purchase requisition or
planned order).

» The procurement proposals are checked against the lot-size procedures in
the Material Master, and forecasts are combined or not, depending on the
lot size required for purchasing/production.
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* On each of the procurement proposals, the system defines the date on
which the proposal must be converted into a production/process order or
a purchase order.

Figure 1B.3 Material with MRP Type VWV for Forecast-Based Planning

This section described the functionality of forecast-based planning. The next
section reviews the functionality of time-phased planning.

18.3 Time-Phased Planning

The premise of time-phased planning is that the date of the planned require-
ment should coincide with a known date, such as the date when the supplier
delivers. If delivery from a vendor is always on the same day, then this can
be used in the planning of a material. This planning procedure requires that
the material forecasting be completed for the material. This can be done
within the Material Master record. Figure 18.4 shows the forecast amounts
that are calculated within the Material Master.

To run the time-phased planning procedure, the MRFP type needs to be
entered as R1, as shown in Figure 18.5. The user enters the Planning cycle,
and sets the Lot size Lot-for-lot order quantity.
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During the planning run, the system takes into account the scheduled deliv-
ery dates. The system calculates against the forecast requirements and deter-
mines whether the forecast can be covered by the total of the available stock,
planned purchases, or planned production. Again, if there is a shortfall based
on the scheduled deliveries, then a procurement proposal is generated.
Because lot-for-lot sizing is used, the procurement proposal covers the short-
age.

18.4 Summary

This chapter described the three main objectives for MRP. MM users should
understand the basics of production planning, because there are many
touchpoints between MM and PP. Terms such as reorder points, MRP types,
lot sizes, and forecast models should be familiar to those who work along-
side production personnel.

MRP is an integration area with PP. It is important to understand the mech-
anism of the planning function because it drives a number of scenarios in
MM, especially the procurement proposals.

Chapter 19 examines the functionality of forecasting in SAP. Despite being
part of the MM functionality, forecasting can be extremely complex,
depending on the industry. As an MM consultant, you will be expected to
understand the functionality of forecasting.
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Business decisions are based on forecasts. Decisions of material
requirements are based on forecasts of future conditions. Forecasts
are needed continually, and over time, the impact of the forecast on
actual results is measured, the initial forecasts are updated, and
decisions are modified.

19 Forecasting

Forecasting is a prediction of what will occur in the future, and therefore, is
an uncertain process. Because of the uncertainty, the accuracy of a forecast is
as important as the outcome predicted by the forecast. This chapter focuses
on the key forecasting functions that are available in SAP, including the fore-
cast models, the parameters in forecasting, and the forecasting options.

19.1 Forecast Models

Forecast modeling has been devised to aid in forecasting particular events.
The forecast model can be designed around factors that the client believes
are important in influencing the future use of a material. The client also uses
past performance of a material to determine future use. Both of these meth-
ods will produce a forecast that may be accurate.

A number of forecast models are available in the Forecasting functionality
within SAP, as shown in Figure 19.1.

19.1.1 Constant Model

The constant model assumes that the use of material is constant. This is not
to say that the use of material is the same each month, but that the variation
in material usage fluctuates little, and a constant mean value is calculated.
This forecast model would apply to electricity consumption in an office.
Although summer months would raise electricity consumption due to
increased air conditioning use, the consumption would not vary a great deal
from the mean value.
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Figure 19.1 Forecast Models Accessed When Adding Forecast Information
to a Material Master Record

19.1.2 Trend Model

The trend model is used when there is an identifiable increase or decrease of
material over a period of time. The trend may include areas of movement
away from the trend, but the overall movement follows the trend. For exam-
ple, a downward trend over time may represent use of printer cartridges for
top-selling printers that become obsolete over a short period of time, per-
haps only 12 to 18 months. As the purchase and use of the printer becomes
less, the cartridges used in that printer will slow also.

19.1.3 Seasonal Model

The seasonal model affects many businesses due to the weather, holidays, or
vacations. The seasonal model is defined as a pattern that repeats for each
period. For example, the annual seasonal pattern has a cycle that is 12 peri-
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ods long, if the periods are months. A seasonal model may be applicable to a
company that makes patio furniture, which experiences a greater demand in
the months of May through September, and this parttern is repeated each
year.

19.1.4 Seasonal Trend Model

The seasonal trend model is similar to the seasonal model, except that
instead of the same pattern occurring each period, the pattern is moving fur-
ther away from the mean value, either positive or negative. For example,
California sparkling wine manufacturers can see a positive seasonal trend.
They have a seasonal pattern in demand for their products, and for them, the
seasonal pattern has a positive trend, as sales have continued to rise. A neg-
ative seasonal trend can be shown in beer manufacturers who have a sea-
sonal market, but the overall trend continues to be negative as sales slow
each year.

This section has examined a number of forecast models that are used in the
majority of companies. The next section reviews the parameters that are
entered into the Material Master record.

19.2 Forecast Parameters

The parameters on the Forecast screen in the Material Master record can be
predefined using a forecast profile. The forecast profile allows the user to
create a default that copies the parameter values directly into the Material
Master record.

19.2.1 Create Forecast Profile

The forecast profile for the forecast parameters can be created using Transac-
tion MPBO or via the navigation path SAP Menu - Logistics - Materials Man-
agement - Material Master - Profile - Forecast Profile - Create.

In the initial screen of Transaction MP80, shown in Figure 19.2, the user can
select which parameters they want to enter values for. In addition, the user
can determine if the value is defaulted into the Material Master or whether
the parameter is write-protected and cannot be changed in the Material Mas-
ter.
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Figure 19.2 Selection Screen for Transaction MP80 for Creating a Forecast Profile

The fields shown in Figure 19.3 for the Forecast Profile Create: Data Screen
are described in the following section.

Figure 19.3 Detail Screen for Transaction MPBO
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Forecast Model

The Forecast model field has been discussed in Section 19.1. The selection
for the forecast model can be made from the following choices:
» No forecast model or External Model (N)

» Automatic model selection (J)

» Constant model (D}

» Constant with smoothing factor adjustment (K)

» Trend model (T)

» Seasonal model (S)

» Seasonal trend model (X)

» Moving average model (G)

» Weighted moving average model (W)

» Second order trend model (B)

» Second order trend with smoothing factor adjustment (O)

Historical Periods
The number of Historical periods entered into this field is used to calculate
the forecast. If this field is left blank, no periods will be used in the profile.

Forecast Periods

The number entered in this field is the number of periods over which the
forecast will be calculated.

Number of Periods for Initialization

This number is for the historical values that the user wants to be used for the
forecast initialization. If the field is blank, no historical values are used to ini-
tialize the forecast.

Fixed Periods

The Fixed periods field is used to avoid fluctuations in the forecast calcula-
tion or because production can no longer react to changed planning figures.
The forecast will be fixed for the number of periods entered in this field.

Number of Periods per Seasonal Cycle

If your client uses a seasonal forecast model, then the Periods per season
field can be used to define the number of periods that make up a season for
this material.
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Initialization Indicator

If the forecast needs to be initialized, the Initialization indicator can be set to
allow the system to initialize the forecast. It also allows manual initialization.

Tracking Limit
The Tracking limit is the value that specifies the amount by which the fore-

cast value may deviate from the actual value. This figure can be entered to
three decimal places.

Model Selection

This field is only active if there is no value entered for the Forecast model.
This allows the system to select a model automatically. To aid the system in
choosing a forecast model, the Model selection field can be set to one of the
following three indicators:

» Examine for a trend (T)
» Examine for seasonal fluctuations (8)

» Examine for a trend and seasonal fluctuations (A)

Selection Procedure

The Selection procedure field is used when the system is selecting a forecast
model. There are two selection procedures to select from:

» Procedure 1 performs a significance test to find the best seasonal or trend
pattern.

» Procedure 2 carries out the forecast for all models and then selects the
model with the smallest mean absolute deviation.

Indicator for Parameter Optimization

If the indicator for Param.Optimization is set, then the system will use the
smoothing factors for the given forecast model. If the indicator is not set,
then the smoothing factors are not used, and the forecast will have greater
variances from the mean value.

Optimization Level

This indicator can be set to fine, middle, or rough. The finer the optimization
level, the more accurate the forecast, but this comes at the expense of
processing time.

Smoothing Factors

Some form of random variation is found in a collection of data taken over
time, that is, in consumption of material over a given period. There are
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methods for reducing or canceling the effect due to random variation. A
common technique used in forecasting is smoothing. This technique clarifies
the underlying trend, seasonal, and cyclic elements.

Four smoothing factors can be used in the forecast profile:

» Alpha factor
The smoothing factor for the basic value.

» Beta factor
The smoothing factor for the trend value.

» Gamma factor
The smoothing factor for the seasonal index.

» Delta factor
The smoothing factor for the mean absolute deviation.

This section has examined the parameters that are entered in the Material
Master for forecasting. The next section discusses the forecast options,
including the manual and automatic forecast model selection.

19.3 Forecast Options

The forecast model selection can be made manually, or the system can auto-
matically select the forecast model using option J in the Forecast model field
in the Material Master record.

19.3.1 Manual Forecast Model Selection

The forecast model selection is often determined manually because compa-
nies have been developing forecast models for many years. Large companies
have departments of analysts working on historical data to fine-tune fore-
casts. Given this wealth of analysis, your client may want to manually deter-
mine the forecast model.

19.3.2 Automatic Forecast Model Selection

If your clients have not developed forecast models in the past, they may
want to allow the SAP system to analyze the historical data and determine an
appropriate forecast model to use. After the model has been selected, the cli-
ent can use this as a starting point and make modifications in the future,
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To set the system to automatically determine a forecast model for the mate-
rial, the user must complete two fields in the forecast screen of the Material
Master, as shown in Figure 19.4.

Forecast Model
Earlier in this chapter, we established that to prompt the system to automat-

ically select the model, the option J has to be selected in the Forecast model
field.

The system has two selection procedures, described in the next sections, that
can help the system select a forecast model

Figure 19.4 Settings for Automatic Forecast Model Selection in the Material Master

Selection Procedure 1

Selection procedure 1 carries out checks to see if a trend or seasonal pattern
exists in the historical data. The system checks for a trend pattern by com-
pleting a regression analysis on the data and then checks for a trend. To
check for a seasonal pattern, the system dismisses any trend pattern and then
carries out an autocorrelation test.
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Selection Procedure 2

Selection Procedure 2 is a more detailed analysis of the data at different lev-
els of the smoothing factors to determine the most appropriate model based
on the lowest mean absolute deviation.

If neither of these procedures finds an appropriate forecast model to use, the
system will propose a constant forecast model. This model may not be suita-
ble for your clients, so be sure your client is aware of this. The constant fore-
cast model continues to forecast amounts that are the same over time. This
forecast model is used for materials where consumption does not vary from
period to period. Not many industries have materials with a nonvarying
forecast. Some companies do produce the same amount of material month to
month; for example, Morgan Motor Company in England produces the same
amount of cars each month, but this is due to physical and economic limita-
tions rather than a constant level forecast.

19.4 Summary

This chapter discussed the forecasting methods available in SAP. Forecasting
is important to companies because it can determine how much material they
produce, how much material they will need, and when to market the prod-
uct based on forecasts. However, for a forecast to be close to being accurate,
the forecast must be run with complete and verified data. The forecast model
is used in companies that can produce a forecast for their materials. Some
companies spend a great deal of time creating forecasts to aid in calculating
the production requirements in the future. Food and beverage companies
regularly use forecasting to determine how much product is made to ensure
that an overproduction or underproduction does not occur. As an MM con-
sultant, you must understand the way forecasting functionality works in the
module and how it integrates with other modules, such as PP and SD.

Chapter 20 introduces the Inventory Management functionality, such as
goods issue, goods receipt, physical inventory, returns, stock transfers, and
reservations.
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The processes supported by the SAP Inventory Management function-
ality allow a company to meet customer needs for the availability of
material, while maximizing the company's profits and minimizing
its costs.

20 Inventory Management Overview

Management is under constant pressure to reduce the time between cus-
tomer order and customer delivery. A customer will use order-to-delivery
time as a factor in deciding on a vendor. Therefore, companies must use
effective Inventory Management processes to reduce this time to a mini-
mum. Companies are reengineering the order-to-delivery process. Improve-
ments can be made by performing the following:

» Improving the EDI process with customers and vendors

» Increasing the single sourcing of materials

» Increasing the level of just-in-time (JIT) inventory

» Reducing dependence on long-term forecasts for stocking levels

» Using real-time reports and inventory figures

Inventory Management within SAP gives the client an effective set of proc-
esses for all types of goods movement within the plant. Streamlining plant

processes can help companies compress order-to-delivery time, decrease
costs, reduce inventory, and improve customer service.

20.1 Goods Movements

The Inventory Management processes within SAP are, in essence, move-
ments inside the plant that can create a change in stock levels within the stor-
age locations designated to that plant. The movement of stock is inbound
from a vendor, outbound to a customer, a stock transfer between plants, or
an internal transfer within a plant.

For every goods movement, the SAP system can create two types of docu-
ments: a material document and an accounting document. The SAP system
follows the accounting principle that for every material movement, there is a
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corresponding document that provides details of that movement. In addi-
tion, an accounting document is produced that describes the financial
aspects of the goods movement. However, the accounting document is only
relevant if the material is valuated.

20.1.1 Stock Overview

The inventory in the plant is managed by quantity or value. The inventory
movements are entered in real time, and a snapshot can be taken at any
given moment to inform the inventory user of any material status. This snap-
shot, see Figure 20.1, is called the Stock Overview, Transaction MMBE, and
can be found using the navigation path SAP Menu - Logistics - Materials
Management » Inventory Management » Environment » Stock « Stock Over-
View.

The stock overview gives the material stock balance across the company,
plant, storage location, and batch (see Figure 20.1).

Figure 20.1 Selection Screen for the Stock Overview Transaction MMBE
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20.1.2 Material Document

The material document is produced for each movement and is an audit of the
details of the material movement. The material document contains the date
of the material movement, the material number, the quantity of the material

moved, the location of the movement, the batch number if applicable, and
the movement type.

The material document number is displayed subsequent to a material move-
ment. Figure 20.2 shows the material document for the goods receipt of
material 10C-C10. The material document is the audit document showing
the movement of the material. The document can be checked to review the
details of the movement.
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Figure 20.2 Material Document Detail Using Transaction MB03

View the material document by using Transaction MBO3 or using the naviga-

tion path SAP Menu - Logistics - Materials Management - Inventory Manage-
ment - Material Document - Display.

Changes cannot be made to the material document after it has been posted.
If an error was made on the material movement, the material document can-
not be changed to alter the material movement. If an error was made, then
the material movement has to be reversed and the movement correctly

entered. This will produce a material document for the reversal and then a
new material document for the correct movement.

20.1.3 Movement Types

The movement type is a three-character field, used to describe the type of
material movement that needs to be performed. The movement type is used
for all type of movements: receipts, issues, transfers, reversals.
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The SAP system is delivered with predefined movement types between 100
and 892. Movement types 900 and upwards can be used for customized
movement Lypes.

A movement type can be created with Transaction OMJJ or via the naviga-
tion path IMG - Materials Management - Inventory Management and Phys-
ical Inventory - Movement Types « Copy, Change Movement Types.

The user can create a new movement type by copying an existing movement
type and modifying the field contents.

The new movement type number is entered, and the field details from the
existing movement type are copied across, as shown in Figure 20.3. The
inventory user can then change the contents of the new movement type to
create the desired effect of the new movement type.
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Figure 20.3 MNew Movement Type Creation by Copying from Existing Movement Type Using
Transaction QM)

Existing movement types can be modified to restrict or allow certain func-
tionality. For example, certain movement types may require certain reasons,
which requires configuration of the Control Reason field (as shown in Figure
20.4). The Control Reason field is defaulted as optional, but this can be con-
figured as a requirement for any movement type.

Overall, the movement type is a key to the Inventory Management process
because it controls the updating of the stock quantity, determines what fields
are displayed and required for entry, and also updates the correct account
information.

This section described the goods movements in SAP and some of the sup-
porting functionality such as stock overview and material documents. The
next section focuses on the movement of material by goods issue.
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20.2 Goods Issue

A goods issue is a movement of material that causes a reduction of stock, that
is, the amount of stock in the warehouse is reduced, triggered by one of the
following:

+ Shipment to a customer

» Withdrawal of stock for a production order

» Return of material

Material required for sampling

» Material scraping

The movement types identify the various goods issues. Many scenarios can
be called goods issues, such as goods issue to scrap or goods issue to sam-
pling, and these and others are discussed more fully in Chapter 21.

The other movement of materials opposite to a goods issue is the goods
receipt, which is examined in the next section.
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20.3 Goods Receipt

The goods receipt process allows the receipt of material from a vendor or
from the in-house production process. In addition, SAF allows other types of
goods receipt, including initial stock creation. A goods receipt is an increase
in stock that is triggered by one of the following:

» Receipt from a production order
» Receipt from a purchase order

» Initial entry of Inventory

» Other triggers

There are a number of different goods receipts, including a goods receipt for
a purchase order and a goods receipt from a production order. These and
other goods receipts are discussed more fully in Chapter 22.

The next section examines how material is counted in the plant.

20.4 Physical Inventory

Physical inventory is a process where a company stops all goods movement
transactions and physically counts inventory. A physical inventory may be
required by financial accounting rules or tax regulations to place an accurate
value on the inventory. Other reasons may include the need to count inven-
tory so materials can be restocked.

Cycle counting is a type of physical inventory. Cycle counts have the advan-
tage that they are less disruptive to operations, provide an ongoing measure
of inventory accuracy, and can be configured to focus on higher value mate-
rials or materials with frequent movement. Physical inventory is becoming a
very important topic for companies as they work to keep their inventory
count as current and accurate as possible. The many important steps in per-
forming a physical inventory are discussed more fully in Chapter 23.

The next section discusses the subject of returns. These are no just materials
to be returned to the vendor but also items such as returnable packaging.

20.5 Returns

The returns process often varies among companies. Each plant can have a dif-
ferent policy and procedure for creating and processing returns.
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20.5.1 Introduction to Returns

Returns are sometimes referred to as reverse logistics. These cover activities
related to returning materials, pallets, and containers. Companies also return
material to vendors for disposal or recycling. Returns to a vendor may also
be related to a product recall notice.

Before any material can be returned to the vendor, the agreement between
the customer and vendor with regards to returns should be examined. The
agreement is either part of an overall agreement between the two companies
or specifically for the individual material or group of materials.

The returns clause usually determines the valid reasons that allow material to
be returned te the vendor. These include an obvious material defect; incor-
rect material received, an overdelivery of material, and returnable packaging
material. The process may involve the customer obtaining a Return Material
Authorization (RMA) number from the vendor, which allows the vendor and
customer to successfully track the return.

Material to be returned to the vendor does not need to be in a special status.
Material returns can be from stock in quality inspection, blocked stock,
goods-receipt blocked stock, or even unrestricted stock.

20.5.2 Creating a Return

The returns process is the reverse of the goods receipt process. A return
delivery is created by Transaction MIGO_GR, which is the same transaction
for the goods receipt of materials. The transaction can be found using the
navigation path SAP Menu » Logistics - Materials Management « Inventory
Management - Goods Movement « Goods Receipt - For Purchase Order -
Good Receipt for Purchase Order.

The return delivery, shown in Figure 20.5, obtains the information from the
material document created from the original goods receipt for the purchase
order.

The information from the material document shows the Vendor, the ven-
dor's Delivery Note number, and the item details. The line item details show
the Movement Type for the return delivery, which is 122, and the material
status, either Unrestricted use, Quality inspection, or Blocked stock. The
inventory user can alter the quantity of the material to be returned and also
can enter a reason for the return, if this is configured.
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Figure 20.5 Return-Material Document Created via Transaction MIGO_GR

20.5.3 Configuring Reason for Movement

The reason for the return can be entered into the return process on the line-
item level. The reason can only be added if it is configured for that move-
ment type, in this case movement type 122,

The transaction to create and change the reason for movement is OMBS and
can be accessed via the navigation path IMG - Materials Management -
Inventory Management and Physical Inventory - Movement Types « Record
Reason for Goods Movements.

The transaction allows a number of reasons to be added for goods movement
for each movement type.

The inventory user can add in a number of reasons for return of goods, and
the Reason field can be used to monitor returns to vendors, as shown in Fig-
ure 20.6. This allows the purchasing department to identify issues with ven-
dors or particular materials.

The Reason for movement field can be configured to be suppressed,
optional, or mandatory (see Figure 20.7). This can be carried out in same
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configuration Transaction OMBS. There are three options to choose from for
each movement type. The inventory user can use a plus sign to represent that
the field is mandatory and a minus sign to indicate that the field is sup-
pressed. A blank field indicates that a reason is optional.

Figure 20,6 Transaction OMBS Where the User Can Configure Reasons for Goods
Movements

= Change Wiew “Conbrol: Reason lor Movement ™ Diverview

Figure 20.7 Control of the Reason for Movement Field in Transaction OABS
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20.5.4 Material Documents

After the reason for movement has been chosen, and the return is posted,
the SAP system will produce a material document to provide a trail of what
happened.

The material document shows the material, quantity, and the original pur-
chase order for the material, as shown in Figure 20.8. The material document
can be identified as a return to a vendor because the movement type 122 is
shown at the line item. The material document can be found using Transac-
tion MBO3.

Figure 20.8 The Material Document for the Return to Vendor

The material documents relevant for goods receipt and return delivery can
be seen by selecting the relevant line item and selecting Environment » Mate-
rial Document for Material as shown in Figure 20.9.

Figure 20,9 Fath to the Material Documents from Inside Transaction MEO3
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This function transfers the process into Transaction MB51 with the material
and vendor information carried over from the material documents. The
detail screen of MB51 shows all material documents relevant for the mate-
rial/vendor combination.

In this case, shown in Figure 20.10, there are five material documents,
shown under the heading Mat. Doc.: three goods receipts, 7000131,
7000132, and 7000136, for the amounts four, three, and three units, shown
by movement type 101. There are also two returns to vendor, document
numbers 7000135 and 7000145, shown by movement type 122 also for
amounts both of three units. The latter are shown as minus figures because
they are reducing the inventory.
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Figure 20.10 Material Documents Relevant for a Particular Material and Vendor Combination

The returns process can be complex and require policies that can vary from
company to company and even site to site within a company. The next sec-
tion reviews the functionality of the material reservation, including manual
reservations and the link between reservations and MREP.

20.6 Reservations

A reservation is a request to hold material in the plant or storage location for
movement to a process before that process begins. For example, if material is
needed for a production order, then a reservation can be created for that
material so that it is allocated for production.
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20.6.1 Introduction to Reservations

Automatic reservations can be created by a process such as a projector a pro-
duction order that creates a reservation for the material without manual
intervention. Automatic reservations can also be created at the storage-loca-
tion level when stock levels fall below the specified amount, and a reserva-
tion for a stock transfer can be created.

After a reservation has been created, the reserved amount can be viewed
using the stock overview Transaction MMBE. This shows the reserved quan-
tity for the material. However, the unrestricted stock total will not be
reduced by the reserved stock amount. The reserved stock is still part of the
unrestricted stock.

The reservation is treated differently within MRP. The reservation of Mate-
rial lowers the MRP available stock in the stock-requirements list. Therefore,
it is important to realize the effect the reservation has on different parts of
the system.

20.6.2 Creating a Manual Reservation

A manual reservation can be created using Transaction MB21 or via the nav-
igation path SAP Menu - Logistics - Materials Management « Inventory Man-
agement - Reservation - Create.

The reservation is a planned movement, so the date of the reservation cannot
be in the past. Before creating a reservation, the movement type should be
determined because once the reservation is created, the movement type can-
not be changed. However, the reservation can be deleted and reentered if
the movement type was initially entered incorrectly.
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Figure 20.11 Detail Line for a Resenvation Created Using Transaction MEB21, for Maovement
Type 501
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The reservation line item has detailed information on the item that the res-
ervation is created for, as shown in Figure 20.11.

Movement Type
There are a number of movement types to choose from:

» Consumption
Such as consumption by a cost center, network, or sales order.

» Transfer posting
Such as plant to plant or storage location to storage location.

» Goods receipts
Such as from production, by-product or without purchase order.

Requirements Date
This is the date of the planned movement. This cannot be a date in the past

and should be as accurate as possible, as this date is relevant to material
requirements planning (MRP).

Requirements Quantity
Enter a quantity that is the most accurate at the time the reservation is made.
This quantity can be fixed by setting an indicator on the item detail screen.

Movement Indicator

The movement indicator (Mvt) is defaulted to be always on, allowing a goods
movement to take place for the entered reservation. However, if the inven-
tory user does not want to allow the goods movement to take place until a
future period, this indicator can be unchecked, thus disallowing any goods
movement.

FlI Indicator

The Final Issue, or Fls, indicator is automatically set when there has been a
goods movement or a number of goods movements that have fulfilled the
reservation. If the inventory user decides that after a partial goods move-
ment the reservation cannot or should not be completed, the user can set the
FIs indicator.

Deletion Indicator
The deletion indicator (Del) is used when the inventory user has decided that
the reservation line item is incorrect or no longer needed.
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Debit/Credit Indicator
The D/C indicator shows whether the line item is a credit or debit. An H indi-
cates a credit; an § indicates a debit.

20.6.3 MRP and Reservations

The reservation is relevant to MRP, and when MRP is run, the reservation
will be seen on the MRP list for that material.

Transaction MDOS can be used to view the MRP list for a material. The trans-
action can also be found using the navigation path SAP Menu - Logistics -
Materials Management - Material Requirements Planning » MRP + Evalua-
tions - MRP List - Material.

The line items in Figure 20.12 show the manual reservations with their Date
of expected delivery as available quantity (Avail qty) on that date. The other
line items refer to future purchase orders that need to be placed.

= MRP List as of 08,/79/2007, 14:37 Hrs

MAFLE Edt Goto Settings Ermionment  System  Help
A QW ead DMK D
[honlerenTie] 2| B & T W on

BifMsed foccie 0 speeleso
s
Pat  [1000  MAPwes [ER Mo Tyco [RON UmfPc [
BR/29/07 S0k | 311 [l
B8/25/07|PchOd (WSO0017357/00010 27 | 338
B8/25/07 PckOid |WSOONI7ISE/00010  3s | 372
88/25/07 |Pckid |45 00017369/ 00010 T
09/ 01/07 |PekOrd |85 0001737 0/ 00010 28 | w28
B9/16/07 PebOrd |45 D0 7ITE/ 00D 21 | wa7
ARS20/07 Pebled | W5 D00 TR B0/ DR 27 | Wn
18/30/07 OnFles [1DC-C10 1080~ 3I7h
| -
Al ] |
42| B8 B r (D on| vess | cm |

Figure 20.12 MRP List for a Material, Which Includes the Manual Reservations

20.6.4 Reservations Management Program

The reservations that are created need to be managed to control old and
unnecessary reservations. The transaction to perform this is MBVR, which
can be accessed via the navigation path SAP Menu - Logistics + Materials
Management « Inventory Management - Reservation - Administer.
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The reservation-management program allows the inventory user to set the
deletion indicator on the reservation file based on user-entered selection cri-

teria, as shown in Figure 20.13.

Figure 20.143 Selection Screen for the Reservation-Management Program, Transaction MBVR

The main reason this management program is needed is that many goods
movements do not reference the reservation that was made for that move-
ment. In such cases, the material has already been received or consumed, but
the reservation remains in the system until the management program cleans
up these unnecessary reservations,

The management program sets the deletion indicator for the following two
scenarios:

* The final indicator (Fis) has been set on the reservation indicating that the
reservation has been satisfied.

» The requirement date of the reservation is prior to a date calculated by the
system. The system calculates the date using the base date entered in
Transaction MBVR, minus a set number of retention days. The usual
number of the retention days set for this transaction is 30. However, this
can be changed to the customer’s needs in configuration.
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To change the number of retention days for the reservation-management
program, changes need to be made in configuration. Transaction OMBN
allows the configurator to change the retention days for the calculation, as
shown in Figure 20.14. This transaction can be found via the navigation path
IMG - Materials Management « Inventory Management and Physical Inven-
tory « Reservation « Define Default Values,
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Figure 20.14 Configuration Transaction OMBN That Allows the User to Change the Reserva-
tion Default Values

The inventory user can change a number of defaults for the reservation
based on the plant.

Movement Indicator

If the movement indicator (Mvt) is set, this specifies that goods movements
is allowed for the reservation item. If the indicator is not set, then this indi-
cator needs to be set manually in each reservation line item before a goods
movement can take place.

Days for Movement Default Value

The Days field is used when the movement indicator (Mvt) is not set in con-
figuration. The reservation-management program uses this value to set the
indicator in the reservation line item, if it has not already manually been set.

If the requirement date of a reservation item is farther in the future than the
number of days configured in this field, the goods movement indicator (Mvt)
is not set, and no goods movements are allowed for that item.
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Retention Period in Days

The inventory user can enter a value for the retention period (Rete), which is
the number of days that the reservation item resides in the system before
being deleted by the reservation-management program,

If the required date of a reservation item is older than the current date minus
the number of retention days, the reservation-management program sets the
deletion indicator (Del) in the reservation item.

MRA Indicator

If this indicator is set, the storage location information is created automati-
cally, based on the information from the reservation, when the goods move-
ment is made.

20.7 Stock Transfers

A stock transfer can occur physically, for example, by moving material from
one storage location to another, or logically, for example, by moving stock
from quality inspection status to unrestricted.

20.7.1 Stock Transfer and Transfer Posting

The term "stock transfer” normally refers to a physical move, whereas trans-
fer posting usually describes the logical move. A stock transfer occurs in
three distinct ways:

» Storage location to storage location
» Plant to plant

» Company code to company code

A stock transfer can be performed by either a one-step procedure or a two-
step procedure.,

Transferring stock, either from storage location to storage location, or plant
to plant, can be performed either using Transaction MB1B, which was avail-
able in previous releases of SAP, or using Transaction MIGO_TR.

20.7.2 Transfer Between Storage Locations Using MB1B

Movement of material between storage locations in a plant arises because of
normal everyday operations, Material is moved due to storage limitations,
future needs, reclassification of stock, and so on. The movement of material
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between storage locations does not create a financial record because the
material is valuated the same within a plant. The movement can be carried
out by either a one-step or two-step procedure.

One-Step Procedure
This is a straightforward procedure where the material is moved in one step

between storage locations. The stock levels in the different storage locations
are changed in relation to the amount entered in the transaction.

The user can perform the one-step storage location to storage location trans-
fer using Transaction MB1B, which is found via the navigation path SAP
Menu - Logistics - Materials Management - Inventory Management - Goods
Movement - Transfer Posting.

The Movement Type entered on the initial screen, shown in Figure 20.15, is
311, which is the movement type for a one-step move between storage loca-
tions. However, if the material to be moved is a special stock, then the Spe-
cial Stock indicator needs to be entered as well as the Movement Type.
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Figure 20.15 Initial S5creen for One-Step Stock Movement
Between Storage Locations: Transaction MB1E

Subsequent to a 311 movement, there is the possibility of reversing this
movement by using the reverse movement type 312, This should be used if
an error has been made.

On the item detail screen for Transaction MB1B, shown in Figure 20.16, the
receiving storage location (Revg SLoc) and the Material to move should be
entered with the relevant Quantity and Batch number, if applicable.
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Figure 20.16 Line [tem for the One-Step Mowve of Stack
Between Storage Locations, Transaction METB

Two-Step Procedure

The two-step transfer between storage locations is used where the materials
are actually in transit, that is, not stored in a physical or logical location. This
situation occurs in the plant where material must be moved out of a storage
location, but where it is not possible to store the material in the receiving
storage location until a later time. However, the only material that can be
moved using the two-step procedure is unrestricted stock.

The two-step procedure uses the same transaction as a one-step transfer:
ME1B. In this case, there are two movements to be made, a stock removal
and a stock placement. The first movement is with movement type 313,
which removes the material from one storage location, and then the second
movement is with movement type 315, which places the material into the
receiving storage location.

Because the movement of material between storage locations is not instant,
as with the one-step procedure, the materials are in different stock statuses
as the movement progresses. The movement type 313 produces the follow-

ing:

» Originating storage location unrestricted stock level is reduced,

» Receiving storage location stock in transit stock level is increased.
» Plant unrestricted stock level is reduced.

» Plant unrestricted stock in transit stock level is increased.
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The movement type 315 produces the following:

L

Receiving storage location stock in transit stock level is reduced.

» Receiving storage location unrestricted stock level is increased.

L

Plant unrestricted stock level is increased.

Plant unrestricted stock in transit stock level is reduced.

r

20.7.3 Transfer Between Plants Using MB1B

Movement of material between plants occurs when material is moved to
replenish stock levels, to deliver material from a production site to a distribu-
tion center, or to move obsolete or slow moving stock, among other reasons.,

Movements between plants can use a one-step or two-step procedure as with
storage locations, but there is a financial element in this transaction. Trans-
action MB1B can be used for the plant-to-plant transfer of material.

One-Step Procedure

The one-step plant-to-plant transfer is similar to the one-step storage location
transfer with the movement type 301 used for plant transfers. In this case,
the receiving plant and storage location are required by the transaction.

In the one-step transfer shown in Figure 20.17, the stock is reduced in the
supplying plant and increased at the receiving plant simultaneously. Both
material and accounting documents are produced by the system.
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Figure 20,47 Detail ltern Line for the One-Step Plant-to-Plant Transfer Using Transaction ME1B
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Two-Step Procedure

For the two-step precedure, the material is removed from the supplying
plant and placed in the receiving plant. In the same method as with storage
locations, this requires two movement types, 303 to remove the material
from the supplying plant and 305 to place that material into the receiving
plant.

When the movement type 303 is posted, the stock is reduced at the supply-
ing plant and placed in the receiving plant’s stock in transit. After the mate-
rial is received and placed into stock at the receiving plant using movement
type 305, the material moves from stock in transit to unrestricted stock.

20.7.4 Transfer Between Storage Locations Using MIGO_TR

The storage location to storage location transfer can also be executed by
using Transaction MIGO_TR. This transaction is available in SAP Release ECC
6.0 and can be found via the navigation path SAP Menu - Logistics - Materi-
als Management « Inventory Management « Goods Movement - Transfer
Posting (MIGO).

= Tronsfer Posting Otheer - MARTIN P, MURRAY
Goods Becept  Ssttings  System Help
@G| CIB¢eoa/CRE D

ShowrOvervew | () | Hod Check Post | [Hep
e {{@€
[Transies Posing w] [oe =] TRt wihn gt [211]

®| Geows | @8 |

Document Diste |09/ 09/2007  Mabenal Sip
Foating Date 0P/ 09/200F Do Hesde Tesd

o I [reeudse ¥]  GAGL SN
B| Tuorter Pty | sl | Quusntty | winere |

Foa Dest

= W}gr

_m:m

Plant # ok Angeles

St Lo I [TT TR T TT7 )
SpecStock |

Linit of Eniry {20 L

AR D F memox Ling .l

Figure 2018 Transfer of Material Between Storage Locations Using Transaction MIGO_TR

Figure 20.18 shows the transaction screen for MIGO_TR showing the mate-
rial movement type 311. This is selected from a drop-down option for the
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field, TF tfr within plant. In this case, the one-step procedure was chosen
with no special stock. The information regarding the transfer posting, the
material, the quantity, and locations involved in the move are available in
the tabs shown in Figure 20.18.

20.7.5 Transfer Between Plants Using MIGO_TR

The plant-to-plant material transfer can also be executed by using Transac-
tion MIGO_TR.

This transaction is available in SAP Release ECC 6.0 and can be found via the
navigation path SAP Menu - Logistics - Materials Management - Inventory
Management » Goods Movement - Transfer Posting (MIGO).

Figure 20.192 shows the transfer of material between plants 3300 and 3350
using Transaction MIGO_TR. The information is displayed in a number of
tabs, such as Transfer Posting, Material, Quantity, and Where.
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Figure 20.19 Transfer of Material Between Plants Using Transaction MIGO_TR

20.7.6 Transfer Between Company Codes

The company code transfer is functionally the same as a plant-to-plant trans-
fer. Material is moved between different plants. The differences are that the
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plants belong to different company codes. Additional account documents are
produced for either a one-step or two-step procedure.

There is an accounting document for each of the plant movements. In addi-
tion, an accounting document is created for the stock posting in the company
clearing accounts.

Stock transfers are commeon in companies where material often has to be
moved from a manufacturing plant to a central distribution warehouse and
then to smaller regional sites. The frequency is then increased when it is the
company policy to move material from site to site when necessary.

20.8 Summary

This chapter introduced the Inventory Management functionality. Tradi-
tional goods movements, such as issues and receipts, will be discussed in
detail in later chapters. However, it is important for the MM user to under-
stand returns, reservations, and stock transfers. Returns are a part of every-
day life at a company. Often material is delivered that cannot be used by the
client. Knowing your client's return process is important when decisions are
being made concerning the material. In addition to returns, reservations can
be very important to a manufacturing company, so you must understand
how and when your client uses reservations. Stock transfers occur regularly,
and the decision of whether to use one or two-step transfers should be made
early in an implementation.

In Chapter 21, goods issue is discussed with an emphasis on how it is used in
production and for other production-related operations.
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A goods issue decreases the stock levels and makes a financial posting
to reduce the value of the stock. This occurs when the materials are
isswed. A goods issue process results in material and accounting docu-
ments being created in SAP.

21 Goods Issue

The goods issues for material movements include issues to production
orders, sampling, scrapping, and internal goods issues. For all of these goods
issues, financial and material documents are created.

You will encounter many goods issue scenarios when working with MM. If
you are working in a manufacturing industry, the most common may be the
goods issue to a production order. Other important goods issue scenarios
include the goods issue to scrap and the goods issues for sampling processes.
The mechanisms of these goods issues are discussed in this chapter.

21.1  Goods Issue to a Production Order

The production order requires materials that are identified in the bill of
materials (BOM) to complete production of finished goods. The MRF process
plans the order and ensures the correct materials are available, and the MM
process supplies material to the order through a goods issue. Apart from the
planned issue of material to a production order, the material can be issued to
a production order by an unplanned issue and also by a process known as
backflushing.

21.1.1  Planned Goods Issue Using MB1A

When a production order is planned, the system can produce a reservation
for the material. The goods issue to the production order can reference a res-
ervation if applicable.

A goods issue can be created using Transaction MB1A, which is found in the
navigation path SAP Menu » Logistics - Materials Management - Inventory
Management « Goods Movement - Goods Issue.
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The goods issue initial screen, shown in Figure 21.1, requires that the inven-
tory user enter a Movement Type. For goods issue of materials to a produc-
tion order, the 261 Movement Type is used.

Figure 21.1 Initial Screen for Coods Issue Transaction MB1A

The goods issue to a production order requires the inventory user to enter
the production order number as well as the material number and quantity.

After all the line items have been entered for the goods issue, as shown in
Figure 21.2, the transaction can be posted, producing a material and an
accounting document. In Figure 21.2, one line Item has been entered for
material 110-000203, for a Quantity of 4.

Figure 21.2 Detail Line Iltem Screen for Goods Issue Transaction MB1A
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21.1.2 Planned Goods Issue Using MIGO_GI

In SAP ECC €.0, a goods issue can be created using either MB1A or MIGO_
GI. The previous section showed the planned goods issue using MB1A; this
section shows the same goods issue using the MIGO_GI transaction.

The transaction can be found using the navigation path SAP Menu - Logistics
+ Materials Management - Inventory Management « Goods Movement -
Goods Issue (MIGO).

The initial screen for the MIGO_GI goods issue transaction, shown in Figure
21.3, requires that the correct type of goods issue be executed. For goods
issue of materials to a production order, Goods Issue and Order are entered;
the transaction will default to the correct movement type, in this case 261,
which is shown in the GI for order field.
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Figure 21.3 Initial Screen for Goods lssue Transaction AMIGO_GI

After the order number is entered the transaction adopts the materials from
the production order, in this case, the material is 110-000203, and the quan-
tity expected is 4. At this point, the quantity can be changed for the goods
issue.

On the MIGO screen, further materials can be added to the goods issue if
unplanned material is required for the production order.
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21.1.3 Unplanned Goods Issue Using MB1A

It often becomes necessary to issue additional material to a production order
that is unplanned. For example, if a production order requires 100 kilograms
of raw plastic pellets, goods issued 100 kilograms, and then the production
supervisor asked the inventory department for an additional 40 kilograms to
be issued to that production order, that would be an unplanned issue. There
are many reasons why this would occur, including damage to the original
material issued or problems with the production process. In such cases, addi-
tional material needs to be issued on an unplanned basis.

If the inventory user has information on the production order and the mate-
rial needed, the goods issue can be created with reference to the BOM.
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Figure 21.4 Information Required to 1ssue Unplanned Material to BOM

The inventory user can enter the header information as usual for the goods
issue, but after the relevant movement type is entered, that is, 261, the
inventory user should select Goods Issue - Create with Reference - To BOM.

After the information is entered for the BOM as shown in Figure 21.4, the
inventory user can adopt the information from the BOM for the goods issue.
The materials from the BOM will be pulled into the goods issue screen.
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21.1.4 Backflushing

Backflushing is a pracess that occurs after production has taken place. Mate-
rials used in the production order are not consumed in the system until the
production is posted against the operation in the routing. The backflushing
procedure then processes the production order using the sum of the finished
products and scrap quantity to recalculate the materials required. The inven-
tory user then issues all the materials as one transaction, as the user would
have done initially in a normal goods issue to a production order.

At this time, the user can change individual material quantities and add indi-
vidual scrap quantities to detail lines. As an example, we can look at the pro-
duction order from Section 21.1.3, which requires 100 kilograms of raw
plastic pellets. If the production order had not issued the 100 kilograms, but
instead it was backflushed, then the backflush would have one issue of 140
kilograms and an added scrap line item of 40 kilograms.

Backflushing occurs when either the material, production work center, or
routing has been flagged as relevant for backflushing, and this designation is
copied to the production order, shown in Figure 21.5. The material can be
flagged for backflushing by setting an indicator on the Material Master
record. The Backflush indicator can be found in the MRP area of the Material
Master record.
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Figure 21.5 Backflush Indicator on the Material Master Record
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Backflushing can be very useful to production operations because it provides
significant benefits over the normal goods issue procedure, for certain pro-
duction situations:

» If a production process has a long operation time, such as days or weeks,
then it may not be beneficial to the company to move material out of stock
and issue to a production order, given that the material will not be
recorded as consumed for a long period of time. With backflushing, this
material will remain in stock until the operation is complete.

» When a production operation involves a lot of scrap material, a compli-
cated issuing process may ensue in which the inventory user will not
know exactly how much material to issue. It is simpler to use backflushing
to calculate the used material on the basis of finished product plus scrap
quantity.

» Bulk materials make exact issuing very difficult, and backflushing simpli-
fies the issuing process. It is easier to allow the system to backflush the
correct quantity after the operation.

The goods issue to a production order is the process most familar to those
working in MM, however, other goods issues scenarios need to be under-
stood. The next section looks at the goods issue to scrap.

21.2 Goods Issue to Scrap

Scrap material can be defined in any way that a company decides. A material
that is scrap for one company may not be scrap for another. The most useful
general definition is that a material can be defined as scrap when it is no longer
of any use or value to a company. Scrap material can be any of the following:

» Material that has exceeded its expiry date.
Some materials in the warehouse may be configured to have an expiry
date, such as foodstuffs and chemicals. If material expires, it may have to
be scrapped, if it cannot be reworked.

» Material that is no longer in tolerance with respect to quality.
Some chemicals may require retesting periodically because their charac-
teristics may change over time. For example, if an ethenol-type material is
tested and found to have a viscosity of 1.049 ¢P, and the tolerance limits
are between 1.065 and 1.083 ¢P, then the material is out of tolerance and
may be scrapped.

» Material that is unusable due to the production process.
Some materials may not have expiry dates or quality tolerances but still
may not be suitable for production. For example, if plastic beads to be
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used in the production of white plastic items have discolored, they may no
longer be suitable and need to be scrapped.

» Material that is damaged in the warehouse.
Material can easy be damaged as it moves around the warehouse. Damage
by forklift often occurs as does damage to material by environmental fac-
tors, such as water damage or sunlight damage.

Material that has been identified as scrap material needs to be removed from
stock, and the value of the stock needs to be reduced. To perform the scrap-
ping of material, the inventory user can perform a goods issue with the rele-
vant movement type for scrapping.

Material to be scrapped can be either in unrestricted stock, quality inspec-
tion stock, or blocked stock. Depending on the company and the scrapping
procedure it uses, the material can be located in any of the three areas.

21.2.1  Goods Issue to Scrap Using MB1A

Transaction MB1A can be used for the goods issue with movement type 551,
as shown in Figure 21.6. The scrapping of material reduces the inventory by
the quantity entered in MB1A. The transaction also has an accounting ele-
ment that posts the value of the stock to a scrapping account and posts any
scrapping costs to a cost center that is entered in the scrapping transaction.
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Figure 21.6 Line ltern to be Scrapped and Relevant Cost Center for Scrapping Costs
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In many companies, the inventory user has to enter a reason for movement,
and the configuration has been set to allow for this. Scrapping material can
be very costly, and companies are always trying to reduce the level of scrap
and find ways to stop scrapping material if at all possible.

21.2.2 Goods Issue to Scrap Using MIGO_GI

Transaction MB1A can be used for the goods issue with movement type 551,
as shown in Figure 21.7, with the description GI scrapping. The Cost Center
for the scrapping costs can be entered for the line item.

% lssue Other - MARTIN P, MURRAY

Figure 21.7 Item to be Scrapped Using Transaction MICO_GI

Goods issue to scrap is found in manufacturing plants, especially where
material used in the production process is susceptible to damage or can eas-
ily go out of tolerance. The next section discusses another goods issue proc-
ess: performing goods issue for sampling.
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21.3 Goods Issue for Sampling

Companies take samples of material in conjunction with testing for quality.
Chemical materials can be safe to use within a range of certain tolerances. If
the material changes its chemical makeup over time, for example, the com-
pany needs to know that information. To monitor the material, the company
instructs the quality department to test samples of the material in stock. In
the majority of cases, a sample of the material is tested.

21.3.1  Goods Issue for Sampling Using MB1A

To test a sample, it must be removed from stock. A goods issue is performed
to issue some material for sampling. The sample can be taken from material
in unrestricted, quality, or blocked stock. This section shows the goods issue
using Transaction MB1A.

Sending material for sampling reduces the inventory by the quantity entered
in MB1A, as shown in Figure 21.8. The transaction has an accounting ele-
ment—shown by means of the G/L Account and Cost Center—which posts
the value of the stock to a sampling account. The element posts any costs
involved in sampling, such as external testing labs or procedures, to a cost
center that is entered in the sample transaction.
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Figure 20.8 Line Itern to Be lssued as Sample Using Transaction ME1A
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21.3.2 Goods Issue for Sampling Using MIGO_GI

Transaction MIGO_GI can also be used to goods issue material for sampling.
Figure 21.9 shows the goods issue to sampling using Transaction MIGO_GI.
In this example, the Diphenhydramine HCI 2% material and a quantity of 43
liters have been entered to be issued to sampling.

wre = MARTIN P. MLIBRAY

Figure 29.9 Goods Issue of Material to Sampling Using Transaction MIGO _GI

21.4 Goods Issue Posting

When a goods issue is posted, for example, to a production order, the system
produces accounting and material documents, updates tables, and triggers
events in other modules. This section shows the events that occur when a
posting is made: the material and accounting documents, printing of the
goods issue slip, stock level changes, and G/L account changes.



Goods Issue Posting

21.4.1 Material Document

The material document is the audit document that describes the movements
of the material entered in the goods issue. The material document is created
during the posting of the goods issue and can be displayed using Transaction
MBO03.

21.4.2 Accounting Document

The accounting document is created in parallel with the material document
during the posting of the goods issue. The accounting document describes
the financial movements associated with the material issue. The accounting
document can be accessed from the material document Transaction MBO3.

21.4.3 Goods Issue Slip

The goads issue slip is a printed document that can be used by the ware-
house to find the material and provide a physical record that the material has
been picked for goods issue. The goods issue slip can be described as an IM
version of a WM picking ticket.

There are three goods issue slip printed versions that can be selected in trans-
action MB1A:

» Individual slip
An individual goods issue slip is printed for each of the material document
items,

» Individual slip with inspection text
One goods issue slip is printed per material document item but will
include any quality inspection text that is contained in the Material Mas-
ter record.

» Collective slip
This goods issue slip contains all of the items.

The goods issue slip has three printed versions defined within SAP: WAO1,
WAD2, and WAO3. These can be modified to include the information rele-
vant for the issuing procedure of each company.

21.4.4 Stock Changes

When a goods issue is posted, the relevant stock levels will change. The stock
level will be reduced for a goods issue and increased for a goods issue reversal.

445

| 214



21 | Coods lssue

21.4.5 General Ledger Account Changes

As part of the goods issue process, the accounting module posts updates to
the general ledger material accounts. When the goods issue posts, the mate-
rial is valuated at the current price, whether the material is valuated at a
standard price or at a moving average price. Therefore the goods issue proc-
ess reduces the total value and the total quantity in relation to the price, but
the price of the material does not change as a result.

This section has discussed the posting of goods issue, but in the next section
we shall discuss how to deal with when changes need to be made and a
goods issue reversal has to be executed.

21.5 Goods Issue Reversal

When material is issued to a production order, it is issued because it will be
part of the BOM for the item that is being produced. The BOM is a list of
materials with quantities that go into producing the finished item. Items on
the BOM are goods issued to the production order.

In some industries, the exact issued amount will be consumed in production,
for example, in assembly operations. In other industries, such as chemicals,
the exact amount of the end product is variable and therefore so is the
amount of material consumed. If there is a goods issue to the production
order for 500 kilograms of a material, and only 300 kilograms were con-
sumed, the remaining 200 kilograms can be returned to stock. The inventory
user will issue the material back to stock by performing a goods issue
reversal.

The reversal can be entered with reference to the material document, created
on the initial goods issue.

21.5.1 Goods Issue Reversal with Reference to a Material
Document

This section examines how a good issue reversal can be made by canceling a
material document. Figure 21.10 shows the cancellation of material docu-
ment 200000259. By canceling the material document there is no require-
ment for a movement type to be entered. This goods issue reversal method
uses the MIGO_GI transaction. The material document is entered and the
Cancellation option should be selected.
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After the material document has been entered, the detail section is displayed,
and the details of the material to be reversed are displayed with reference to
the material document.

Figure 21.10 Goods lssue Reversal with Reference to a Material Document

The goods issue reversal is an important transaction that may be required if
mistakes are made. Some companies have strict policies on use of reversal
movement types, such as a goods issue reversal, so make sure that you follow
the client's policy.

21.6 Summary

Goods issue to production orders occur every day in a manufacturing plant,
and PP elements such as backflushing should be understood by the MM user.

The MM user should also closely examine the issuing material to scrap proc-
ess. This process writes value from the company books, therefore, any move-
ment of this kind requires a detailed procedure with checks at several levels.
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Issuing material to scrap is a simple transaction to perform in SAP, but the
ramifications of the transaction can have a large financial affect.

Chapter 22 examines the processes that make up the goods receipt function.
The chapter describes the necessary steps for successful goods receipt pro-
cessing.
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A goads receipt transaction is used to receive material from a pur-
chase order or an in-house production order. The goods receipt proc-
ess can be simple or complex depending on the nature of the material
being received.

22 Goods Receipt

Goods receipts are mainly used for receipt of stock from an external vendor
via a purchase order or receipt of material from in-house production via a
production order. Goods receipts are also used as the movement that initially
creates inventory in the system and enters materials that were received with-
out a purchase order. A goods receipt is important to a company because it
moves the material into stock, updating the stock levels and allowing pro-
duction to occur.

Every company has its own procedures for the receipt of material, and these
procedures must be considered when using the goods receipt functionality
in SAF. If the material is received into stock, either unrestricted or quality,
the value of the material is posted to the plant accounts. That means that the
company has spent money to have that material in the plant. Minimizing the
length of time that materials spend in the goods receipt process saves the
company money.

This chapter will familiarize you with the goods receipt process and help you
configure the steps required for successful goods receipt processing.

221 Goods Receipt for a Purchase Order

A goods receipt can be defined as a company's formal acceptance that mate-
rials were received from a vendor against a purchase order. After the mate-
rial is received, and the transaction is completed, the value of the material is
posted to the G/L.
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22.1.1 Goods Receipt with a Known Purchase Order Number

The goods receipt transaction is accessed through Transaction MIGO. The
transaction can be used whether the purchase order is known or unknown.
The transaction can be accessed via the navigation path SAP Menu - Logistics
+ Materials Management « Inventory Management « Goods Receipt « For Pur-
chase Order « PO Number Known.

In the initial entry screen for the MIGO transaction, as shown in Figure 22.1,
the Purchase Order number, is entered if known. The information from the
purchase order will be transposed to the goods receipt MIGO transaction,
where the purchase order details can be checked and amended if necessary.

* Goods Receipt Purchase Order - MARTIN P. MURRAY
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Figure zi.1 Initial Entry Screen for the MIGO Transaction When
Purchase Order Number |5 Known

After the purchase order information has been transposed to the MIGO
transaction, changes can be made to the delivery quantity if needed, shown
in the Qty in UnE field, in Figure 22.2. If the Delivery Note from the Vendor
shows an amount different from that on the purchase order, then this can be
entered into the goods receipt along with the actual amount delivered.

After all the relevant information for the goods receipt has been entered, the
goods receipt can be posted.
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SO0 T4 76 ~ MARTIN P. MUREAY

Figure 22.2 Detail Screen for the Goods Receipt with Information
from the Purchase Order Displayed

22.1.2 Goods Receipt with an Unknown Purchase Order Number

On rare occasions, material arrives from a vendor, and the purchase order is
not known because it does not appear on the documents from the vendor,
and no suitable purchase order number can be found in SAP. This may be
due to a delay in entering the purchase order in SAP, or it can be because of
an error by the vendor in which the material was never ordered. In any case,
the company needs a procedure for handling these instances.

Some companies will not accept material without a purchase order on the
documents or for which no suitable purchase order can be found in SAP. In
this case, the material is refused, and the delivery is not accepted. Other
companies will accept delivery of the materials and keep the material in qual-
ity or blocked stock until the situation is resolved. In this case, the material
needs to be received, and there is a movement type in SAP to perform this
task.
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The goods receipt for receiving material without a purchase order number
uses the same goods receipt Transaction MIGO. The information required
for this transaction is minimal because there are no details available from a
relevant purchase order. The material and quantity information should be
entered as well as storage location information.

MNew for ECC 6

For goods movements that refer to purchase orders as reference documents, for
example, a goods receipt or a goods issue, you can specify the ordering plant as an
additional selection criterion directly next to the purchase order number and the
iterm number. The default is that the field for the plant is hidden, To show this field,
you must set the plant field (field name GODYNPRO-PO_WERKS) to ready for
input in customizing for Inventory Management in the IMG activity field selection
for MIGO.

After all relevant information has been entered, most importantly the mate-
rial number and quantity, the goods receipt can be posted, as shown in
Figure 22.3. The material will be part of the plant stock unless it is receipted
into goods receipt blocked stock.
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Figure 22.3 Coods Receipt Transaction for Receiving Material Without a Purchase Order
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221.3 Goods Receipt Posting

After the goods receipt has been posted, a series of events are triggered.
These are described in this section.

Material Document

The material document is the audit that describes the movements of the ma-
terial entered in the goods receipt. The material document is created during
the posting of the goods receipt and can be displayed using Transaction MBO3.

Accounting Document

The accounting document is created in parallel with the material document
during the posting of the goods receipt. The accounting document describes
the financial movements associated with the material receipt. The accounting
document can be accessed from the material document Transaction MBO3.

Goods Receipt Note
The goods receipt note is a printed document that can be used by the ware-
house to store the material in the correct location.

Three goods receipt note printed versions can be selected in Transaction
MIGO:

» Individual GRN
An individual goods receipt note is printed for each of the material docu-
ment items.

» Individual GRN
With inspection text. One goods receipt note is printed per material doc-
ument item but will include any quality-inspection text that is contained
in the Material Master record.

» Collective slip
One goods receipt note containing all of the items.

The goods receipt note has three printed versions defined within SAP:
WEQ1, WEO2, and WEQ3. These can be modified to include the information
relevant for the issuing procedure of each company.

Stock Changes

When a goods receipt is posted, the relevant stock levels will change. The
stock level will be increased for a goods receipt and decreased for a goods
receipt reversal. A goods receipt reversal may occur if the material was found
to be defective or failed quality inspection. If this occurs, the inventory con-
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trol department may decide to reverse the goods receipt so the material will
be deducted from the plant stock level.

MNew for ECC 6

Within the Inventory Management function, two new movement types are availa-
ble in ECC é&:

» 107
Goods receipt to valuated GR blocked stock.

= 109
Goods receipt from valuated GR blocked stock.

This section described in detail how material arriving at the plant is received
using the goods receipt process for a purchase order. The next section exam-
ines the goods receipt process for production orders.

22.2 Goods Receipt for a Production Order

If yours is a manufacturing company, then you will need to perform goods
receipts for production orders to receive the finished goods into stock for use
or sale.

The production order quantity can be receipted into stock by using the goods
receipt transaction for orders, MIGO_GO, or via the navigation path SAP
Menu - Logistics - Materials Management - Inventory Management - Goods
Receipt + GR for Order.

The transaction requires the entry of the appropriate production order num-
ber in the Order number field. The production order number is usually
found on the documents supplied from the production facility, as shown in
Figure 22.4.

After the production order is entered, the material information is transposed
to the goods receipt. The quantity of the finished material can be entered
into the goods receipt if it varies from that on the production order.

After the goods receipt is posted, the production order is determined to be
fully delivered or partially delivered, providing that a partial quantity was
delivered to the warehouse, as can be seen in Figure 22.5. In this figure, the
amount receipted is equal to the production order, which was for 100 units.
The delivery completed indicator ("Del.Completed” Ind.) is set to automatic
when the delivery quantity is equal to the production order quantity.
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Figure 22.5 Detail Screen for the Goods Receipt with Information Displayed from the
Production Order
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This section discussed the goods receipt for a production order. In the next
section, the focus moves from goods receipt to how inventory is initially
entered into the SAP system.

22.3 Initial Entry of Inventory

When a new SAP system is brought into production, a number of tasks need
to be completed to make the transition from the legacy system to the new
SAP system as seamless as possible. When replacing a legacy inventory sys-
tem, the inventory on hand in the warehouse is required to be entered into
the SAF system to reflect the current situation.

22.3.1  Initial Inventory Load

To enter the inventory balances, primarily at the initial go-live of an SAP sys-
tem, the goods receipt process uses specific movement types, depending on
the status of the material.

The initial load of inventory uses Transaction MB1C (see Figure 22.6). This
can be found using the navigation path SAP Menu - Logistics - Materials
Management - Inventory Management - Goods Receipt - Other.
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Figure 22.6 Loading Initial Inventary into SAP Using a Goods Receipt

The transaction requires the user to enter a Movement type. Three move-
ment types can be used for initial inventory loads:
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561
Goods receipt for initial entry of stock balances into unrestricted.

> 563
Goods receipt for initial entry of stock balances into quality inspection.

» 565
Goods receipt for initial entry of stock balances into blocked stock.

Figure 22.7 shows a detailed goods receipt for an inventory load using MB1C
and Movement Type 563, which represents the initial load of material bal-
ances into quality inspection. If the material will be placed in quality inspec-
tion, then the 561 movement type is used if it is unrestricted stock; if the
stock will be placed in blocked stock, then the 565 movement type is used.

= [nter Other Goods Receipts: New [tems

& | TRea@ DHR D

0 & @ @ ToResevaton  ToDider  ToPuchsse Dider

Movemet Type [563 GiEmwsHa o
B Mo |
Ttem Matisl Gueity  URE Sloc Baich  Re Plat
|  1|110-oopzez . |zeaz T [TTT] ETTL
2[110-o0038y . [upag L Joao [a000
d[110-o003gE o [1eFez L (ean ELTT
B{116-990801 (4391 v Joam aaow
G(118-991452 . [3h9 v jeam ETTT
f119-000208 16508 [L |#aed ETLL
7 A |Baad agoe
a 4 {nam aona

Figure 22.7 Detall Screen for the Initial Inventory Load Goods Receipt

This section explained how material is initially entered into the SAP system.
The following section describes other less familiar goods receipt processes
that you may encounter as a MM consultant.

22.4 Other Goods Receipts

In some scenarios, the material cannot be receipted by one of the normal
procedures. These scenarios include the following:
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» Goods with no production order
» Goods from production that are by-products
» Goods that are free goods

In these cases, the goods receipt is treated slightly differently. It is the com-
pany’s decision whether and how these goods receipts take place. If the com-
pany decides that no goods receipt will take place without a purchase order,
then goods that arrive without a purchase order number are rejected and not
received. However, most companies need material that arrives without
appropriate documentation at times, and there should be procedures in place
to deal with these anomalies,

22.4.1 Goods Receipt Without a Production Order

If your company or client has not implemented SAP PP, then the goods
receipt of finished goods from production cannot reference a production
order. In this case, the material needs to be receipted into stock using a mis-
cellaneous goods receipt.

The goods receipt of finished goods without production orders uses the same
transaction as the initial load of inventory, MB1C, shown in Figure 22.8. The
difference in this case is that the movement type used is not 561 but can be
521,523, or 525.
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Figure 22.8 Initial Screen for the Goods Receipt Without a Production Order

A goods receipt without a production order requires that one of three move-
ment l_}'PE'S is E‘HlEI‘Ed‘.
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k 521
Goods receipt for finished goods without a production order into unre-
stricted stock.

e 523
Goods receipt for finished goods without a production order into quality
inspection stock.

» 525

Goodsv receipt for finished goods without a production order into
blocked stock.

This can be found using the navigation path SAP Menu - Logistics - Materials
Management - Inventory Management » Goods Receipt - Other.

22.4.2 Goods Receipt of By-Products

A by-product is a secondary or incidental product created by the manufactur-
ing process or from chemical reaction in a manufacturing operation. It is not
the primary finished product being manufactured. In many cases, the by-
product can be captured, receipted into stock, and either used again in part
of the manufacturing process or sold as a finished good.

An example of the by-product scenario is the creation of lanolin from the
processing of wool into textiles. The wool is processed into cloth, and a by-
product of that process is lanolin, also known as wool wax. Lanolin is sold as
a finished good for skin ointments and waterproofing and also as a raw mate-
rial for the production of shoe polish. The by-product can be received into
stock using the MB1C transaction. The movement type that is used for
receiving by-products is 531.

22.4.3 Goods Receipt for Free Goods

Occasionally, a delivery from a vendor contains goods for which payment is
not required. These free goods may be promotional items or sample prod-
ucts. Although the materials are free of charge, their quantities and value will
be posted to the G/L.

The purchasing department can create a purchase order for a zero value for
free-of-charge goods if the delivery from the vendor is planned. If a purchase
order is entered into the system, then the goods receipt can be referenced to
that purchase order.
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If no purchase order was created, then the goods receipt can be performed
using Transaction MB1C with the Movement Type 511 (see Figure 22.9).
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Figure 22.9 Detail 5creen for the Goods Receipt of Free Goods

22.4.4 Goods Receipt for Returnable Transport Packaging (RTP)

Packaging material can be very expensive for the vendor to produce and, as
a result, it may be required by the vendor to be returned for reuse. The
returnable transport packaging (RTP) may be as simple as a drum or tote but
can be specific to an item and be costly to produce.

In these instances, the packaging can be receipted into inventory using the
good receipt Transaction MB1C and the Movement Type 511, with a special
stock indicator, M. An example of this type of goods receipt is shown in Fig-
ure 22.10.

New for ECC 6.0

Goods movements with reference to a material document is a new function for
ECC 6.0

When entering the following goods movements, it is possible to specify a material
document as the reference document:

* Goods receipt

* Goods issue

» Transfer posting

* Removal from storage
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Figure 22.10 Detail Screen for the Goods Receipt of RTP

This section has dealt with a number of goods receipt processes that are not
as commeon as receipts for purchase orders or production orders. However, it
is important to understand how these less common receipts are processed.

22.5 Summary

This chapter discussed the goods receipt process that occurs in a normal
manufacturing company. It is important for the material to be received
because it is imperative to keep the production line operational and to avoid
stock outs. As company's move to JIT operation, goods receipt must be
achieved in a timely fashion to keep operations flowing. Understanding the
processes of a goods receipt for a purchase order or a production order is
important to you as a MM consultant because these are fundamental steps in
the movement of materials. Other less common goods receipts are often
found at plant sites and should be understood to successfully advise your cli-
ent.

Chapter 23 examines the physical inventory functionality. The regular count-
ing of inventory, either by physical inventory or by cycle counting, has
become a key element in helping companies ensure their inventory records
are accurate and current.






Regular physical inventories in the plant, combined with improve-
ments in inventory accuracy are important goals for companies.
Physical inventories can be customized to produce faster and more
accurate results, lowering inventory costs and improving customer
service levels.

23 Physical Inventory

Performing a physical inventory entails counting what is currently in stock in
the plant or storage location, comparing that count to what the SAFP inven-
tory system says is in stock, and making any necessary adjustments to get the
counts to match the physical warehouse counts.

Some companies perform a full physical inventory only once a year, which is
the traditional method. However many companies need more accurate infor-
mation more frequently. Many companies with fast-moving stock will per-
form cycle counting, which means that selected parts of the warehouse or
specific products are counted, usually on a more frequent basis.

Physical inventory in SAP covers all aspects of counting material at the plant.
This includes the yearly inventory, cycle counting, continuous inventory,
and inventory sampling.

Physical inventory can be performed on stock that is held in unrestricted,
quality inspection or on blocked status. Physical inventory also can be per-
formed on the company's own stock and special stocks, such as returnable
packaging and consignment stock at customer locations.

The initial section of this chapter will discuss the preparatory steps required
prior to the actual physical inventory process.

23.1  Physical Inventory Preparation

Before the physical inventory can begin, a series of operations needs to be
performed to prepare for the count.
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In complex plants, companies may have to develop count procedures that
use different approaches to counting, such as one method for finished goods
and another for raw materials. Deciding what to count is very important
because counting the wrong materials negates any count that takes place.

Companies should weigh the effects of inventory inaccuracies to determine
which materials or warehouse sections are more critical than others. Small
variances in the stock levels of certain materials may have little or no affect
on operations, whereas small inaccuracies in the inventory of critical materi-
als may shut down production. Inventory inaccuracies in finished goods will
have a negative effect on customer service if deliveries are delayed or can-
celled due to lack of inventory.

The steps involved in preparing for the actual physical count are described in
the following subsections. The first step is to prepare for the physical count.

23.1.1  Preparations for a Physical Inventory Count
The following procedures should be followed to complete the physical

inventory process:

1. Process and post all transactions that will affect inventory counts: Goods
receipts, inventory adjustments, transfer postings, and sales orders that
have been filled and shipped. These steps should be followed to keep the
inventory transaction history sequenced properly.

2. Put away all of the materials that are being counted in the warehouse.

3. Segregate from the rest of the warehouse the material stock that has been
used to fill sales orders but that has not physically left the warehouse.

4. Stop all stock movements within the warehouse.
5. Stop all transactions in the warehouse.

6. Run a Stock On-Hand report for the items you are going to count. Trans-
action MB52will show you the material in unrestricted, quality inspection,
and block quantities for each storage location. It is a record of the inven-
tory status before you start the physical inventory count.

23.1.2 Creating the Physical Inventory Count Document

Create the physical inventory count sheets by using Transaction MIO1 or the
navigation path SAP Menu - Logistics - Materials Management - Physical
Inventory - Physical Inventory Document - Create.
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Posting Block

You can set the posting block on the physical inventory count document
when you create it, as shown in Figure 23.1. Because there is often a delay
between a material movement and the posting of the movement, there can
be a discrepancy between the physical warehouse stock and the book inven-
tory. To ensure that there is no discrepancy during the physical inventory
count, you should set the Posting Block indicator on the initial screen of the
count document. The posting block is automatically removed when the
counting results are posted for the physical inventory document.

Initial Screen

Figure 23.1 Initial Screen for Creating a Physical Inventory Count Document

Freeze Book Inventory

If the inventory count has not been completed, the book inventory balance
can be frozen in the physical inventory document with the Freeze Book
Invntery indicator. This is to prevent the book inventory balance from being
updated by any goods movements, which could lead to incorrect inventory
differences.

Iinclude Deleted Batches

The Batches w. del. flag option allows the count document to include batches
of a material that have been flagged for deletion, To ensure these batches are
included in the count, the indicator must be set on the initial entry screen.
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The material to be counted is added line by line for the count document as
shown in Figure 23.2. The line items will not show a quantity of current
stock.
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Figure 23.2 Detail Screen Showing the Materials to Be Counted

23.1.3 Printing the Physical Inventory Count Documents

After the physical inventory documents have been entered, the count docu-
ments can be printed out for the actual physical count. The count documents
can be printed using Transaction M121, which can be accessed through the
navigation path SAP Menu - Logistics + Materials Management « Physical
Inventory - Physical Inventory Document - Print.

The selection can be entered to decide which count documents should be
printed; for example, Figure 23.3 shows the selection by Planned Count
Date, Plant, Storage Location, or Physical Inventory Document numbers.
After the selection has been decided upon, the count documents can be
printed. Figure 23.4 is an example of a printed physical inventory count
sheet. The physical count document is given to the person who will count
the materials in the physical area of the plant described on the document.
Figure 23.4 shows that the material to be counted is in plant 3000, storage
location 0001. The line items on the count document show the materials to
be counted, and the person performing the count will write the amount they
counted on the document,

The next section examines how the completed count documents are entered
into the system and what happens if a recount is required.
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Figure 23.4 Example of a Printed Physical Inventory Count Sheet
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23.2 Counting and Recounts

After the physical inventory count sheets are printed, they can be distributed
to the personnel allocated for the counting process, and the count can begin.

With more emphasis on accuracy of material counts, many companies now
only use highly trained employees to count materials accurately. They
believe that giving employees direct responsibility for counting inventory
and resolving discrepancies will significantly improve the physical inventory
process.

23.2.1 Entering the Count

After the count has been completed, the physical count needs to be entered
into the SAF system. The count quantities from the count sheets are trans-
ferred to their respective physical inventory documents. The inventory user
will access transaction MI04 or use the navigation path SAP Menu - Logistics
+ Materials Management « Physical Inventory « Inventory Count « Enter.
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Figure 23.5 Entry Of count Results Using Transaction MIO4
The inventory user transfers the quantity from the inventory count sheet

into the line item in Transaction M104, shown in Figure 23.5. After all of the
inventory count has been entered, the transaction is posted. This releases the
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posting block if one had been placed on the physical inventory document.
The count can be posted, and the physical count completed at that point.

If the inventory user made an error when entering the count document,
using Transaction MIO5 can change the physical count. The inventory user
needs to know the physical count document to perform this transaction.
After the changes are made, the count can be posted if the inventory user or
the supervisor is satisfied.

23.2.2 Difference List

The count can be compared against the book inventory by using Transaction
MI20. The transaction allows the inventory user to enter a material and the
physical inventory document. The transaction can be accessed via the navi-
gation path SAP Menu « Logistics « Materials Management « Physical Inven-
tory » Difference - Difference List.

After the selection information (Plant and Physical Inventory Document
number in the example shown in Figure 23.6} has been entered, the report
can be executed. The resulting report will show the materials relevant to the
selection.

Figure 23.6 Selection Screen for the Differences List for Physical Inventory Documents
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The report, shown in Figure 23.7, identifies the book quantity (Book qty),
the counted quantity (Qty Count), and the difference (Diff qty), if any. After
the differences have been identified, the count can be repeated to check the
differences, or the differences can be posted when approved by manage-
ment.
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Figure 23.7 Difference List for the Physical Inventory Document Entered in Transaction MI20

23.2.3 Missing Material

Management must decide how to resolve inventory differences. The physical
inventory procedures within SAP show where the material discrepancies
occur, but management must decide how to find the missing material. Many
companies have designed an auditing process to aid the physical inventory
process in investigating the discrepancies. In many instances, an adjustment
is made to the book quantity of the missing product, and then an offsetting
adjustment is made days later when the material is found. In this case, the
changes cause additional work, disrupt the production schedule, and may
lead to excess inventory of this material.

Some companies have created a variance location to move the lost and found
material to and from, as a way of showing the variances without creating
adjustments. A variance location must be closely monitored, and there must
be an ongoing procedure for finding the material discrepancies.

23.2.4 Recounts

If management does not accept the discrepancy, or the discrepancy is above
a certain tolerance, then those materials need to be recounted. The recount
allows the users to recount the material in the location on the physical inven-
tory document. The recount transaction is MI11 and can be found via the
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transaction path SAP Menu - Logistics + Materials Management - Physical
Inventory « Physical Inventory Document « Recount.

The recount transaction allows the inventory user to enter the physical count
document number and view the detail lines. The detail information, dis-
played in Figure 23.8, shows the materials relevant to the count document as
well as the physical count quantity and the difference from the book quan-

tity.
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Figure 23.8 Item Detail from the Recount Document

After the recount document has been printed, the recount can be performed.
When the recount is complete, the material quantities can be entered into
Transaction MIO4., At this point, the count can be posted within Transaction
MI04, or the count can be posted through Transaction MIO7.

The next section reviews the processes involved subsequent to the recount
process and discusses the posting of the count document.

23.3 Physical Inventory Posting

The counting and recounting process produces a document that has a count
for each material on the document. This figure is the best and most accurate
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figure produced by visually counting the material in the plant. After the doc-
ument has been approved by the supervisor organizing the count, then the
document can be posted in the SAP system.

23.3.1 Posting the Count Document

After the count has been entered, the document can be posted using Trans-
action MIO7 that can be found using the navigation path SAP Menu + Logis-
tics « Materials Management « Physical Inventory « Difference « Post.

The physical document number has to be entered along with the posting
date and threshold value. This is an optional field that holds the maximum
amount to which inventory differences are allowed for the inventory docu-
ment.

The detail lines of the count document shown in Figure 23.9, identify the dif-
ference quantity (Diff qty) and the difference value (Diff. sales value). For
example, in Figure 23.9, line item 1 shows that Material 1500-510 has been
counted, and the quantity counted is 100 gallons greater than the book quan-
tity. The difference in value is also shown; in this case, it is $350. The inven-
tory user can post the differences unless the difference value totals more
than the threshold value, assuming the threshold value was entered.
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Figure 23.9 Detail Lines for Recount Document Before Posting in Transaction MIO7
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For each line item on the count document, the difference can be posted, and
a reason code can be entered to clearly show why the count does not corre-
spond with the book quantity. The reason codes can be configured for each
movement type required. The internal movement type used for posting
inventory differences is 701. The configuration can be found using Transac-
tion OMBS or using the navigation path IMG - Materials Management -«
Inventory Management and Physical Inventory - Physical Inventory -
Record Reason for Goods Movement.

Figure 23.10 shows the configuration for the Reason for Movement used for
identifying differences that are posted in the physical inventory documents.
In Figure 23.10, there are a number of common reasons that have been con-
figured for movement type 701, including Incorrect Barcode, Incorrect
RFID, Incorrect Labeling, and so on.
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Figure 23.10 Configuration of Reason Codes for Physical Inventory Goods Movements

23.3.2 Posting a Count Without a Document

If a count is made without a physical count doecument, the count can be
entered directly into a transaction and then be immediately posted, as shown
in Figure 23.11. In this screen, the required basic information has been
entered to post a count’s Count date, Plant, and Storage Location. The trans-
action is MI10, which can be accessed though the navigation path SAP Menu
+ Logistics - Materials Management - Physical Inventory + Difference « Enter
w/o Document Reference.

The inventory user can add individual line items that have been counted and
enter the amount for each line item. If a variance percentage was entered on
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the initial screen, then the user will be warned if the amount entered is
greater than the allowed variance.

Figure 23.11 Entry Screen for Transaction MI10

After the material line items are entered, as shown in Figure 23.12, the doc-
ument can be posted, and the values from the document will become the
book quantity for those materials. The stock quantities for the materials can
be checked using Transactions MMBE or MB53.
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Figure 23.92 Counted Material Line Items for Transaction MI10
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23.3.3 Accounting of Inventory Differences

When the inventory differences are posted, the total stock is automatically
adjusted to the counted quantity on the document. When the document is
posted, the differences will correspond to either a goods receipt or goods
issue.

If the counted quantity is smaller than the book inventory, the stock account
is credited with the value of the inventory difference. The accounting entry
is posted to the expense from physical inventory account.

Subsequently, if the counted quantity is greater than the inventory balance,
the stock account is debited with the value of the inventory difference. The
accounting entry is posted to the income from physical inventory account.

This section has discussed the posting of the physical count document that is
used in the count of material in the warehouse. However, as described pre-
viously, there are instances in which a physical count can be entered without
a count document. Check with the organizer of the physical counts at your
client to see what the policies are for physical counts and whether counts
without documentation can be posted.

23.4 Summary

This chapter explained the aspects of performing a physical inventory in the
traditional manner, with count sheets and recounts, and the less conven-
tional manner of entering counts directly into the system without count
sheets. Physical inventory is an important part of Inventory Management
despite being a simple process to follow. The writing off and on of material
affects the following other areas:

*» Production
Is there enough stock for production orders?

» Sales
Is there enough stock for customers sales orders?

» Accounting
Will the total stock value go up or down?

If the physical inventory is not accurate, and errors are made, then others are
affected. Therefore, it is important to investigate all potential count differ-
ences to ensure that the count is accurate and the difference is not just due to
a counting error.
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The next chapter discusses Invoice Verification, which produces a number of
touchpoints with the Financial Accounting module.

476



Invoice Verification is the procedure through which vendors will be
paid for the material that they deliver to the customer. The procedure
can involve a three-way matching process between the customer's
purchase order, the goods-received note, and the vendor's invoice.

24 Invoice Verification

Invoice Verification is part of the accounts-payment process in which ven-
dors are paid for materials or services that they have provided to the cus-
tomer. The verification of the invoice is important to both the vendor and
the customer because it ensures that the quantities and the pricing are all cor-
rect and that neither party has made an error. The standard method of
Invoice Verification is the three-way match. This chapter describes this proc-
ess and a process called Evaluated Receipt Settlement (ERS), which is a two-
way match between the purchase order and the delivery note, whereby the
vendor is paid without an invoice being sent to the customer. The first sec-
tion of this chapter discusses the traditional verification of the invoice using
a three-way match.

24.1 Standard Three-Way Match

This method uses the purchase order supplied to the vendor, the goods
receipt or delivery note supplied by the vendor, and the invoice sent to the
customer from the vendor. In a successful three-way match, the quantity and
price of the three documents will match, and the payment to the vendor will
be sent via check or bank transfer at a date agreed to by both parties.

24.1.1  Entering an Invoice

The receipt of an invoice at the accounts payable department triggers the
Invoice Verification process. The invoice can either be in the form of a fax,
hard copy, or through EDI. The invoice can be entered into the system using
Transaction MIRO or by following the navigation path SAP Menu - Logistics
+ Materials Management - Logistics Invoice Verification - Document Entry +
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Enter Invoice. The initial entry screen for MIRO is shown in Figure 24.1. The
key entry fields for this screen are the Posting Date, the Amount, and the
Tax amount. The Tax amount field is important when dealing with taxable
items. Often errors in the invoice process can be related to taxes.

Figure 24.1 Entry Screen for Transaction MIRD

The invoice entry screen requires the user to enter the details from the
incoming invoice. The completed MIRO screen is shown in Figure 24.2, The
purchase order number has been entered for the invoice, which shows the
total amount, as well as the quantity of material ordered and delivered.

Invoice Date

The user needs to enter the date of the invoice. Do not enter the Invoice date
as a future date, The Posting Date is defaulted to the current date but can be
changed as necessary.

Amount

The user will enter the Amount of the invoice as displayed on the vendor's
invoice. The user should also enter the currency of the invoice as stated on
the invoice. Invoices produced by international vendors may be in their local
currencies rather than the currency entered in the purchase order.
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Figure 24.2 MIRO Transaction with Relevant Purchase Order Details Displayed

Calculate Tax

This indicator should be set if the user wants the tax to be calculated auto-
matically when the invoice is posted. If the vendor has entered the tax infor-
mation on the invoice, then this field should not be set, and the tax details
should be entered from the invoice into the Tax amount fields.

Purchase Order Number

The match can only take place when the purchase order number is entered
into the MIRO transaction. After the purchase order number is entered, the
details from the purchase order are displayed in the PO reference tab.

New for ECC 6

Invoice Verification has a new report display list of invoice documents
(RMMRI1MDI), which can be used to display a list of invoice documents. As an
addition to the existing program invoice overview, Transaction MIR6, there are
extended selection criteria and display options. For example, on the initial screen,
you can make selections by one-time customers, invoice gross amount, and entry
date. In the output list, the report shows both posted and held invoices.
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24.1.2 Simulate Posting

After the details have been transferred from the purchase order to the
invoice, and the user believes that the invoice can be posted, the user can test
the posting of the invoice by simulating the posting. The document can be
simulated by accessing the header menu and selecting Invoice Document -
Simulate Document.

Irvoice dotument.  EOR Goln  System

el ZIWcoe DHE|
Show PO stachwe  Show workist | @F | Hold [ Smuste | @Messages
= Werilication log - mvoice [/ 2007
Tup |Message text LT« |0eigin
O [pifFFerent invoicing party nssignaent
B |Tax code 1@ also exlsts Post
B [bocument does not contain Check inv doc
B [Falance not zero: 500,00 Check inv doc
B |Tax jurisdiction 100810515 Post

V@S FEHOWE S a0 ooy

Figure 24.3 Message Log for Posting Simulation in Transaction MIRO

The simulation is a trial posting. Even if the invoice can be posted, the simu-
lation will not actually post the invoice. If the simulation process cannot post
the invoices, messages will be posted to a message log, as shown in Figure
24.3. The message log shows errors and warnings. In this case, the errors are
due to tax codes, amount inconsistencies, and the tax jurisdiction. The mes-
sages will indicate to the user what issues are preventing the posting.

24.1.3 Invoice Posting

After the message log has been cleared, there is nothing to prevent the
invoice items from being posted. When the posting is complete, the informa-
tion is passed through to the payment process in the Financial Accounting
module. The payment process updates G/L accounts relevant to the posted
decument.

The payment process is defined by a number of payment rules that can be
defined in master records for the customer and vendor as well as configura-
tion in the payment program.
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MNew for ECC 6.0

Prepayment of Vendors

In ECC 6.0, it is now possible to prepay vendors within the Invoice Verification
function. This can be used to prepay highly favored vendors. The function enables
payment after issue of the invoice and full exploitation of the date of required pay-
ment and existing cash discounts, by posting the vendor liabilities, taxes, and cash
discounts in Financial Accounting in advance. The system executes the payment of
the invoice regardless of the relevant goods receipt and the outcome of the Invoice
Verification check.

When the system posts invoices, it continues to execute the standard checks. If the

system has already posted the prepayment document, you can only make
restricted changes to the header fields of the invaice.

Upon prepayment, the system debits this account and then settles the account
again after executing the check.

The payment program can be executed by Transaction F110 in the Financial
Accounting module. It can be found in the navigation path SAP Menu -
Accounting - Financial Accounting « Accounts Payable « Periodic Processing
« Payments.

The payment's processing can be scheduled using the Schedule Manager;
Transaction SCMA. The Schedule Manager can run a number of periodic
tasks that are executed on a regular basis, for example, daily, weekly, or
monthly. Most companies have a process where invoices are processed on a
daily or weekly basis.

MNew for ECC 6.0

A new report (RMMRIMDC) is available within Invoice Verification, with which
you can automatically settle planned delivery costs. To invoke the report, use
Transaction MRDC or the navigation path: SAP Menu - Logistics - Materials Man-
agement - Logistics Inveice Verification - Automatic Settlement - Automatic
Delivery Cost Settlement.

Most companies will still use the traditional three-way match to process
invoices and pay vendors. However, as more efficiencies are being sought in
the supply chain in an effort to reduce costs, other techniques are being
introduced. The next section discusses the use of one of those processes,
Evaluated Receipt Settlement (ERS).
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24.2 Evaluated Receipt Settlement

Evaluated Receipt Settlement (ERS) is the process whereby the goods receipt
and the purchase order are matched and posted without any invoice, in
other words, a two-way match. The vendor does not send an invoice for
materials that are defined for evaluated settlement. This process is not stand-
ard for most companies because the evaluated-receipt process requires a sig-
nificant level of cooperation and trust between customer and vendor. How-
ever, this method is of particular benefit to companies that purchase
materials between different parts of the organization. The evaluated-receipt
process reduces the need for sending and matching invoices between depart-
ments.

24.2.1 Benefits of ERS
The benefits of ERS include the following:

» No quantity or price variances with invoices
» Purchasing process completed sooner
» Vendors are paid on receipt of goods at customer

» Favorable material prices from vendor

Figure 24.4 ERS Indicator on the Vendor Aaster Record
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The ERS indicator can be found on the Vendor Master record, Transaction
MEKO02 or MK03, as shown in Figure 24.4. The ERS indicator on the vendor
file is passed through to the purchase order by way of the purchase informa-
tion record or the vendor file. It is possible to remove the ERS indicator in
the purchase order if normal Invoice Verification is required.

Figure 24.4 shows there are two indicators for evaluated receipt settlement.
The first, AutoEvalGRSetmt Del., is used when evaluated receipts are to be
used for normal deliveries from a vendor. The second, AutoEvalGRSetmt
Ret, should be set when the evaluated receipt process is also valid for returns
from the vendor.

24.2.2 Running the Evaluated Receipt Settlement

The ERS process can be run on a schedule or on an ad-hoc basis. The ERS
Transaction MRRL can be found by the navigation path SAP Menu - Logistics
« Materials Management « Logistics Invoice Verification + Automatic Settle-
ment « Evaluated Receipt Settlement.

The selection screen, as shown in Figure 24.5, allows the user to restrict the
program to a certain Plant, Vendor, or date range. After the selection has
been made, the program can be executed. In Figure 24.5, the selection has
been made to restrict processing to one particular vendor, 3902, and perform
a test run, by checking the Test Run indicator.
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Figure 24.5 Selection Screen for Transaction MRRL
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The next section examines how to deal with invoices that are not ready to be
posted in the system. This is called document parking.

24.3 Document Parking

Document parking allows the user to enter the invoice but not to post it. The
invoice document can be defined as parked. The invoice should be parked if
the invoice is not ready for posting. This can happen for a number of reasons
such as if the invoice needs changes to ensure successful posting, or if the
balance of the invoice is other than zero.

24.3.1 Benefits of Document Parking

The main reason that documents are parked and not simply placed on hold is
that the invoice in a parked status can be modified, whereas the invoice that
is just held remains in its current state.

24.3.2 Parking an Invoice

The invoice can be parked using Transaction MIR7, which can be found
using the navigation path SAP Menu - Logistics - Materials Management -
Logistics Invoice Verification - Document Entry » Park Invoice.

The transaction is similar to the MIRO transaction for entering an invoice.
The main difference is that when you are parking an invoice the document
does not need to be correct or to balance to zero because the invoice is not
going to be posted. The document is parked and can be modified as needed.

If, after entering the information into the MIR7 transaction, the user decides
that the invoice does not need to be parked or that all of the information
needed to post the invoice is now entered, the invoice can be posted. The
user can select Invoice Document - Save as Completed or use the function
keys, Ctrl - F8.

If when entering an invoice into Transaction MIRO, the user decides that the
information is not sufficient for posting the invoice, the user can park the
invoice and not post it. This can be performed in MIRO by selecting Edit -
Switch to Document Parking.

The next section discusses the principle of variances. This is an important
topic that you as a consultant will need to address with the accounts payable
department of your client.
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24.4 Variances

The accounts payable department of any company will want the invoice
matching to be exact with no variances. However, in the real world, vari-
ances do occur. When there is a variance, between the purchase order, goods
receipt, and invoice, the system can allow a variance tolerance to be config-
ured.

24.4.1 Variances Overview

An invoice has a variance if there are values, such as quantity or value, that
are different between the invoice and the other documents. There are four
types of variances associated with invoices:

* Quantity variance
Differences in the quantity delivered and the invoice quantity.

*» Price variance
Price differences between the purchase order and the invoice.

» Quantity and price variance
Differences in price and quantity.

» Order price quantity variance
Price per ordered quantity is different, that is, $3 per Kg in the purchase
order but $3.25 per Kg in the invoice.

Variances occur when the invoice is entered, and the matching process finds
one of these four scenarios.

24.4.2 Tolerance Limits

The invoice can be posted if the variance is within the stated tolerance limits.
The tolerance limit can be an absolute limit or a percentage limit. If the user
does not want to block an invoice on the basis of a particular variance, the
tolerance limit indicator should be set to Do not check.

The different types of tolerances are called tolerance keys, and these are pre-
defined in SAP. Each tolerance key describes a variance between the invoice
and the goods receipt or purchase order. The tolerance limits are assigned to
each tolerance key. Each tolerance key can be defined for each separate
plant. The tolerance limits can vary for each plant for the same tolerance key.
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The tolerance keys defined in the SAP system are given here:

AN
Amount for item without order reference.
» AP
Amount for item with order reference.
» BD
Form small differences automatically.
» BR
Percentage order price quantity unit variance (invoice receipt before
goods receipt).
» BW
Percentage order price quantity unit variance (goods receipt before
invoice receipt).

» DQ
Exceed amount: quantity variance.
- DW
Quantity variance when goods receipt quantity equals zero.
= KW
Variance from condition value.
» LA
Amount of blanket purchase order.
» LD
Blanket purchase order time limit is exceeded.
» PP
Price variance.
» PS
Price variance of the estimated price.
> ST
Date variance.
» VP

Moving average price variance.

The cunﬁgurat[nn to define the wolerance limits can be found in Transaction
OMR®6 or by using the navigation path IMG - Materials Management - Logis-
tics Invoice Verification « Invoice Block « Set Tolerance Limits.

Figure 24.6 shows the tolerance limit keys (TIKy) for each company code
(CoCd) that is defined in Transaction OMR&. After the tolerance key is estab-
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lished, the tolerance limits can be entered. In Figure 24.7, the tolerances for
company code 6000 show that the Lower limit for the tolerance has an Abso-
lute variance allowed of 20 pesos, and a maximum Percentage tolerance of
10%. On the Upper limit, the tolerances are the same. This means that if an
invoice is entered of 3000 pesos, and the purchase order is for 2900 pesos,
the absolute variance is triggered because the variance is 100 pesos above the

20-peso tolerance.

Figure 24.7 Tolerance Details for a Talerance Key in Transaction OMRS&
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Figure 24.7 shows the details for each Company Code/Tolerance key. These
are found by selecting Goto « Details.

Figure 24.7 shows the upper and lower tolerances that can be configured for
both a price value (in the specified currency) and a percentage value. The
user does have the option to set the Do not check indicator, which will not
check the invoice for this type of variance.

If a variance is found, the accounts payable department can then block an

invoice from being paid. The next section discusses how invoices in SAP can
be blocked.

24.5 Blocking Invoices

When the invoice has been blocked, the invoice is in a status where the
invoice amount cannot be paid to the vendor.

24.5.1 Blocking Invoices

There are a number of ways in which an invoice can be blocked:

» Manual block

» Stochastic or random block

» Block due to amount of an invoice item

» Block due to variance of an invoice item

After an invoice is blocked, all of the individual line items are blocked. This
is problematic when there are many line items, and only one item is causing

a variance. It is then up to the finance department to investigate the variance
to unblock the invoice for payment.

24.5.2 Manual Block

The user can set the manual block during the entry of the invoice in Transac-
tion MIRO. The manual block (Pmnt Block) field can be found on the pay-
ments screen of the document header, shown in Figure 24.8. Once set, the
whole of the invoice is blocked for payment.

You can also set the manual block indicator in the appropriate line item, as
shown in Figure 24.9. This will not just block that line item but will block the
whole invoice from payment. Note that the line item will show the blocked

488



Blocking Invoices | 24.5

indicator (Man Blk), but the manual block field will not be changed until
after posting.
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Figure 24.9 Manual Block Field of Invoice in Transaction MIRO
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24.5.3 Stochastic or Random Block

The stochastic or random block allows the company to check invoices at ran-
dom or above a threshold value defined in configuration. Setting the stochas-
tic block is a two-step process in configuration. First, the stochastic block has
to be activated at the plant level. Second, a threshold can be set for each
plant, as well as a percentage that represents the degree of possibility of the
invoice being checked.

The configuration for the activation of the stochastic block is shown in Fig-
ure 24.10. The configuration transaction can be found using the navigation
path IMG « Materials Management » Logistics Invoice Verification « Invoice
Block + Stochastic Block » Activate Stochastic Block.
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Figure 24.10 Activation of Stechastic Block at Plant Level in Configuration

When the threshold value and probability are being configured, users have
to realize how the stochastic block works. If the total value of the invoice is
larger or the same as the configured threshold value, the probability of that
invoice being blocked is configured.

However, if the total value of the invoice is smaller than the threshold
amount, the probability that the invoice will be blocked is calculated propor-
tionally to the percentage configured.

Therefore, if the user configures the Threshold value for company code
(CoCd) 6000 to be MXN 3,000 and configures the Percentage to be 50.00,
each invoice entered over MXN 3,000 would have a 50% probability of
being blocked, as shown in Figure 24.11. If an invoice of MXN 1500 were
entered, then this would have a 25% change of being blocked because it is
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half the value of the Threshold value. If the users require the degree of prob-
ability to be the same for all invoices, the Threshold value should be config-
ured to zero.

Figure 24.11 shows the configuration for the Threshold values of the sto-
chastic block, which can be found using the navigation path IMG - Materials
Management - Logistics Invoice Verification - Invoice Block - Stochastic
Block - Set Stochastic Block.
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Figure 24.11 Threshold Value and Percentage Probability Value for Stochastic Block
Configuration

Figure 24.11 shows the Threshold value and Percentage value entered for
the relevant company codes. For example, Canada has a Threshold of 60.00
Canadian dollars and a Percentage of 50.00.

24.5.4 Block Due to Amount of an Invoice Item

Sometimes companies decide to block all invoices that have line items with
larger values. This is a safety feature to ensure that vendors are not paid on
invoices that have incorrectly been sent by the vendor or incorrectly entered
by the finance clerks.

The first step in configuring this particular block is to activate the block due
to item amount in the IMG, as shown in Figure 24,12, The configuration can
be found using the navigation path IMG « Materials Management « Logistics
Invoice Verification - Invoice Block » Item Amount Check » Activate Item
Amount Check.
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Figure 24.12 Configuration of Activation Flag for Each Company Code

After the indicator has been activated for the Check item amount for a com-
pany code, the detailed configuration of the item amount can commence.
The first part of the configuration can be found using the navigation path
IMG - Materials Management - Logistics Invoice Verification - Invoice Block
« Item Amount Check » Set Item Amount Check.

This configuration, shown in Figure 24.13, allows the user to determine
which invoice line items are checked by the system. The item amounts for
invoice items are checked on the basis of the item category and the Goods
Receipt indicator, depending on the configuration.
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Figure 24.13 Configuration for Checking the Item Amount for Item Category and Goods
Receipt Indicator
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The final step of the configuration is to set the amount at which the invoice
is blocked, as shown in Figure 24.14. Using Transaction OMR&, the amount
is dependent on the company code and the tolerance key. In Figure 24.14 we
can see that for Company Code 6000, the Absolute upper value has been con-
figured as 10,000.00 pesos.
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Figure 24.14 Upper-Limit Configuration for the Block Due to the Amount of an Invoice [tem

24.5.5 Block Due to Variance of an Invoice Item

A number of blocks can be set due to the variance in an invoice item:

» Quantity variance (Q)
The block is due to a variance between purchase order quantity, delivered
quantity, and invoiced quantity.

» Price variance (P)
The price of the item in the purchase order does not match the price of the
item in the invoice.

* Schedule variance (D)
The delivery of the items has occurred before the scheduled date.

» Quality inspection (I)
The block is due to an issue with the quality of the items at or after goods
receipt.

In case of blocking due to a variance, the invoice may still be blocked even
though the blocking reason is no longer valid. The block must be released

either automatically or manually for the invoice to be paid. Let’s examine the
releasing of invoices next.
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24.6 Releasing Invoices

After the invoice has been blocked, a procedure needs to be set up to ensure
that the invoices are released when the reason for the block is no longer
valid. The whole invoice is blocked despite the fact that only one line item
may be causing the block. Therefore, before the invoice can be paid for all
the line items, the invoice must be released. We do this by canceling the
blocking indicator that was set when the invoice was originally posted.

24.6.1 Releasing Invoices Automatically

The automatic release of blocked invoices deletes all blocks that no longer
apply to the invoices the user has selected to be reviewed by the program.

To release the invoices automatically, the user can use Transaction MRBR,
which is shown in Figure 24.15. The transaction can be found using the nav-
igation path SAP Menu - Logistics - Materials Management - Logistics
Invoice Verification « Further Processing + Release Blocked Invoices,

Figure 24.15 Selection Screen for Transaction MRBR: Releasing Invoices Manually

If the accounts payable department decides that it wants to review all
invoices before release, then Transaction MRBR allows the user to flag that
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the release of the invoices will be made manually. In this case, the program
will display all the relevant blocked invoices for the selection criteria
entered.

The detailed display for the invoices shows the reasons for the blocked
invoices and highlights those where the block is still in place but no longer
valid. The user can then choose to release manually any invoices, as shown
in Figure 24.16. In this case, there are two invoice lines that can be released
from the same invoice, 5105607372.
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Figure 24.16 Neleasing Blocked Invoices [dentified by Transaction MRBR

24.7 Summary

This chapter described the processes involved in Invoice Verification, The
entry of the invoice is a simple process. However, after the invoice is
entered, the accounts payable department must decide if the invoice is cor-
rect and how to proceed if the invoice does not match the information from
the purchase order or the goods receipt. Blocking invoices is a very common
occurrence, so it is important to understand how these different types of
blocks work and why they are in place.

The next chapter discusses balance sheet valuation. The balance sheet is a
financial statement that a company often refers to because it shows a finan-
cial snapshot of the company.
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Balance sheet valuation is the calculation of the material value for
use in balance sheets. The method employed may depend on country-
specific tax regulations, state and federal legal requirements, corpo-
rate financial practices, and internal accounting policy procedures.

25 Balance Sheet Valuation

A balance sheet is a financial statement of a business at a specific point in
time. The balance sheet reports on the source of funds to a business and how
those funds have been used or invested. Within the use of funds section of
the balance sheet, there are two areas, fixed assets, and working capital.
Fixed assets are those that can be depreciated, such as machines and build-
ings. Working capital refers to the funds used to provide the flow of material
and services to achieve sales and satisfy the customer. Working capital can be
two areas: current assets and current liabilities. Current assets are cash, pay-
ables, receivables, and the material in the warehouse. The material includes
raw material, work in process, and finished goods. The stock value is the
lowest cost or the net realizable, or saleable, value.

25.1 LIFO Valuation

Last in first out (LIFO) valuation is based on the principle that the last deliv-
eries of a material to be received are the first to be used. If this is true, then
no value change occurs for older material when new materials are received.
Because of the LIFO method, the older material is not affected by the higher
prices of the new deliveries of material. If the older material is not affected,
that means it is not valuated at the new material price. If the older material
value is not increased, this stops any false valuation of current inventory.

LIFO valuation enables the increased amount of material stock per fiscal year
to be valuated separately from the rest of the material stock. This is impor-
tant because it ensures that the new material is valuated at the correct
amount, while old stock remains valuated without being affected by the new
material price. A positive variance between the opening and closing material
balances of a fiscal year is known as a layer for LIFO valuation, The layer is
valuated as a separate item. The total of a material is the sum of all layers.
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A layer is dissolved if there is a negative difference between the opening and
closing stock balances at the end of a fiscal year. This would happen, for
example, if all the new stock was consumed plus some of the existing stock.

25.1.1  Configuration for LIFO

The first step in configuration is to ensure that LIFO is active by using Trans-
action OMWE, which can be found in the navigation path IMG - Materials
Management » Valuation and Account Assignment « Balance Sheet Valua-
tion Procedures - Configure LIFO/FIFO Methods - General Information -
Activate/Deactivate LIFO/FIFO Valuation.

After the LIFO valuation has been activated, as shown in Figure 25.1, the
LIFO valuation can be configured for each company code or valuation area.
This configuration can be completed using Transaction MRLH as shown in
Figure 25.2.
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Figure 25.1 Activate LIFO Valuation Screen

The LIFO method also depends on the movement types being set up to be
relevant for LIFO. The configuration is shown in Figure 25.3. In Figure 25.3,
for example, there are two records that have been flagged as LIFO (the LIFO
indicator has been checked). Both records flagged as LIFO are for movement
type (MvT) 101 and movement indicator (MvtInd.) B, for purchase order.
This transaction can be accessed using Transaction OMW4 or via the naviga-
tion path IMG » Materials Management - Valuation and Account Assignment
+ Balance Sheet Valuation Procedures - Configure LIFO/FIFO Methods - Gen-
eral Information « Define LIFO/FIFO Relevant Movement Types.
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Figure 25.3 Movement Types Configured as Relevant for LIFO Valuation

25.1.2 Preparation for LIFO

To instigate LIFO valuation, a number of preparation steps must be com-
pleted. These steps include ensuring the materials are defined for LIFO, set-
ting up the base layers for valuation, and setting up the basis for comparison.

4939



25 | Balance Sheet Yaluation

Material Master Records

To prepare for LIFO valuation, you must make sure that the materials you
want to value are flagged for LIFO. The flag is located within the Material
Master on the accounting screen.

You can use Transaction MRL6é to update the LIFO flag for a selection of
materials, material types, plants, and so on. This transaction can be found
using the navigation path SAP Menu « Logistics + Materials Management -
Valuation - Balance Sheet Valuation - LIFO Valuation - Prepare - Select
Materials.

Base Layers

As discussed previously, the measurement of material value changes are
based on comparing different layers. Before LIFO can be started, the base
layer should be created from information on the older existing material.

The base layer is shown in Figure 25.4. The base layer can be created using
Transaction MRLS or using the navigation path SAP Menu - Logistics - Mate-
rials Management - Valuation - Balance Sheet Valuation » LIFO Valuation -
Prepare « Create Base Layer.

Figure 25.4 Create Base Layer for LIFD Waluation

Once in Transaction MRLS, the user needs to enter the materials to create
the base layer for and enter the LIFO method that is to be used.
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The user should select the values that are to be used to determine the layer
value. The choices include Previous Month, MnthBeforeLast, Previous Year,
and Yr Before Last.

Determination of Basis for Comparison

Before running a LIFO valuation, a basis for comparison needs to be deter-
mined. During LIFQ valuation, the stocks are compared at a particular point
in time with the total of the layer quantities. These are periods that are
defined in SAP:

» GJE
The stock at the end of the previous fiscal year is compared with the total
quantities in the existing layers.

= VOM
The stock at the end of the previous period is compared with the total
quantities in the existing layers.

= VWM
The stock at the end of the period before last is compared with the total
quantities in the existing layers.

» CUR
The current stock is compared with the total quantities in the existing layers.

25.1.3 Running a LIFO Valuation

After all of the configuration and preparation has been completed for the
LIFO wvaluation, the transaction can be executed to run the valuation. The
transactions that can be run are the following:

» MRL1 for single material level

» MRL2 for the pool level

» MERL3 for comparison of lowest values

The navigation path to find these transactions is SAP Menu - Logistics - Mate-

rials Management - Valuation - Balance Sheet Valuation - LIFO Valuation -
Perform Check.

In Transaction MRL1, shown in Figure 25.5, the user can choose the LIFO
Method, the selection criteria, and the value determination for the new layer.
In Figure 25.5, the LIFO Method M2_CUR has been chosen. In the Restriction
of Selection criteria fields, the Company Code 6000 has been entered. The
value determination for the new layer has been selected as Total Accounting
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Period. After these have been entered, the transaction can be executed, and
the result for LIFO method M2_CUR can be seen in Figure 25.6. Different
LIFO methods will produce different reports. In Figure 25.6, a number of
materials can be seen on the report that now has LIFO valuations based on the
M2_CUR method. The first material on the report, 505-120, has a total stock
quantity of 10,825 Kg with a LIFO valuation of 14,262 Euros.

Figure 25.6 Result of LIFO Valuation Transaction MRL1
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This section has shown how materials can be flagged as LIFO. We have
examined the last in first out valuation method in which the material that is
purchased or produced last is sold, consumed, or disposed of first. The next
section will review the reverse of this method, that is, the FIFO or first in
first out method.

25.2 FIFO Valuation

First in first out (FIFO) is a valuation method in which the material that is
purchased or produced first is sold, consumed, or disposed of first. Compa-
nies whose material are batch-managed, have an expiry date, or degrade in
quality with time will often use this method. Use of this method presupposes
that the next item to be shipped will be the oldest of that material in the
warehouse. In practice, this usually reflects the underlying commercial
method of companies rotating their inventory.

Newer companies commonly use FIFO for reporting the value of merchan-
dise to bolster their balance sheets. As the older and cheaper materials are
sold, the newer and more expensive materials remain as assets on the bal-
ance sheet. However, as the company grows, it may switch to LIFO to reduce
the amount of taxes it pays to the government.

25.2.1 Configuration for FIFO

The configuration steps for FIFQ are very similar to those of configuring the
LIFO valuation. The first step in configuration is to ensure that FIFO is active
by using Transaction OMWE, which can be found in the navigation path
IMG « Materials Management - Valuation and Account Assignment - Balance
Sheet Valuation Procedures - Configure LIFO/FIFO Methods - General Infor-
mation - Activate/Deactivate LIFO/FIFO Valuation.

After FIFO valuation has been activated, FIFO valuation can be configured
for each company code or valuation area. This configuration can be com-
pleted using Transaction MRLH.

Last, configure the movement types being set up to be relevant for FIFO. The
configuration can be found using Transaction OMW4 or via the navigation
path IMG « Materials Management « Valuation and Account Assignment «
Balance Sheet Valuation Procedures - Configure LIFO/FIFO Methods - Gen-
eral Information » Define LIFO/FIFO Relevant Movement Types.
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25.2.2 Preparation for FIFO

After configuration for FIFO is complete, the materials relevant for FIFO
need to be selected. This can be performed using Transaction MRF4, as
shown in Figure 25.7. The screen shown in Figure 25.7 shows that the FIFO
valuation flag can be set for a number of selections, for a single Material or
a range of materials, a Plant, a Material Type, or a Material Group. In this
example, all the materials of Company Code 3000 are going to be flagged as
FIFO. This transaction can be found using the navigation path SAP Menu -
Logistics - Materials Management - Valuation - Balance Sheet Valuation -
FIFO Valuation « Prepare « Select Materials.

* Fira valueation: Flag Materials

Progeam i Goto  System  Help

&l Zl8 ea® D
B JMenage

Maletal 4
Compary Code [3000°
Plant [ ]
Masda Tope |
Malenal Group
Biesedon |

lelele|elele

e o R e
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Figure 25.7 Material Selection far FIFO Valuation fMethod

25.2.3 Running a FIFO Valuation

After all of the configuration and preparation has been completed for the
FIFO valuation, Transaction MRF1 can be executed to run the valuation as
shown in Figure 25.8. The transaction can be found using the navigation
path SAP Menu - Logistics - Materials Management - Valuation - Balance
Sheet Valuation « FIFO Valuation » Perform Check.
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= Emecut e FIFO Yaluation

Figure 25.8 Selection Screen for MRF1 Transaction

After the transaction has been executed, the FIFO valuation is formed for the
selected materials, plant, and so on, and a report is displayed as shown in
Figure 25.9.

Grey
1100 300088 | 255,154.29 |EUR |254,660.83 | 0.59
& 1100 (300008 |255,154.29 |EUR | 256, ,6460.83
ws 1100 255,150.20 (EUR | 256,061, 83
ELt] 255, 158,20 [EUR | 256,060,803

Figure 25.9 Result of FIFD Valuation Transaction MRF1
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This section has shown how materials can be flagged as FIFO. We have seen
that the first in first out (FIFO) is a valuation method in which the material
that is purchased or produced first is sold, consumed, or disposed of first.
The next section reviews the lowest value determination, which uses the val-
uation method of the lowest value principle.

25.3 Lowest Value Determination

Lowest value determination uses the valuation method of the lowest value
principle (LVP). This method is used widely in industry in many countries.
Simply put, LVP indicates where the material is valued at the lowest value
held on the system.

Three types of value determination can be used to calculate the material
value:

» Based on market prices

» Based on range of coverage

» Based on movement rate

25.3.1 Lowest Value Determination Based On Market Prices

To determine the lowest value based on market prices, the SAP system
searches for the lowest price from the different prices stored for each mate-
rial, The procedure looks at the material price from the following:

» Purchase orders

» Scheduling agreements

» Goods receipts for purchase orders

» Invoices for purchase orders

» Purchasing information records

The transaction to run the lowest value based on market price is MRNO and
can be found in the navigation path SAP Menu - Logistics - Materials Man-

agement « Valuation - Balance Sheet Valuation » Determination of Lowest
Value - Market Prices.

The selection screen, shown in Figure 25.10, allows the user to enter a range
of Material, Plant, Material Type, or Valuation Class.
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Figure 25.40 Selection Screen to Determine the Lowest Value Based on Market Prices

After the selection criteria have been entered, the transaction can be exe-
cuted. The resulting display, Figure 25.11, shows the new price and the per-
centage change.
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Figure 25.41 Determination of Lowest Price Report
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25.3.2 Lowest Value Determination Based on Range of Coverage

With this method, the SAP system checks whether the price for a material
should be devaluated because it has a high range of coverage. The system
defines the range of coverage as the average stock divided by the average
consumption.

The user can configure the percentage discount for devaluating materials by
company code. The configuration to define the devaluation is found in
Transaction OMWS5, shown in Figure 25.12, or via the navigation path IMG
« Materials Management - Valuation and Account Assignment - Balance
Sheet Valuation Procedures - Configure Lowest Value Methods « Price
Deductions by Range of Coverage - Maintain Devaluation by Range of Cov-

erage by Company Code.
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Figure 25,12 Configuration for Devaluation by Range of Coverage

The configuration allows the user to enter a range of coverage value
(Rnge/cvrg.), which is the average stock divided by the average consump-
tion; and a devaluation percentage (Deval. %) for each company code (CoCd).

The transaction to run the lowest value based on range of coverage is MRN1
and can found in the navigation path SAP Menu - Logistics - Materials Man-
agement - Valuation - Balance Sheet Valuation « Determination of Lowest
Value + Range of Coverage.

The selection screen, shown in Figure 25.13, allows the user to enter a range of
coverage. The values in the coverage for the lowest value determination can
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include Material, Plant, Valuation Type, Material Type, Valuation Class, and
Material Group. In this example, the coverage has been limited to Plant 3000,

=
e
=i

=

Figure 25.13 Selection Screen for Transaction MRMN1

After the selection criteria have been entered in Figure 25.13, the transaction
can be executed. The resulting display, as shown in Figure 25.14, shows the
range of coverage, which determines the devaluation percentage and the cal-
culated new value.
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Figure 25.44 Results from Transaction MRN1
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25.3.3 Lowest Value Determination Based on Movement Rate

In using the lowest value based on movement rate, we determine the value
of the material based on the slow movement or nonmovement of a material.
The system defines the movement rate as a percentage, where the total quan-
tity of receipts divided by the material in stock and then multiplied by 100 to
give the figure as a percentage.

For example, if a company has stock of 400 units of material ABC in a valua-
tion area, and the number of movements has been only 40 in the period,
then the movement rate is movements divided by the stock, that is, 40/400,
multiplied by 100 to calculate the percentage, which in this case is 10%.

The devaluation percentage is configured in Transaction OMWS, in a similar
manner as Transaction OMWS5 for range of coverage, where a percentage is
configured per company code. Using the previous example, if a decision was
made that a slow-moving material is anything with a movement rate of
below 15%, then the material ABC would be a slow-moving stock. This
means the stock is devalued.

Figure 2515 Selection Screen for Transaction MRM2
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Summary

The transaction to run the lowest value based on movement rate is MRN2,
shown in Figure 25.15. The selection criteria is the same that can be found in
Figure 25.13, which includes Material, Plant, Valuation Type, Material
Type, Valuation Class, and Material Group. This transaction can found in the
navigation path SAP Menu - Logistics - Materials Management - Valuation -
Balance Sheet Valuation « Determination of Lowest Value - Movement Rate.

After the selection criteria have been entered, the transaction can be exe-
cuted. The resulting display in Figure 25.16 shows the indicator with the cor-
responding percentage discount. This discount is then applied to the base
price to calculate the new lowest price.
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Figure 2546 Calculate Mew Lowest Price Based on Movement Rate

This section has examined the lowest value determination, which uses the
valuation method of the LVP.

25.4 Summary

This chapter discussed how material is valued using the LIFO and FIFO meth-
ods and lowest value determination. Companies refer to the method of their
material valuation in annual reports, and all of these methods are used.
There is no one correct method, and companies choose whichever method is
best suited to them at the time. As described in the chapter, newer compa-
nies often use FIFO to inflate their stock value, whereas mature companies
can use LIFO to reduce their tax payments. Although not a core MM subiject,
the MM consultant should have a good understanding of how material is val-
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uated in SAP. The majority of the material that is stored in the plant or ware-
house has a value assigned to it. Valuations such as LIFO and FIFO drive how
material is moved out of the plant, so the MM consultant needs to be aware
on what valuation methods are used at their client and how these valuation
methods work.

Chapter 26 examines the material ledger. This may be an unfamiliar topic,
but it is a part of the MM suite that should be understood to get a total pic-
ture of material valuation and costing at a company.
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The benefits of the material ledger include keeping inventory records
in up to three currencies, thus facilitating conselidation for compa-
nies belonging to multinational groups. It also includes calculating
the actual costs for procured material or material from production.

26 Material Ledger

The material ledger is usually used in companies where the material is
required to be available in a number of currencies. The material ledger also
allows a material to have an actual cost calculated, which takes into account
all of the costs of materials that have been moved, not just the price on the
Material Master.

26.1 Material Ledger Overview

The material ledger serves two purposes. First, it records actual costs of
materials and at the same time considers and records all the factors behind
price fluctuation. This functionality of the material ledger enables faster and
more effective decision making regarding MM, controlling, and production.
Second, the material ledger can hold values in three currencies simultane-
ously, which is a major benefit for companies that need to report valuation
in different currencies. In addition, the material ledger makes it possible to
revaluate stock on the basis of real calculation, which is legally required in
s0me countries.

Using actual costing, all goods movements within a period are valuated at the
standard price. In parallel, all price and exchange rate differences for the
material are collected in the material ledger.

Within the material ledger at the end of the period, an actual price is calcu-
lated for each material. This is based on the actual costs for that particular
period. The actual calculated price is called the periodic unit price and can be
used to revaluate the inventory for the period to be closed. This calculated
actual price is the standard price for the next period.
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MNew in SAP ECC 6.0

The IMG menu paths for the material ledger have changed in SAP ECC 6.0. The
menu paths shown here are specific to ECC 6.0 and do not correspond to the IMG
for previous versions.

26.1.1 Activating the Material Ledger and Actual Costing

To use the material ledger, the functionality must be activated. The transac-
tion in configuration is shown in Figure 26.1. This example shows the Valu-
ation Area, the Co. Code, and a material ledger active (ML Act.) indicator. In
Figure 26.1, the Valuation Area 3200 and company code 3000 has the mate-
rial ledger active indicator set to indicate that this valuation area/company
code combination has an active material ledger. The configuration to activate
it is Transaction OMX1, which can be found in the navigation path IMG -
Controlling « Product Cost Controlling « Actual Costing/Material Ledger -
Activate Valuation Areas for Material Ledger.
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Figure 26.1 Configurztion for Activation of the Material Ledger for Certain Valuation Areas

In addition, the configuration to activate actual costing can be found via the
navigation path IMG « Controlling « Product Cost Controlling « Actual Cost-
ing/Material Ledger - Actual Costing « Activate Actual Costing.
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This section has given an overview of the material ledger and the configura-
tion to activate it for a company code and valuation area. The next section
examines the material ledger data and how it used.

26.2 Material Ledger Data

Material ledger data is found in the Material Master record and in the valua-
tion and control data for a material in a plant for a particular posting period.
The valuation and control data is collected in the material ledger as it is
entered in the system.

26.2.1 Material Master Record

Several items must be checked before a material can be used in the material
ledger:

» The material ledger indicator must be set in the material.

» The material must be assigned to a valuation class.

» The material type must allow the material’s valuation to be updated.

The material type can be checked to see if the material valuation can be
updated by viewing the configuration transaction shown in Figure 26.2,
which can be found via the navigation path IMG - Logistics - General - Material
Master - Basic Settings - Material Types - Define Attributes of Material Types.
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Figure 26.2 Quantity and Value Updating Indicators on Material Type Configuration
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Transaction MMO1 is used to add the accounting details for each material.
The Material Master record contains the flag that determines whether a
material is relevant for the material ledger. The ML act. flag is on the
accounting screen and should be set for the material ledger, as shown in
Figure 26.3. After this is set, data is collected about this material for the
material ledger.

= Change rial 1 10-000223 (Finkshed produck )

Figure 26.3 Material Ledger Indicator and Valuation Class in the Accounting Screen of the
Ataterial Master Record

26.2.2 Data for the Material Ledger

For materials that have been activated for the material ledger, the system
automatically collects information on valuation-relevant transactions, Infor-
mation is also collected on account postings from Inventory Management,
Invoice Verification, and order settlement. This collected data is used during
material price determination.

The transaction variances or differences are posted to the material ledger.
Three types of differences are collected:
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» Price differences
» Exchange rate differences

» Differences caused by revaluation

Transactions that cause an inward flow of data to the material ledger include
Inventory Management, Invoice Verification, and production order settle-
ment. The outward flow of data from the material ledger includes data for
the Financial Accounting component and the Controlling information system.

This section examined the material ledger data from the Material Master
record and the valuation-relevant transactions collected in the material
ledger. The next section reviews the different types of material price deter-
mination, including single-level, multi-level, and transaction-based material
price determination.

26.3 Material Price Determination

There are three methods to determination the price of material in SAP, sin-
gle-level, multi-level, and transaction based. Single-level and multi-level
price determination calculates the periodic unit price for a material. Transac-
tion-based material price determination allows the calculation of the moving
average price after every goods movement, This section begins with a review
of material price analysis.

26.3.1 Material Price Analysis

The material price analysis shows the valuated transactions. It also displays
the results of material price determination, with price and exchange rate dif-
ferences for a given material in a plant in a specific period.

The transaction to run the material price analysis is CKM3, which can be
found via the navigation path SAP Menu - Logistics - Materials Management
+ Valuation « Actual Costing/Material Ledger - Material Ledger - Material
Price Analysis.

After the transaction is run, a report is displayed showing the Beginning
Inventory, goods receipts, goods issued, Invoice, and so on as shown in
Figure 26.4.
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* Material Price Analysis
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Figure 26.4 Detailed Report for Material Price Analysis Transaction CHA3

26.3.2 Single-Level Material Price Determination

Single-level material price determination calculates a unit price for a material
for a specific previous period. The actual costing for single-level price deter-
mination calculations are made for the previous period and do not affect the
current period, The single-level calculation is valid only for materials that are
flagged for standard price control and for which the price determination
field is set to 3 for single- and multi-level price determination. Both of these
indicators are found on the accounting screen of the Material Master record.
The single-level determination refers to the fact that the price differences are
only for one level, and no other material price differences are examined.
Other price differences occur for materials used in making this material.
Where these price differences are taken into account, we refer to multi-level
price determination. Figure 26.5 shows the accounting screen of the Mate-
rial Master Transaction MMO2.

The price that is determined by the single-level calculation, shown in Figure
26.5, is the standard price of the material, plus or minus any price differ-
ences and exchange rate differences. Price differences can occur for the fol-
lowing reasons:
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* Goods receipts for a purchase order
» Invoice receipts
Settlement of production orders

LA

Transfer postings

v

Initial entry of stock balances (movement type 561)

L4

Free delivery of goods for a purchase order
» Inward movements from consignment

Figure 26.5 Material Valid for Single-Level Price Determination, with Standard Price Control
and Price Determination Flag of 3

The differences between the standard price of the material and the price
determined by this calculation are updated in the material ledger.

The single-level price determination, as shown in Figure 26.6, can be
accessed through Transaction CKMH or through the navigation path SAP
Menu - Logistics - Materials Management - Valuation «+ Actual Costing/Mate-
rial Ledger - Periodic Material Valuation » Determine Material Prices (Single
Level).
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= Single-Leved Matesial Price Determénation

Figure 26.6 Sclection Screen for Calculating Single-Level Price Determination

26.3.3 Multi-Level Material Price Determination

Whereas a single-level price determination looks at the material in isolation,
the multi-level price determination looks at all price determinations of the
materials that go into making the final material. All of these price determina-
tions roll up to produce a single price determination. For a multi-level price
determination to be calculated, a single-level calculation has to be complete
for all of the component materials.

26.3.4 Transaction-Based Material Price Determination

This price determination allows the moving average price to be calculated
after every goods movement that is relevant to the material. This type of
price determination does not need the material ledger to be active. If the
material ledger is not active, then the moving average price is calculated in
one currency, as determined on the Material Master. If the material ledger is
active, then the price is calculated in up to three currencies on the material
ledger.
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To have the material activated for transaction-based material price determi-
nation, the material should be flagged for moving-average price control, and
the price determination field should be set to 2 for transaction-based Price
Determination, as shown in Figure 26.7.

= Change Material 1 10-000221 (Finished prodoct)
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Figure 26.7 Material Valid for Transaction-Based Price Determination with Moving-Average
Price Control and Price Determination Flag of 2

26.4 Summary

This chapter dealt with the material ledger, which is sometimes not clearly
understood by those working with MM. The material ledger retains the
actual costs of materials and at the same time considers and records all the
factors behind price fluctuation. It can also hold values in three currencies at
the same time, which is needed by companies frequently using or reporting
in different currencies. It is important that decisions are made on the mate-
rial ledger so that information needed for the Material Master can be decided
upon at an early stage of the implementation.
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Chapter 27 examines classification, which has been touched on in discus-
sions of Batch Determination. The classification system is not specific to
MM, but it is a central function used in a number of areas in MM, such as
classifying materials and batches. Chapter 27 describes how the characteris-
tics and classes are created and how classification is used as a search tool,
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The classification system is a powerful teol that allows objects in SAP
to be described by characteristic values. These characteristics are used
for the same group of objects, that is, vendors and materials. The

classification system uses these values to perform powerful searches.

27 Classification System

Classification systems occur everywhere, The Dewey Decimal system used in
libraries is a classification system, zoologists use the Linnaean system for ani-
mal classification, and the U.S. government uses the Standard Occupation
Classification System (SOC) for classifying workers into occupational catego-
ries. There are many more examples.

27.1  Classification Overview

A definition of a classification system by the Public Work and Government
Services Department of Canada states,

A classification system is a structured scheme for categorizing entities or
objects to improve access, created according to alphabetical, associative,
hierarchical, numerical, ideological, spatial, chronological, or other criteria.

27.1.4  What Is the SAP Classification System?

The classification system in SAP fits the definition just described because it is
a structured framework primarily used for the searching of objects based on
a series of characteristics that describe the object. The object can be a mate-
rial, a vendor, a batch, and so on.

The classification system can be an extremely powerful tool if it is con-
structed in a strategic manner with a significant amount of planning. Classi-
fication systems that are ignored by companies have evolved over time with
no planning and are cumbersome and difficult to maintain. The more plan-
ning that is put into creating a classification system, the more likely it is to
become a worthwhile tool.

Some companies employ outside consultants to review the materials they
have and develop a structured naming and classification framework based on
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the description and use of the material. Although this can be an expensive
and time-consuming project, it enables the company to start implementing
the classification system with rules and procedures already in place.

27.1.2 Describing an Object

In developing the classification system, there are three areas that need to be
addressed:

» Object
» Characteristics

» Class

You need to examine the object to be described and define a set of standard
descriptions or characteristics. For instance, for an object such as a vendor,
characteristics that may be used to describe it include how many employees
does the vendor have, is the vendor a minority-owned company, how many
products does the vendor sell, is the vendor a registered small business, and
S0 on.

These descriptions are called characteristics, and each characteristic will have
values or a range of values For example, if we again consider the vendor as
an object and look at the characteristic *how many employees the vendor
has," a valid value could be 20,000. The value can be an exact figure, or the
value can be configured to be a range, if required.

The characteristics are grouped together in a class. The class contains a
number of characteristics that are of similar values. The class is the entity that
is assigned to the material in the Material Master.

A class is associated with a class type. The class type is the key to which
object the class can be assigned. For example, if a class is assigned to class
type 010, then the class can only be assigned to those objects relevant for
class type 010, that is, vendors.

This section provided an overview of the classification function in SAP. The
next section reviews the creation of the characteristic and how it can be used
in classification.

27.2 Characteristics

As already described, the characteristic describes an object, and the character-
istic can have values or a range of values that are valid for each characteristic.
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27.2.1 Create Characteristics

After the company has decided upon a set of descriptive characteristics for an
object, the next step is to create the characteristic. The transaction to create
the characteristic is CTO4. The transaction can be found via the navigation
path SAP Menu - Cross-Application Components - Classification System -
Master Data - Characteristics.

Figure 27.1 Basic Data Screen for Transaction CT04

On the basic data screen shown in Figure 27.1, the following can be
included:

» Description for the characteristic

» Data Type, which can be numeric, date, currency, time, or character
Format of the Data Type, Number of Characters, and so on

Template, if necessary

» Single Value or Multiple Value

» Entry Required flag

¥

L

After the data has been entered for the basic screen, allowed values for the
characteristics can be entered.
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In the value screen, shown in Figure 27.2, the values that have been deter-
mined for the characteristic can be entered. One of these values can be made
a default value by setting the D flag on the value line. If no defined values are
entered, then any value will be allowed.
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Figure 27.2 Values Screen for Transaction CT04

27.2.2 Configuring Characteristics

A number of elements need to be examined when configuring a characteris-
tic. These elements are described in the following sections.

Characteristic Defaults

A number of configuration steps can be performed to allow characteristics to
operate according to the user's requirements. The first of these is to set
default settings for the characteristic. If a certain field must be set in one par-
ticular manner, this can be configured to default to that requirement each
time a characteristic is created. The configuration for the defaults can be seen
in Figure 27.3.

To access the transaction and configure the default settings, use the configu-
ration navigation path IMG - Cross-Application Components - Classification
System - Characteristics - Define Default Settings.
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Figure 27.3 Configuration Screen That Allows the User to Set Defaults for Characteristics

Characteristic Status

The characteristic can be set to different statuses, which are predefined in
SAP as Released, In preparation, or Locked. There is a configuration transac-
tion, shown in Figure 27.4, which allows the configurator to create new sta-
tuses that may be needed by the client. For example, a status can be config-
ured that allows for review.

Figure 27.4 Configuration Screen That Allows the User to Create Mew Characteristic Statuses
To configure the characteristic status, access the transaction using the config-

uration navigation path IMG » Cross-Application Components - Classifica-
tion System - Characteristics - Define Characteristic Statuses.
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Value Templates

The SAP system is delivered with a number of templates that can be used for
the entry of information into the characteristic values. If a new template is
required for a specific characteristic value, then this can be configured.

Many characters are configured to be used in the templates. These can be
found using the configuration navigation path IMG « Cross-Application Com-
ponents - Classification System « Characteristics « Define Template Charac-
ters.
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Figure 27.5 Configuration to Define Characters for Characteristic Templates

Figure 27.5 shows the characters that are defined for use in the templates.
The Usage field determines how the character is used. Following are the
options for the Usage field:
=1
Numeric character that is valid for numeric and character formats.
e 2
Alphanumeric character that is valid for character formats.
= 3
Character that is valid for the character format.
> 4
Preliminary sign that is valid for the character format.
5
Separator that is valid for the character format.
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Accessing the transaction using the configuration navigation path IMG -
Cross-Application Components « Classification System + Characteristics »
Define Templates, allows the user to configure new characteristic value tem-
plates or to modify existing templates.

Figure 27.6 shows the templates that have been configured for use with char-
acteristics.
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Figure 27.6 Configuration Screen That Allows the Creation
and Maodification of Mew Characteristic Value Templates

This section examined the creation of the characteristic and how it is used in
classification. The next section reviews the creation and use of the class.

27.3 Classes

As described in the introduction, a class contains a number of characteristics
that are grouped together.

27.3.1 Create Classes

After the relevant characteristics have been created, the characteristics can be
grouped together by assigning them to a class. The class can be created by
using Transaction CLO2, shown in Figure 27.7, or by using the navigation
path SAP Menu - Cross-Application Components - Classification System -
Master Data - Classes.
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Figure 27.8 Characteristics Assigned to the Class in Transaction CLO2

The basic data screen requires a Class type. The class type is discussed later in
this chapter. The user can enter Keywords that can be used to search for the
specific class. The keywords can be entered on a separate screen within
Transaction CLO2. After the basic data has been entered, the specific cha-
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racteristics that should be assigned to this class can be entered as shown in
Figure 27.8.

This section reviewed the class and how it can be created. The following sec-
tion describes the functionality of the class type.

27.4 Class Type

A class type is an indicator to identify which objects are relevant for a class.
Each class must belong to a class type,

27.4.1 Class Type Overview

As mentioned in the previous section, when creating a class, the class must
belong to a class type. The class type represents the type of objects the class
is being created for. In Figure 27.7 shown earlier, the class MM_OBJECT_
CLASS_01 has been assigned to class type 001, which is the class type defined
for the material object. Consequently, the characteristics in the class will per-
tain to a material. If the user creating the class had entered class type 002,
this would have meant that the characteristics were describing a piece of
equipment because equipment is the object defined for class type 002. Fig-
ure 27.9 shows some of the class types available when creating a class.
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Figure 27.9 Class Types and Objects Assigned to Class Types
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27.4.2 Configuring a Class Type

Many class types are already defined within SAP. However, on occasion, the
user might need to create a new class type. This may be an instance where
the client has a unique combination of objects, that is, a vendor/equipment
combination that has no defined class type. If the client needs to describe
this combination of objects, then the class requires a new class type so that it
accesses the correct tables.

The class type refers to an object. When starting to create a new class type,
the correct object must be selected. If the object is not currently listed in con-
figuration, it can be added.

The configuration for object types and class types can be found using the
configuration navigation path IMG « Cross-Application Components - Classi-
fication System - Classes - Maintain Object Types and Material Types.

A new object can be added in this transaction, as shown in Figure 27.10, by
selecting Edit - New Entries and choosing a new object to include. Most SAP
objects are already included in this transaction.
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Figure 27.10 Partial Object List for the Class Type
To create a new class type, the user selects the object, which is linked to the

class type. The configurator can then click on class types in the dialog struc-
ture to display current class types for that object, as shown in Figure 27.11.
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Figure 27.11 Class Types Currently Assigned to the Object

A new class type can be created for this object by selecting Edit - New Entries
or by using the F5 function key. A screen appears, as shown in Figure 27.12,
for the new class type information to be entered. The new class type (Ty.)
should be a three-character value. The normal protocol is that a new class
type begins with the number 9. However, check with your client's data gov-
ernance group for any policies relevant for classification. A Class type
description should be added for the new class type also.
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Figure 27.12 Mew Class-Type Entry Screen

This section described the use and configuration of the class type. The next
section examines the class hierarchies that can be created in classification.
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27.5 Class Hierarchies

As with other classification systems, the SAF classification system can create
a hierarchy within the class structure.

27.5.1 Creating a Class Hierarchy

A class can be assigned to another class creating a class hierarchy. This can be
created by using Transaction CL24N or by the navigation path SAP Menu -
Cross-Application Components - Classification System - Assignment - Assign
Objects/Classes to Class.

In Figure 27.13, the following are assigned classes MM_Object_Class_02,
MM_Object_Class_03, and MM_Object_Class_04 to be subordinate classes of
MM_Object_Class_A.
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Figure 27.13 Assignment of Classes to a Class Using Transaction CL24N

The class hierarchy can be seen using Transaction CL6C or through the navi-
gation path SAP Menu - Cross-Application Components - Classification Sys-
tem + Environment - Reporting - Class Hierarchy.

27.5.2 Inherited Characteristics

A characteristic is inherited when a characteristic and its value are passed
from a superior class in the class hierarchy to the subordinate classes. The
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main advantage of inheritance is that the end user does not need to enter the
characteristic in the subordinate classes because it has been entered once in
the superior class and then inherited.

This section examined the hierarchies that can be defined for classes that can
be used in object searches. The next section describes the object dependen-
cies that can be defined in classification.

27.6 Object Dependencies

The object dependency in classification refers to the limitations that can be
placed on objects to ensure that the correct classification occurs.

27.6.1 Object Dependency Overview

Object dependencies can force values for characteristics to be allowed only if
a certain value for another characteristic has been selected. For instance, if
the characteristic called Color has values Red, Blue, and Green, and another
characteristic called Finish has values Matte, Gloss, or Semi-Gloss, then the
user can define a dependency that states that only Gloss can be selected for
characteristic Finish if the value Green is selected for Color. This prevents
incorrect characteristic values from being chosen.

27.6.2 Dependency Creation

The method of creating a dependency is as follows. Within the class Transac-
tion CLO2, display the characteristics. To create a dependency between char-
acteristics, select the characteristic required and then choose Environment «
Change Characteristic.

The display will show the change characteristic transaction. Then choose
Extras - Object Dependencies + Editor.

A dialog box will appear that allows you to choose a Precondition, Selection
Condition, Action, or Procedure. After the appropriate object dependency is
selected, the dependency editor will be displayed. In this editor, you can cre-
ate the dependency based on normal syntax.

This section described the use and creation of object dependencies in classi-
fication. The next section examines how the classification system can be used
as a search tool to find objects that have been classified.
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27.7 Finding Objects Using Classification

The standard feature of the classification system is that it can make the selec-
tion of objects easier because they can be found by using values that have
been entered for that specific material.

27.7.1  Classifying Materials

In MM, the most common function through which classification is seen is in
the creation of the Material Master. When a material is created, one of the
creation screens is for assigning classes to the material.

In the Material Master creation Transaction MMO1, the classification screen
allows a class or classes to be assigned to the material, as shown in Figure
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Figure 27.14 Assignment of Classes for a Material in the Material Master Creation Transaction
AMAADT

A class can be selected and then assigned the values for the characteristics as
shown in Figure 27.15. The material can be assigned to any number of classes.

In Figure 27.15, the material 110-000203 has been assigned to class MM_
OBJECT _CLASS 1. This class has three characteristics assigned to it. When
the class is assigned to the object, in this case material 110-000203, values can
be assigned to the characteristics. Of the three available characteristics that
can have values assigned, only two have been entered. The characteristic
named Color of Object has been assigned the value, Green - Color Code
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B02098, and the characteristic Temperature of Object has been assigned the
value of 78.
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Figure 27.15 Selection of Characteristic Values Associated with the
Class Assigned to the Material

27.7.2 Classifying Objects

An object can be assigned to a class or classes. This method is used in the
Material Master creation or to assign many objects to a single class as shown
in Figure 27.16. The Vendor in Figure 27.16 is number 70 and two classes
have been assigned, VENDOR_CLASS 01 and VENDOR_CLASS_02. The val-
ues for the characteristics in VENDOR_CLASS_01 have been entered. The
Characteristic Description is shown, and a Value has been entered for each.
In this example, the characteristic ISO Certified has been given the value Y,
the characteristic Small Business has been given the value Y, and the charac-
teristic, State Approved has been assigned the value N.

Transaction CL20N allows the many classes to be assigned to an object. This
transaction can be found through the navigation path SAP Menu - Cross-
Application Components « Classification System . Assignment - Assign
Object to a Class.
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Figure 27.16 Assignment of Classes to a Single Object Using Transaction CL2ON

Transaction CL24N allows many objects to be assigned to a single class. This
saves time if a new class has been created and needs to be assigned to many
objects, which is shown in Figure 27.17. This transaction can be found
through the navigation path SAP Menu - Cross-Application Components «
Classification System - Assignment + Assign Objects/Classes to a Class.

Figure 27.147 Assignment of Objects to a Single Class Using Transaction CL24N
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27.7.3 Finding Objects

After implementing the classification system by creating characteristics and
classes, assigning classes to objects and assigning values for the objects, the
system can be used to find objects.

The key to finding an object is to use the characteristic values to find the
object or objects that fit the value. The search criteria the end user enters,
and the characteristics and the values assigned, are compared with the char-
acteristic values assigned to the objects.

Transaction CL30N can be used to find objects using characteristic values.
This transaction can be found using the navigation path SAP Menu « Cross-
Application Components « Classification System + Find + Find Objects in
Classes.

The initial screen asks the end user to enter a specific class and class type.
There is a matchcode selection if the end user is unclear about the class
name. The detail screen shows the characteristics for the class that was cho-
sen, and values can be entered against those characteristics. The transaction
is then executed by selecting Find - Find in Initial Class or by using the F8
function key.

The transaction returns all objects that have the characteristic value that was
entered as shown in Figure 27.18.
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Figure z7.18 Objects Found Using the Characteristic Value Entered in Transaction CL30N
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27.8 Summary

This chapter described the classification system in SAP in detail. The classifi-
cation system is a great tool for finding material that may appear to be simi-
lar to other materials but can be found easily using the characteristic value
that has been assigned to it via the classification of the object. Classification
is a long-term process that requires a significant level of commitment from
the client and then ongoing maintenance to ensure that new materials, ven-
dors, equipment, or whatever objects are classified when entered into SAP.
If the classification system is correctly defined and implemented, it offers a
powerful and comprehensive search tool.

Chapter 28 describes the functionality that can be found in document man-
agement. Document management is a part of the central functions and not
part of MM. It is a powerful tool that enables a company to link documents
to objects, such as a material inside the Material Master record.



Document management is a powerful tool within SAP that enables a
company to link important documents to objects within the SAP sys-
tem. Not having to duplicate or move the original document saves
both time and effort.

28 Document Management

The Document Management System (DMS) allows the user to link external
documents to objects within the SAP system. Company documents such as
CAD drawings, technical specifications, MSDS files, and photographs are
often found on different computer systems, in different locations, and in dif-
ferent applications. The DMS allows a company to link these documents to
the appropriate object within SAP. This functionality is very useful for com-
panies that have their documentation scanned and on a central server. These
documents can be quickly linked to the correct objects and be available
through access to SAF instead of having to access a separate system.

28.1 Document Management Overview

Document management is important for companies that are precertified or
certified 1SO 9000. Also, the strict requirements of the new HIPAA (Health
Insurance Portability and Accountability Act of 1996) and Sarbanes-Oxley
Act of 2002 require businesses to manage documents more carefully. DMS
gives auditors and administrators documented evidence of internal controls
that communicate, store, and protect documents. DMS allows unalterable
logs or databases showing who has accessed which pieces of information,
where, and when.

The SAP DMS system uses a document information record to link the docu-
ment to the object in SAP.

28.2 Document Information Record

The document information record is the master record in SAF that describes
the information pertaining to the external document. The document infor-
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mation record contains the external file name and location of the file on the
network.

28.2.1 Document Number

The document number can be defined in an identifier with up to 25 alpha-
numeric characters. The identifier can be internally or externally defined,
and the number assignment can be configured in IMG.

28.2.2 Document Type

The document type is used to categorize the type of document. The docu-
ment type is defined as a three-character field, as shown in Figure 28.1. For
example, DRW is defined as the document type for an engineering drawing,
EBR is the document type for a batch record, and SB is the document type for
a service bulletin.
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Figure 28.4 Document Types Configured for the DMS

The document type can be configured in IMG. The navigation path to reach
the transaction is IMG + Cross-Application Components - Document Manage-
ment + Control Data « Define Document Types.



Document Information Record

Status Switch
The Status Switch indicator shows that the status must change when you
change a field in the document information record after this indicator is set.

Revision Level Assignment

If the Rev. asgmt indicator is set, then a revision level is automatically
assigned to a document with reference to a change number, if used.

Version Assigned Automatically
If the Vers. asgmt indicator is set, a new version number is assigned auto-
matically when the DMS user creates a new version of a document.

Change Document
If the Chg. doc indicator is set, then a change document is created when the
document is changed.

28.2.3 Document Part

A document part is defined as part of a document that is maintained as a sep-
arate document. This may be needed if the original document is large and
can be divided into relevant sections. For example, if a large specification
document has relevant information for many materials, the specification can
be divided into parts for the relevant materials.

28.2.4 Document Version

The document version describes the version number of the document. This
is particularly important in keeping the document current in situations
where modifications may have been made to specifications, engineering
drawings, and so on.

28.2.5 Document Status

The document can be given a status depending on where it resides within the
process. A status may be Released, In Approval, Rejected, Locked, and so on.
The status can be defined in configuration and is shown in Figure 28.2.

The status can be configured using the navigation path IMG « Cross-Applica-
tion Components - Document Management - Control Data - Define Docu-

ment Types.
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This section described the document information record that contains all of
the relevant information needed to link a document. The next section exam-
ines how to create a document,
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Figure 28.2 Document Statuses Configured in the DMS

28.3 Creating a Document

Before an external document can be linked to an object, a document record
must be created in the DMS. This section describes how a document record
is created.

28.3.1 Create a Document

To create a document record, Transaction CVO1N is used as shown in Figure
28.3. The transaction can be found using the navigation path SAP Menu -
Logistics » Central Functions « Document Management System - Document »
Create.

The initial screen allows a Document number to be entered if it is externally
assigned or left blank for an internal number assignment. The document
Type can be added as well as the document Part and Version if applicable.
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Figure 28.3 Detail Screen for Creating a Document Using Transaction CVOTN

Description
Once in the detail screen for creating a document, a long Description should
be added that can be the title of the external document.

Document Status
The Document Status describes whether the document is in its primary
stage, initial stage, locked, or temporary.

Change Number
The document can be linked to a Change Number that links documents for
the change.

The next section describes how the document record that has been created
can be linked to an object.
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28.4 Linking an Object to a Document

After the document record has been created, it is then available to be linked
to an object. This section describes the process of linking a material and a
decument record.

28.4.1 Configuration for Linking Documents

After the document record has been created, it can be linked to the object
that it relates to. For instance, a M5DS can be assigned to the material it was
produced for.

The document type has to be configured to allow links between the docu-
ment type and the object, as shown in Figure 28.4. If a drawing is involved,
document type DRW needs to be assigned to the WEBS element. The link then
must be created between DRW and the object PRPS. This configuration can
be found using the navigation path IMG - Cross-Application Components -
Document Management + Control Data « Define Document Types.
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Figure 28.4 Configuration of Document Types and Links to Objects Within 5AP

28.4.2 Linking a Document to a Material Master Record

The most common link is between documents and the Material Master
record. The Material Master has a built-in link process, and documents can
be linked quickly.
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Using Transaction MMO1 for Material Master record creation, the DMS user
can access the links to document management from the Basic data screen.
The DMS user can select the Additional Data icon from the header menu to
display the additional data tabs for descriptions, unit of measure, European
Article Numbers, (EAN), inspection text, and document data.

When the Document data tab is selected, a screen appears in which linked
documents can be entered, as shown in Figure 28.5.
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Figure 28.5 Entry Screen for Linked Documents for a Material Master Record Using Transac-
tion AAOT

28.4.3 Linking a Document to a Vendor Master Record

Another common object to have linked documents is the Vendor Master.
The vendor can have documents linked to it via the Vendor Master creation
Transaction XK01 or change Transaction XK02, as shown in Figure 28.6.

The document links can be added to the Vendor Master record when the
DMS user selects Extras « Documents.
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Figure 28.6 Linked Documents to the Vendor Created Using Transaction XKD2

This section described how objects and document records are linked. The
next section examines the use of classification functionality with documents.

28.5 Documents and Classification

Using the classification system, characteristics can be used to describe a doc-
ument. This becomes increasingly more important as more and more docu-
ment records are loaded into DMS and finding the correct document
becomes more difficult.

28.5.1 Using Classification for Documents

In standard SAP, class type 017 has been predefined for documents. There-
fore, to create a classification of documents, a set of characteristics can be
created to combine into a class that can be assigned to a document, in the
same way classification is set up for any other object. This is shown in Figure
28.7.
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Using Transaction CL24N, the class can have any number of objects—in this
case, documents—assigned to it. The values for the characteristics can then
be added. This helps the end user find specific documents.

Figure 28.7 Assignment of Documents to a Specific Class in Transaction CL24N

28.6 Summary

This chapter described the processes included in the document management

system (DMS). Most companies have developed or are developing strategies

regarding their documents. Having hard copy documents moving around an

organization can cause delays, errors, and miscommunications. The scanning I
of documents on receipt, for example, invoices from vendors, is one way in

which companies can reduce time between approvals and payment to ven-

dors. Knowledge of the DMS in SAP is key when advising clients on best

practices for purchasing and other areas where document management can

be an issue.
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The preceding chapters examined the functionality that is fundamen-
tal to the SAP Materials Management (SAP MM) module and some
SAF central functions that, although are not part of MM, are used
significantly in MM functions. This chapter examines the lessons
learned from this book and makes suggestions for further skill devel-
opment.

29 Conclusion

29.1 Lessons Learned

The preface indicated that this book would not only be of interest to MM
consultants but also to others who work in some of the related functional
areas such as SAF Warchouse Management (WM) and SAP Production Plan-
ning (SAP PP). This book has shown you that there are many intergration
points among SAP MM, SAP WM, and SAP PP. In addition, those of you
working in more supply chain management roles have seen how the MM
function is key to many processes in the supply chain.

Chapter 2 descibed the organizational structure of the M module, which
makes up the building blocks of MM. It is important to understand how the
client, company, plant, storage location, and warehouse fit together.

Chapter 3 examined the master data, such as the Material Master, Vendor
Master, Batch Management, serial records, and the purchasing information
records. Chapters 4 and 5 expanded on the information reviewed in Chapter
3 and explained the structure of the Material Master file. The Material Mas-
ter file contains all the information for a material that is required by any
department, and accurate data is an important factor to any implementation.

Chapter 6 reviewed the Vendor Master file, whereas Chapter 7 examined the
purchasing information data. To the purchasing department, the Vendor
Master file and the purchasing information record are the basis for successful
procurement. The purchasing department perform negotiations with ven-
dors, and without that correct information in the purchasing data, any sav-
ings made with the vendors will not be realized.
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Chapter 8 reviewed the Batch Master record. The information entered into a
batch is valuable to many parts of the organization. Batch determination is
found in PP, 5D, and WM, so this is an area that is key for integration with
these modules.

Chapter 9 explained how material records are created, changed. and deleted.
The process is reasonably simple in SAP, but each company has its own pol-
icies and protocols that should be followed. The key lesson here is to under-
stand how the functionality works but be more aware of the way your client
wants to implement the function. Chapter 10 discussed the same function
for the Vendor Master file. Again, the process is reasonably simple, but each
company will have its own method of how to create and change vendors.

Chapter 11 started a discussion on the purchasing functionality in MM.
Chapters 12 through 15 discussed the elements of the purchasing suite: the
purchase requisition, request for quotation, bid quotations, and purchase
orders. These elements are not always implemented at a company. Some
companies only use the very basic purchase order and very little else,
whereas others implement the whole suite. Each company will have differ-
ent requirements regarding purchasing. It is important to understand how
the elements work individually and also as a purchasing flow.

Chapter 16 reviewed the external service management functionality. A great
number of companies now use purchasing in SAP for service purchases. This
functionality requires knowledge of the Service Master and how the service
is recorded. As more companies use SAP for the procurement of services, it
will be important to be familiar with how this functionality works.

Chapter 17 began a discussion on consumption-based planning (CBF}), mate-
rials requirements planning (MRP) (Chapter 18), and forecasting (Chapter
19). Although CBP is an MM function based on material consumption, the
planning of material is considered more of a PP function. However, it is
important for the MM consultant to be aware of the functionality behind
CBP, MRP, and forecasting. Many clients will expect the MM consultant to
have as much knowledge of these areas as a PP consultant, so review these
chapters to increase your understanding.

Chapter 20 started a review of the Inventory Management functionality.
Chapters 21 through 23 examined goods issue, goods receipt, and physical
inventory, respectively. Both of the chapters on goods issue and goods
receipt touched on other modules, such as the gooeds issue to a sales order
and goods receipt from a production order. Many Inventory Management
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transactions post to objects, such as a cost center or production order, which
are not part of the MM function. A key lesson is to understand the require-
ments of such inventory movements. Chapter 23 on physical inventory
reviewed integration with WM because counting material can also be per-
formed in cycle counting, which is commonly used in SAP WM.

Chapter 24 examined Invoice Verification, which has key integration with
Financial Accounting (SAP FI). The invoice that is received from a vendor is
traditionally matched with the purchase order and the goods receipt note.
Although the match is defined as part of SAP MM, the accounts payable
module in SAP Fl is used to pay the vendor. One important takeaway from
this chapter is to understand the other ways in which invoices are paid in
SAP, especially the Evaluated Receipt Settlement (ERS). As companies try to
make small savings, the decision to implement ERS can reduce costs but
requires additional configuration, and as a consultant, it is important for you
to understand the principles behind the subject.

Chapters 25 and 26 also reviewed subjects that are more familiar to financial
consultants than to MM folks: balance sheets and the material ledger. Bal-
ance sheet valuation and material ledger are not traditional SAP MM subjects
but are part of the MM function and should be investigated to give you a
more rounded education of the MM module as a whole.

Chapters 27 and 28 described functionality that is found in the SAP central
functions but is used in SAP MM to a large extent. Chapter 27 examined the
classification system, which is used extensively in MM. The functionality is
used in such areas as purchasing release strategy, batch determination, and
in the Material Master record. Chapter 28 described the Document Manage-
ment System (DMS). This allows the linking of documents to objects in SAP,
such as the Material Master. In many industries, it is important to have mate-
rial drawings or CAD/CAM files available, and it is possible to link these with
the material on the Material Master file.

29.2 Future Direction

Whether you are a consultant or a MM expert for your company, this book
has provided valuable information for use in your job function by examining
the functionality of the SAP MM module as it exists today in release ECC 6.0.

Although at this time we cannot predict what will be new or updated in ECC
7, we can consider some of the functionality that you can see today in the
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SAP Supply Chain Management suite (SAP SCM 5.0). The two key areas in
SAP SCM that relate most closely to MM are the Inventory Collaboration
Hub and the Forecasting and Replenishment function.

The Inventory Collaboration Hub is an Internet-based component that allows
vendors easy access to a customer's inventory and demand information.
Master data on plants, vendors, Material Masters, or data records can be
transferred from SAP ECC 6.0 to the SAP SCM. A key element of the ICH is
supplier-managed inventory (SMI), which is a procurement process where
the supplier assumes responsibility for replenishment planning.

The Forecasting and Replenishment function includes functions that you will
recognize from SAP MM, such as Safety Stock Planning. One of the key ele-
ments of the Forecast and Replenishment function is the Collaborative Plan-
ning, Farecasting, and Replenishment (CPFR). CPFR works by having coop-
erative management of inventory through visibility between vendor and
supplier and replenishment of products throughout the supply chain. CPFR
has been a concept since 1995, and SAP is one of the companies working to
develop this concept along with IBM and Wal-Mart.

Although some of you may not have access to SAP SCM 5.0, you should edu-
cate yourself on some of the relevant functionality in the business suite, such
as the ICH and Forecasting and Replenishment. Read any white papers from
SAP or view online demos to get a feel of the functions that are available.

In conclusion, use this book as a valuable guide to the SAP Materials Man-
agement module at work and throughout your career.
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Account Assignment When creating an
SAP requisition, charging the goods andfor
services to a specific cost object and gene-
ral-ledger account on the Account Assign-
Mernt Sscreen.

Account Assignment Category Determi-
nes which account assignment details are
required for the purchase order item {e.g.,
cost center or account number),

Account Determination A system function
that determines automatically the accounts
in financial accounting to which the
amount(s) in question should be posted for
the user during any posting transaction.

Alpha Factor Smoothing function in fore-
casting.

Assembly Products that are combined. An
assembly can be used as a component in
another assembly.

ASAP (AcceleratedSAP) Standardized
methodology for B3 implementations.

Authorizations Access (o a transaction in
the SAF system is based on a set of autho-
rized values for each of the fields in the sys-
tem, Users are given access io the appropri-
ate fields, screens, and data using the
authorization or security programs.

Authorization Cheek Check performed 1o
determine whether a user is authorized to
execute a particular function.

Automatic Reorder Point Planning In
consumption-based planning, if a material
falls below its reorder point, a purchase
requisition is created during the MRP run.

Availability Check Check that is run as
part of a goods movement 1o ensure the
material steck balance does not go nega-
tive.

Backflushing Automatic issue of materials
after they have been used in a production
arder or physically moved.

Base Unit of Measure The unit of
measure for a material from which all other
units of measure for the material are con-
vernted.

Batch An amount of material that is uni-
que and managed separately from others.

Batch Determination Function that allows
a program {e. g., a sales order) to select a
batch based on selection criteria,

Blanket Order Standing purchase order
(contract) with fixed start and end dates for
repetitive purchases from a single vendor.
Requisitioners can purchase against the
arder until the amount of the blanket order
is depleted or the blanket order expires.

Bill of Materials (BOM) List of all of the
items, including quantity and unit of
measure, that make up a finished product
or assembly.

Blocked Stock Valuated stock of a mate-
rial that cannot be used. In the availabilivy
check, blocked stock is *not available®.

Change and Transport System (CTS) A
tool for managing and transporting confi-
guration changes from the development
and quality systems to the production sys-
tem.
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Change Management The change invol-
ved in implementing an SAFP system with
new processes and procedures requires a
level of change management to assist emp-
loyees and management with the effects of
change.

Characteristic Description of a material
that is defined by the user, such as color,
viscosity, elc.

Characteristic Value The value that is assi-
gned to a characteristic when it is used to
deseribe a material, ¢, g, the characteristic
Color, the value may be entered as blue.

Chart of Accounts Consists of a group of
general ledger accounts. For each G/L
account, the chart of accounts contains the
account number, name, and any technical
information,

Class Grouping of characterlstics that In
total describe an object.

Client A self-contained unit in the SAP sys-
tem with its own separate master records
and set of tables.

Company Code Used to represent an orga-
mizational unit with its own complete, self-
contained set of cost objects for reporting

PUrPOSES.

Condition Used to calculate prices, dis-
counts, taxes, etc., according to the selec-
tion of vendor, customer, material, etc.

Configuration The formal process of esta-
blishing the SAF settings to support a com-
pany's specific business rules, validations,
and default values.

Consumption-Based Planning A generic
term for the procedure in materials
resource planning (MRP} for which stock
requirements and past consumption values
are critical.

60

Contract Long-term outline purchase
agreement against which materials or ser-
vices are released according to user
requirements over a specified period of
time.

Cost Center Organizational unit within a
controlling area that represents a separate
lecation of cost incurred. Cost centers can
be set up based on functional require-
ments, allocation criteria, activities or ser-
vices provided, location, or area of respon-
sibility.

Customer A business partner with whom
a relationship exists that involves the issue
of goods or services,

Customizing The process of configuring
the SAF system to meet the business needs
of the company.

Cycle Counting The physical Inventory
that is performed on materials several
times during the year, unlike a yearly phy-
sical inventory.

Dialog Box Part of the GUI It is a window
that is called for by the main transaction
and is displayed in the main window.

Document The electronic record of a
transaction, entered in SAP. Examples
include a material document or an accoun-
ting decument.

Document Management System (DMS)

The system that captures and manages
documents within an organization.

Dunning Notifying vendors to ensure the
resubmission of vendor declarations that
are about to reach their expiration dates.

Electronic Data Interchange (EDI) Elec-
tronic commumnication of business ransac-

tioms, such as orders, confirmations, and
invaices, between arganizations.



EnjoySAP A design of user interfaces that
are visual, interactive, and personal, deve-
loped by SAF. It has new visual aesthetics,
a new interaction model, and a role-based
perscnal user interface.

Factory Calendar Defined on the basis of a
public holiday calendar. Shows the work
days for the dlient.

FIFO—first in, first out Materials and pro-
ducts are withdrawn from stock for sale or
use im the order of their acquisition.

Financial Accounting The SAF module
that monitors real-time values from finan-
cially relevant transactions and maintains a
consistent, reconciled, and auditable set of
books for statutory reporting and manage-
ment support.

Forecast Estimation of the future values in
a time series.

G/L Account—general ledger account A
six-digit code that records value move-
ments in a company code and represents
the G/L account items in a chart of
dccoumnts,

Gamma Factor A smoothing factor for the
seasonal index.

Goods Issue A reduction in warchouse
stock due to a withdrawal for consumption
in-house or the delivery of goods ta a cus-
tomer.

Handling Unit (HU} A physical item con-
sisting of a material and packaging mate-

rial. A handling unit has an identification
number that can be used to recall the data
on the HU,

IDoc {Intermediate Document) data con-
tainer for data exchange between SAP sys-
tems or between an SAP system and an
external system.

Glossary | B

Implementation Guide (IMG) Explains
the steps in the implementation process.
The structure of the MG is based on the
application-component hierarchy and lists
all the documentation that is relevant to
implementing the SAP System.

Inventory Adjustment Correction to the
material stock level due to physical inven-
tory or goods movements.

Inventory Waluation Process of caloula-
ting the value of the material in the plant.

Inwvaice Bill sent to the client from a ven-
dor for goods and/or services delivered.

Item Category Indicator that identifies
whether certain fields are allowed for a
material.

Kanban A procedure for controlling pro-
duction and material flow based on a chain
of operations in production.

LIFO —last in, first out Materials and pro-
ducts are withdrawn from stock for sale or
use in the order of the most recent
purchase.

Lot Size A defined quantity to purchase or
produce.

Manufacturer Part Number (MPN) A
material number that the vendor uses 1o
identify their materijal.

Material Group A group that classifies
materials by commodity or service type
and is used by the purchasing department
for reporting purposes.

Material Type A grouping of materials
with the same basic attributes such as raw
materials, semi-finished products, or fini-
shed products.

Material Valuation The determination of
the value of the material in stock.
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Movement Type Indicates the type of
goods movement. It enables the system to
use predefined posting rules determining
how the accounts are 1o be posted and how

the material master record is to be updated.

Material Requirements Planning (MRP)

A term for procedures in production plan-
ning that take into account and plan future
requirement during the creation of order

proposals.

MRP Controller The person responsible
for a group of materials in MRP at a plant.

MRP List A document in SAP that shows
an overview of the result of the MEP run.

MRP Type A key that controls the MRP
process for a material.

Mavigation Path Transactions are organi-
zed into folders in a directory structure in
the navigation area. A navigation path is
the series of folders you access in order to
find and launch an SAP transaction,

Megative Inventory A logical situation
where the inventory is below zero due to a
goods issue being performed before the
goods receipt has been entered.

One-Step Stock Transfer Issue of mate-
rial one step where the material is issued
and recelved simulancously.

One-Time Vendor A term for a vendor
master record used for processing transac-
tlons with vendors who are not normally
or have never been used.

Operation A manufacturing activity step
in a routing. Used in Production Flanning.

Output Device The name of the printer 1o
which your SAP printouts will be sent,
e. g., LPT1 or U599, Many SAP printers are

labeled with the output device name.

G2

Park Saving a document, such as invoice,
so that changes can be made at a later time.

Physical Inventory The recording of actual
stock levels of materials by counting, weig-
hing, or measuring at a given location at a
specific time.

Pipeline Material A material that flows
directly into the production process such as
electricity from power lines, water from a

pipe, etc.

Plant An organizational unit within the
company code where material is produced,
purchased, and planned.

Procurement Card An item issued by a
company to employees who purchase
material from selected vendors.

Purchase Order Document generated by
the purchasing department. A purchase
order is an official order sent from the cli-
ent to a vendor requesting goods and ser-
vices.

Purchase Requisition A request by a user
or a process to the purchasing department
to purchase certain material at a specific
time.

Purchasing Group A person or group of
people in the purchasing department
responsible for purchasing a type of good
ar service,

Purchasing Information Record An infor-
mation record that defines the specific
details for a vendor/material combination,

Purchasing Organization An organizatio-
nal unit that procures materials or services
and negotiates the conditions of purchase

with vendors.

Putaway Used in warehouse management
ta deseribe the physical movement of the
material into the bin locations.



Quota Arrangement A purchasing concept
that allows the source of supply for a mate-
rial to be determined via quotas decided
upon with a number of vendors: Vendor A
supplies 40 %, vendor B supplies 35 % and
Vendor C supplies 25 %.

Quotation A reply to a request for quota-
tion from a vendor specifying its terms and
conditions for the materials or servers
required by the purchasing departmeni.

Release To approve a purchase requisition
or a purchasing document.

Release Strategy A set of business rules
used to evaluate a purchase document or
line item to determine the type of appro-
vals needed before it can be released.

Request for Quotation (RFQ) Arequestio
a vendor or number of vendors for a quota-
ton to supply materials or services.

Reservation A request to the warehouse to
ensure that certain materials are available
on a certain date.

Routing Defines one or more sequences of
operations for the production of a material

Safety Stock The level of material In stock
below which a material shortage may
QCour,

Scheduling Agreement A purchasing
agreement with a vendor where they sup-
ply material to the customer at agreed
upon days and times.

Serial Number An unique number assig-
ned to a single item. Each item will have a
unique number. For example, each vacuum
cleaner produced at a plant has its own
serial number.

Subcontracting A form of cutsourcing,
where an external vendor produces mate-
rial for the customer.

Glossary | B

Tolerance The dollar amount or percen-
tage by which a document may exceed spe-
cification. For example a tolerance for a
purchase order could be no more than

10 % per line item and no more than $500
for the total of the purchase order.

Transaction Code An unique command
that is a shortcut to run an SAP transaction.
A transaction code can contain letters or a
combination of letters and numbers; e. g.,
MEZ21 for creating a purchase order, or
MMBE for stock overview report.

Transfer Order A warehouse management
term that describes the request to move
material to or from a storage bin.

Transport Request A method of organi-
zing changes to an R/3 system. The trans-
port request records changes made to the
system and controls what is transported 1o
other systems in the landscape: e.g., deve-
lopment to quality then 1o production.

Two-5tep Stock Transfer A procedure
whereby the stock is issued from one plant
and then received at the receiving plant.
This is the same for transfers between sto-
rage locations.

Unit of Measure Defines the amount or
size of the material or service such as botile
(BT}, each (EA), hour (Hr), ctc.

Universal Product Cade (UPC) Standardi-
zed number used in the U.S. to uniquely
identify a material. The EAN number is
used in Europe.

Valuation The process of estimating the
value of the company's stock.

Vendor A business partner from whom
materials and services are purchased.

Vendor Evaluation The functionality that
allows the vendors to be evaluated based
on price, quality, service, and delivery reli-
ability. The evaluation can determine how
a material Is sourced.
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Warehouse An organizational structure
that resides within the Warehouse Manage-
ment functionality. It can be linked to
materials management via the storage loca-
tiom.

Work Center A location used in Produc-
tlon Planning where a manufacturing ope-
ration is performed.

Waorkflow A routing tool in SAP that for-
wards documents for review or approval.
For instance, a requisition that needs to be
approved is sent to the appropriate appro-
ver's inbox.
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Book inventory 465, 469, 475
Balance 465
Book quantity 470, 471
BPICS &1
Bulk material 143, 156, 440
Indicator 156
Bulk Storage 143
Indicator 143
Placement strategy 143
Bundesgesundheitsamt 220
Business address 176
Business Framework Architecture (BEA)
252
Business Information Warehouse (BW)
43
Buyer 279, 280, 281, 286, 287, 304, 339
Buying group 277
By-product 423, 458, 459

C

CAD drawing 541
Calculation
Schema 197, 286
Type 213
Capacity
Constraints 112
Planning 120
CAS number
Pharmaceutical products 112

Index

Cash
Discount 287, 333
Management 187, 191
Outflow 191
Central purchasing organization 354
Centrally agreed contract 354, 356
Certificate of Origin 112
Certificate types 149
Certification 182
Change document 148, 543
Change Number 92, 242, 245, 543, 545
Engineering change number 242, 243
Change request 44, 45
Characteristic 535
Status 527
Value 102, 224, 225, 528, 535, 539
Chart of accounts 45, 46
Check digits 184
Check-cashing time 191
Checking account 183
Chemical industry 75
Class 224, 233, 365, 366, 524, 529, 530,
531, 532, 534, 535, 536, 537, 538,
539, 548
Hierarchy 534
Name 539
Structure 534
Type 224, 366, 524, 530, 531, 532,
533, 533, 548
Classification 224, 324, 365, 366, 523,
524, 534, 535, 536, 540, 548
Data 86
Materials 536
Method 365
Objects 537
Searches 224
Systemr 365, 523, 539, 540, 548
Clearing account 433
Client 41, 42, 44, 337
defining 43
Delivered 42
Dependent 44
Environment 43
Level 76
Organizational structure 43
Sandbox 43
Server enterprise 31
Training 43
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Collective

Number 317
Requirements 162

slip 445
Commercial Price 169
Commission group 127
Commodity code 111
Communication field 178

Company 45, 46, 58, 59, 149, 169, 175,

176, 179, 180, 182, 120, 221, 262,
275, 276, 282, 296, 313, 324, 337,
369, 403, 411, 412, 416, 445, 447,
449, 451, 458, 510, 524, 525

Code 41, 49, 57, 67, 69, 89, 169, 185,

427, 486, 493, 498, 503, 508

Field code 46
Comparison value criteria 332
Competitive bid 327
Component 162

Material 520

Serap 162

Stock 162
Composition 156

Condition 212, 286, 287, 288, 330, 331,

366, 375

Class 213

Tablz 214, 230, 231, 286

Type 212,213, 214, 232, 286
Configurable material 86
Configuration 44, 46, 49, 52, 59, 134,

135, 138, 143, 145, 148, 149, 152,

155, 156, 157-160, 164, 165, 167,

181, 183, 187, 192, 204, 217, 212,

227, 235, 236, 237, 260, 273, 290,

292, 294, 313, 315, 320, 324, 346,

365, 370, 371, 372, 414, 419, 426,

442, 480, 490, 492, 493, 498, 503,

508, 514, 5135, 526, 327, 532, 543, 546

Configurator 292, 302
Configure 41, 180
Confirmation 358

Category 359

Control 360
Consignment 207, 301, 302, 350, 519

Stock 463
Consolidation 179, 513
Constant

Forecast mode! 401, 409

Mean value 401
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Maodel 405
Smoothing factor adjustment 405
Consumption 160, 383, 385, 386, 401,
406, 409, 423
Cost center 345
Criteria 151
Data 396
Figure 115
Mode 160
Planning 31, 298, 383, 385, 388, 393
Vialues 385
Contact address 204
Container requirement 138
Continuous inventory 463
Contract 192, 205, 214, 275, 276, 277,
282, 285, 286, 287, 325, 334, 335,
350, 352, 353, 354, 355, 356, 357,
362, 365, 378
Number 357
Control 513, 517
Key 134, 148, 149
Quantity 146
Reason 414
Screen 178
Controlling area 130
Conversation factor 161
Co-product 156, 256
Correction and Transport System (CTS)
42, 44
Correspondence 193, 194
Cost center 186, 346, 423, 441, 443
Costing 49, 131, 253
Data 170
Department 170, 172
Information 170
Lot size 172
Overhead group 172
Sheer 172
Count
Date 466
Differences 475
Document 465, 466, 472
Error 475
Inventory 416
Procedures 464
Quantity 470, 475
Country 177
Code 177,183
Key 47



Coverage profile 157
Creative pricing 334
Critical part 108
Cross Flant Material Status 98
Cross-border
Account number 183
Payments 183
Cross-client 231
Cross-Project Material Indicator 161
Current assets 497
Current Good Manufacturing Proce-
dures 76
Current liabilities 497
Current stock 391

Customer 36, 37,179, 185, 193, 203,

204, 205, 239, 296, 337, 339, 350,
353, 395, 411, 477, 480, 482, 497
Delivery 411
Field 179
Location 463
Master records 180
Number 179
Regquirements 51
Satisfaction 218
Service 411
Service level 463
Customer Relationship Management
(CRM) 43
Customized report 364
Customizing 42, 44
Cycle
Count indicator 138
Counting 139, 416, 463
Cyclic element 407

D

Dangerous Goods 100
Data

Camversion &1, 83
Rationalization 83
Type 525

Date of delivery 300
Date variance 486
Days of

Inventory 38
Working Capital 38
Days Payables Ouistanding 38

Index

Days Sales Ouistanding 38
Deadline monitoring 107
Default supply area 156
Deletion flag 250
Deletion indicator 323, 423, 425, 427
Delivering Flant 124
Delivery 451, 459

Address 339

Block 271

Cost 288, 333

Dare 37, 108, 299, 305, 316, 318,

322, 339, 358, 360

Note 453, 477

Note number 417

Of goods 358

Quantity 125, 450

Schediude 110, 284

Tolerances 72

Unit 125
Delta factor 407
Dependency 535

Editor 535
Dependent requirements 163, 385
Design

Document 101

Office 98
Detailed planning 255
Devaluation 508

Indicator 169

Materials 515

Percemtage 163, 508, 509
Dewey Decimal 523
Difference quantity 472
Difference value 472
Discontinuation indicator 163
Discontinued 163

Material 163

Part 163
Discount 38, 212, 213, 214, 286, 287,

330, 333, 375

In kind 200
Distribution

Center 430

Channel 923

Requirements planning 165
DMS 227, 541, 543, 547, 548, 549
Document 540, 541, 543, 548

Date 325

fndex 200
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Information record 541, 543
Number 315, 542, 544
Parking 484
Part 227, 543, 544
Record 544, 546, 548
Required indicator 148
Status 543, 545
Type 101
Version 101, 543
Document management 540, 541, 547,
549
For batches 227
Systemr 101, 227, 541, 549
Document type 227, 300, 301, 313, 314,
363, 381, 542, 544, 546
Configuration 300
External number range 300
Double Invoices 191
Downward trend 402
Drugs Controller General of India 220
Dunning &7, 193, 194
Block 193
Clerk 194
Notice 194
Procedure 193, 194
Run 193
Duty
Levied 333
Payment 288

E

EAN 200

Economic justification 282

Effective-out date 163

Electronic Data Interchange (EDI) 37,
180, 181, 192, 199, 278, 280, 342,
343, 345, 358, 352, 362, 411, 477
Transaction s¢t 278

Electronic signatures 365

Email 343, 358
Address 178

Employee 524

Employer Identification Number 179

Empty storage bin 146

End user 539

Engineering change 245
Mandgement 36, 92, 242, 258
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Number 257
Record 257
Engineering drawing 225, 227, 542, 543
Enjoy5AF 340
Environmental Health and Safety 36,
100
Equal Opportunity Act 334
Equipment 298, 540
Equipment category 80
ERF 32
European Article Number 100, 547
Evaluated Receipt Settlement (ERS) 199
Indicator 483
Evidence of internal control 541
Exception message 388
Exchange rate difference 513, 517, 518
Exemption certificate 113, 189
Expected delivery 424
Expected value 378
Expiring stock 239
Expiry date 440, 503
Export certification 113
Exporv/import group 111
External
Assignment 313
Category 359
Confirmation 359, 360
Document 365, 541, 545
File name 542
Model 405
Number assignment 65, 176, 185
Number range 260
Service mamagement 369, 383
Tax system 178

F

Factory calendar 47, 387
Fair Share Rules 165
Fast-moving stock 463
Fax numbers 178
FDA 220, 221
FOA 21 CFR Part 11 220
Field
Groups 69
Selection group 74
Status 69
Final assembly 160



Final entry indicator 380
Final issue 423
Finance department 488
Financials
Accounting 67, 124, 179, 183, 268,
416, 480, 517
Configuration 46
Flow 35, 38
Movement 445, 453
Posting 435
Statement 497
Finished
Goods 85, 221, 395, 435, 454, 458,
459, 464, 497
Goods receipt 458
Material 162
Product 241, 439, 440, 459
First in, first out (FIFO} 170, 503, 5086,
511
Valuation 503, 505
Fiscal Year 159
Bregkdown 45
Variant 115
Fixed
Agreement 393
Assets 497
Lot size 153
Period 405
Source 283
Flag for Deletion 247, 465
Float 122
After production 122
Befare production 122
Time 138
Follow-up material 163
Food, Drug and Cosmetic Act 221
Forecast 117, 152, 156, 159, 385, 386,
396, 397, 398, 400, 401, 405, 406, 403
Calculation 116, 405
Data 114, 404
Initialization 116, 405
Model 115, 117, 400, 401, 405, 408,
407, 408, 409
Parameter 403
Peripds 159
Flanning 159, 395, 397
Profile 95, 403, 407
Regquirements 158, 397, 400
Schedules 110
Sereen 408

Index

Value 116, 397, 406
Forecasting 157, 401, 409
Method 409
Foreign trade 200
Farelgn Trade Data 111
Foreign vendors 188
Formula field 371
Forward consumption 160
Forwarding agent 105, 181
Framework 523
Free
Pelivery af goods 519
Goods 458
Of charge 200, 459
Freeze Book Inventory 465
Freight
Charge 288
Cost 181, 286, 287, 331, 333
Forwarder 181
Group 106, 181
Funds section 497
Future price 168
Future requirements 397

G

Gamma factor 118, 407
General Data 67
General Ledger 185
General Ledger (G/L) 167, 186, 446,
449, 459
Account 167, 185, 346, 371, 480
Account number 302
General-item category group 99
GLM 180
Bar code 180
Global Location Number 180
Global percentage (GP} 314
Goods
Free promotional items 459
Sample products 459
Zero value 459
Goods issue 55, 130, 415, 433, 435, 436,
437, 438, 439, 440, 441, 442, 443,
444, 445, 446, 475
For sampling 443
Fosting 444
Reversal 445, 446
Slip 445
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To production 447
To production order 436
Goods movement 53, 54, 143, 168, 411,
412, 416, 418, 423, 425, 426, 427,
433, 465, 513, 520
Goods receipt 55, 78, 120, 140, 149,
164, 271, 291, 344, 378, 416, 417,
420, 421, 423, 449, 450, 452, 453,
459, 460, 461, 475, 477, 482, 485,
433, 506, 519
Definition 449
Document 139, 280
Inspection 147
Note 453
Fosting 453
Reversal 453
Slip 139
Without production order 458
Government 281
Government regulation 277
Graduated pricing scale 287
Gross price 286
Gross requirements planning 160
Group
Counter 172
Key 179
Task list 172

H

Handling Unit Management 35
Hazardous material number 138
Head office 186
Hierarchical material structure 97
HIPAA 541
Historical

Material consumption 397
Period 405

Value 405
Holding company 43
House bank 192

IBAN 183, 184
IDoc 252
Immediate payment 192
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Implementation 59, 133, 251, 521
Implementation Guide (IMG) 46, 145,
212, 213, 214, 231, 235, 271, 313,
362, 365, 370, 387, 491, 542
Inbound delivery 358, 359
Income tax 188
Incomplete status 225
Incoterms 196
Independent requirement 157
Individual Payment Indicator 192
Industry key 180
Indusiry sector 84, 91
Information flow 34
Inheritance 535
In-house production 90, 161, 299, 449
Initial entry of inventory 456
Input tax 287
Inspection
Interval 148
Lots 148
Memeo 100
Setup 147
Stock 148
Text 447, 547
Type 147
Instance 41
Integration
With other modules 31
Interest caleulation 185
Interim storage
Area 156
Type 55,144
Internal
Assignment 313
Confirmation 359
Document 365
Number assignment 370, 544
Transfer 411
International Bank Account Mumber 183
International Chamber of Commerce
126
Internet 276
Interaperation 122
Time 121
INTRASTAT 111
Inventory 174, 414, 416, 417, 421, 423,
425, 441, 449, 456, 463, 464, 469,
471, 503
Accuracy 416
Adjustments 464



Balamce 456, 465, 475
Comtral 454
Costs 463
Count 464, 465, 468
Count sheet 468
Department 438
Difference 465, 470, 472, 475
Document 472
Inaccuracies 464
Initial load 456
Movement 412
Record 513
Reduction 443
Sampling 463
Srarus 464
System 51
Tums 38
Liser 418
Inventory Management 51, 61, 136,
143, 231, 386, 411, 423, 516, 517
Invoice 38, 149, 190, 195, 199, 217,
280, 382, 477, 478, 479, 480, 482,
484, 485, 488, 491, 493, 494, 495,
506, 549
Amount 488
Block 495
Blocked 430
Date 478
Manual release 495
Posting 485
Prices 168
Receipt 302, 519
Review 494
Invoice Verification 38, 61, 477, 483,
495, 516, 517
Good Recefpt-Based 198
Indicators 72
Invoicing 175
Inward goods movement 52
150 100
2000 54
Certification 182
Issuing material to scrap 448
Issuing storage location 120
[tem category 301, 302, 315, 318, 341,
340, 347, 377, 381
Grogp 99
Item number 282, 339
liem type 99

Index

J

JDEdwards &1

JetForm 336

Just-in-time (JIT) 467
Delivery schedule 156
Inventory 411

K

KANBAN 156

Containers 85
Key performance indicators 38
Keyword 530

L

Label 139

Form 139

Type 139
Label type 139
Last in, first out (LIFO) 170, 497, 498,
500, 503, 511

Method 501

Pool 170

Relevant 170

Valuation 497, 498, 500, 501, 503
Lawson 61
Layer 500

Cuantity 501

Value 501
Leading Zeros indicator 64
Lean WM 137
Legacy 174

Control 113

Data B3

System 61, 62, 66, 83, 133, 456
Legacy numbering scheme &2
Legal Dunning Procedure 194
Legal entity 41
Legal jurisdiction 339
Lexicographical indicator 63
Link documents 225, 227
Loading

Group 130

Requiremengs 130
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Index

Logistics 34, 36, 37
Definition 34
Function 35
Material Management 35
Logistics Information System {L15) 37,
126
Long-term agreement 349
Long-term forecast 411
Lot size 153, 162, 172, 255, 397, 39§,
400
Calcwlarion 153, 154, 388
Data 153
Key 153,154
Lot-for-lot 398
Procedure 153, 397
Sizing 400
Lower tolerance 488
Lowest mean absolute deviation 409
Lowest price quotation 332
Lowest value 506
Determination 169, 506, 511
Principle 506, 511
LVP 506, 511

M

Maintenance assembly 86
Maintenance order 135, 136, 298
Management data 131
Manual
Block 488, 489
Initialization 406
Reorder-point planning 396
Reservation 422, 424
Manual Batch Determination 155
Manufactured product 156
Manufacturer 221
Part 86
Part Number 110
Manufacturing 395, 433, 447, 454, 461
Operation 459
Frogcess 219, 459
Market price 506
Master
File 83
Material 61
Vendor &1
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Master data 83
Client 41
File 81
Protection 41
Master production scheduling 385
Master record 541
Serial number 79
Matchcode 183, 227, 321, 539
Material 49, 51, 138-152, 156-173,
175, 187, 193, 199, 200, 204-223,
235, 239, 246, 247, 253-254, 257,
270-288, 296, 297, 305, 313-320,
331-344, 350, 352, 353, 357-360,
371, 373, 386-398, 401, 406-411,
416-449, 451-482, 497-543
Acceptance 449
Account 446
Ralance 497
Baich 220
Counts 468
Defect 417
Description 96
Discrepancy 470
Document 139, 223, 411, 413, 417,
420, 421, 435, 444, 445, 446, 447,
453
Flow 34, 36
Freight group 105
Growp 65, 97, 200, 205, 207, 208,
296, 300, 305, 316, 318
Hierarchy 97
Incorrect 417
fssue 445, 446
Ledger 167, 513, 514, 515, 516, 517,
518, 520, 521
Level 76,77
Movement 167, 411, 413, 435, 465
Overdelivery 417
Posting 220
Price 506
Quality 443
Receipt 453
Requirements 298, 385, 401
Samples 443
Shortage 157
Statistics group 126
Status 98, 105, 412
Stock 169, 464
Tolerance 222



Type &5, B8, 92, 114, 167, 169, 241,
370, 500, 506, 515
Valuation 511, 515
Valuwe 168, 497
Value change 500
Material Authorization Group 148
Material Master &1, 62, 65, 83, 91, 106,
110, 133, 135, 139, 141, 147, 149,
166, 169, 170, 174, 210, 241, 242,
243, 251, 252, 253, 257, 258, 304,
369, 371, 385, 389, 397, 398, 403,
408, 500, 520, 521, 524, 536, 537, 546
Deletion 247
Fields 174
Files 62, 241
Numbering scheme 82
Record 91, 175, 220, 299, 300, 305,
385, 386, 396, 398, 403, 439, 445,
515, 516, 518, 546, 547
Screens 104, 130
Transaction 62, 241
Material number 62, 64, 70, 73, 92, 200,
243, 300, 318, 339, 370, 386, 413, 436
Attomatic assignment 62
Field 62
Ranges 64
Material price 482
Analysis 517
Determination 516, 517
Group 127
Material requirements planning 395,
400
Key 94
Profile 94
Material/service group 371
Material-description policy 96
Materials deployment 165
Materials Management (MM} 38, 41, 54,
589, B0, 231, 250, 259, 274, 366, 400,
433, 435, 447, 513, 521, 536
Structural organization 56
Materials Requirements Planning (MRP)
36, 37,94, 131, 133, 14%, 162, 163,
253, 257, 283, 285, 297, 385, 395,
397,423, 424, 435
Area 439
Controller 153, 245, 299, 306, 390,
393
Fields 389

Index

Group 150

Indicator 390

Lise 390, 391, 393, 424

Farameter 152

Regquirement 157

Requirements 163

Type 152, 153, 396, 397, 398, 400
Materials-dependent requirements 163
Maximum bin quantity 146
Maximum lot size 153
Maximum storage peried 139
Mean

Absolure deviggion 117, 407

Price 332

Quoration 332, 333

Value 401, 403
Medicines and Healthcare Products Regu-

latory Agency 220
Message 480

Creation 362

Log 480

Quiene 362
Minimum

Bin quantity 146

Lot size 153

Order Quantity 125

Remaining shelf life 140

Safery stock 157

Value guotation 332
Minority

Indicator 187, 188

Owned 524

Owned business 187, 334

Vendor 187, 188
Miscellaneous goods receipt 458
Mixed MRF 160
Mode of transport 200
Model selection field 117, 408
Monitoring confirmation 364
Monthly consumption 386
Move time 122
Movement 168

Indicator 423, 426

Rate 510

Reason for 418, 420

Tvpe 140, 164, 231, 413, 414, 415,

417, 418, 419, 420, 421, 422, 423,
428, 429, 430, 431, 436, 437, 438,
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441, 442, 451, 456, 458, 459, 460,

498, 503

Moving average model 405

Moving average price 168, 445, 520
Control 521

MPFN 110

MSDS 546
File 541

Multi-level price determination 518,
520

Multinational groups 513

Multiple account 349

Multiplier field 115

N

MNational account number 183
Mational Motor Freight Traffic Associa-
tion 181
Megative scasonal trend 403
Megative stock 130
Megotiated price 279, 280
Met price field 330
MNet-requirement

Calculation 388

Quantity 388
Network 423, 542
Nonbatch managed 220
Monmoving item 169
Monstock 87

ftem 73,297

Materfal 72, 88, 298
Monvaluated material 88
Monvariant part 160
Nonworking day 387
Mumber assignment 315, 542
Number range 260, 261, 266

O

Object 187, 200, 217, 523, 524, 531,
532, 533, 535, 536, 537, 538, 539,
540, 541, 546, 547, 549
Client dependent 42
Client independent 42
Dependency 535
Type 532
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Obsolete 402
Occupational category 523
Office of entry 200
Offsetting adjustment 470
Old material number 98
One-step Procedure 427, 428, 429, 430
One-step removal 144
One-time
Delivery 291
Performance 278
Vendor &8, 272,273
Operating supplies 86
Operation 133, 156, 297, 298, 385, 439,
440, 463
Time 440
Optimization level 408
Optimum lot-sizing procedure 154
Order 199
Accuracy 119
Ackrowledgement 358, 359, 360
Currency 196
Settlement 516
Type 120, 340
Unit 105
Ordering address 204
Ordering costs 154
Order-to-delivery 411
Organizational level 386
Organizational structure 46, 53, 59
Origin group 172
Out of tolerance 221
Outline agreement 282, 284, 285, 285,
287
Outline purchase agreement 349, 350
Output format 362
Cutput message 362
Outstanding purchase orders 106
Overall functionality 31
Overall limit 378
Over-delivery 107
Overhead cost 172

P

Packaging 139
Requirement 108
Retwrmable &7



Returnable transport 87
Reusahle B7
Packaging material 88, 101
Group 101
Palletization 144
Parked 484
Starus 484
Partner
Bank type 184
Function 67, 202, 203
Payment
Block 192
Block keys 192
Instructions 182
Method 67,192
Period 190
Process 480
Program 480
Rules 480
slip 180
Term 67,130
Transaction 182, 183
P-card 38
Percentage
Assigrment 349
Basis 332
Discount 508, 511
Limit 485
Value 4838
Performance capability 334
Period 513,517, 518
Indicator 115, 140, 158, 386
Periodic unit price 513
Personnel number 189
Pharmaceutical industry 76, 219, 2320,
221
Physical count 468, 469
Document 462, 473
Document number 471
Physical document number 472
Physical inventory 88, 138, 139, 416,
461, 463, 464, 465, 466, 468, 469,
470, 475
Account 475
Count 464, 465
Count document 465
Count sheet 464, 466, 468
Document 462
Physical stock 130

Index

F!'cking 54, 137, 146
Area 137
Quantities 146
Storage type 142
Ticket 445
Fipeline 87, 207
Handling 90
Material B7
Placement 54
Strategy 51, 143
Planned
Count 138
Delivery times 161
Goods fssue 435
Movement 422, 423
Order 110, 156, 164, 299, 388, 392
Order reduction 164
Production 397, 400
Purchase 88, 397, 400
Reguirement 160, 398
Planner 388
Planning 523
Area 255
Calendar 153, 386
Cycle 153, 398
Department 152, 153, 157, 160, 161,
164, 283, 299, 358
File 388
Function 159
Group 187
Material 160
Method 383, 385
Plame 160
Procedure 398
Process 388, 3920, 392
Result 390
Run 153, 159, 299, 388, 390, 400
Strategies 159, 160
Time fence 152
Type 256
Flant 41, 48, 49, 50, 51, 53, 58, 118,
133, 137, 140, 145, 147, 148, 155,
248, 250, 253, 256, 257, 282, 283,
285, 286, 305, 341, 344, 354, 387,
388, 411, 412, 421, 427, 428, 429,
430, 447, 463, 464, 466, 483, 500,
508, 517
Definition 47
Engincering B4
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Index

Equipment 85
Level 77,113, 253
Maintenance 85, 110
Prerequisite 47
Stock level 390, 454
Transfer 430
Plant Maintenance (PM) 79, 80, 298,
3&9
Department 133, 135
Plant-Specific Material Status 105
Points 293
Post to Inspection Stock 108
Postal code 177
Posting
Date 472, 478
Differences 55
Invoice 484
Meovement type 473
Perfod 115, 159
Posting Block Indicator 465
Post-office box 178
Precondition 535
Preference status 113
Price
Actual 331
Determination 98, 288, 518, 520, 521
Difference 517, 518
Disconmes 333
Effective Determination 335
Fluctuation 513, 521
Linit 168
Value 488
Varfance 482, 486, 493
Price calculation schema 212
Price comparision 331, 333
Selection criteria 331
Price control 168
Fricing 477
Agreement 287
Condition 127, 230, 287
Date Control 197
Determination 197
Procedure 181, 197, 212
Scale 287
Procedural picking 51
Process order 120, 129, 231
Processing time 121, 406
Procurement 37, 61, 148, 153, 155, 395
Cost 333
Cycle 149
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Proposal 388, 390, 392, 397, 398, 400
Type 154
PRODCOM Mumber
Foreign Trade 112
Product 409
Attribute 128
Cost estimate 172
Hierarchy 98
Recall 76, 221, 223, 239, 417
Production 120, 156, 157, 159, 164,
247, 274, 350, 388, 393 400, 405,
433, 435, 440, 449, 456, 458, 459,
461, 513
Date 140, 222
Delays 122
Department 153
Order 97,120
Process 87, 118
Run 121
Schedule 37,119, 358, 470
Scheduling profile 120
Storage location 120, 156
Umir 118
Unit of measure 118
Version 162, 253, 254, 255, 256
Production order 36, 37, 73, 153, 154,
156, 172, 231, 297, 298, 415, 418,
421, 422, 435, 436, 437, 438, 439,
440, 444 444, 449, 454, 458, 459, 475
Number 436, 454
Routing 297
Settlement 517
Production Planning (PP} 36, 49, 98,
230, 393, 400, 447, 458
Froduction process 155, 156, 172, 221,
366, 416, 438, 440, 441
Production resources/tools (PRTY 85,
104, 133, 134

Frofile
Description 79
Dymamic 125

Profit center 130
Accounting 130
Project 336
Schedule 119
Segment 161
Stock 161, 168
PET 133,135
Fublic safety 220



Purchase
Department 349
Document 366
Group 341
Information record 73, 97, 483
Line-item 340
Price 286

Purchase order 72, 105, 148, 149, 181,
193, 196, 197, 214, 216, 217, 270,
271, 273, 279, 280, 283, 286, 287,
288, 298, 299, 308, 309, 313, 323,
325, 334, 339, 340, 341, 342, 343,
344, 345, 346, 348, 349, 354, 357,
358, 360, 362, 363, 365, 366, 373,
377,378, 379, 380, 381, 382, 393,
398, 416, 417, 420, 423, 424, 449,
450, 451, 452, 458, 459, 460, 477,

478, 479, 480, 482, 483, 485, 506, 519

Acknowledgement 359
Canceling 288
Creation 358
Date 280
Line item 344
Number 280,339, 342, 380, 451, 452,
458, 473
Special terms 280
Text 214
Purchase requisition 110, 199, 275, 276,
297, 298, 299, 300, 301, 302, 304,
305, 306, 308, 309, 312, 313, 323,
339, 340, 350, 352, 365, 366, 388,
391, 392, 393
Assign automatically 310
Assign manually 310
Follow-om functions 309
Cost center 309
Delivery date 309
Item category 309
Material group 309
Indivect 298
Nonstock material 298
Purchasing 31, 56, 62, 67, 86, 104, 175,
176, 177,172, 202, 220, 241, 388,
393, 549
Condition 211
Conditions 105
Comsultant 275
Cost 154

Index

Data &7, BB, 195
Function 364
Group 59,72, 300, 304, 305, 315,
325, 326, 350
Information 149
Information record 72, 205, 206, 207,
208, 210, 211, 212, 214, 216, 217,
273, 285, 287, 506
Order Unit of measure 105
Oueput 362, 367
Process 482
Requisition 297, 299, 301
Value key 106
Purchasing department 175, 176, 190,
196, 197, 199, 200, 203, 204, 274,
275,276, 277, 278, 279, 280, 281,
282, 287, 288, 289, 292, 295, 299,
306, 312, 313, 314, 319, 326, 327,
329, 331, 333, 334, 335, 336, 337,
339, 342, 343, 345, 349, 350, 352,
354, 382, 383, 392, 393, 418, 459
FPaints 210
Policies 288
Tolerances 211
Purchasing documents 197, 200, 365,
366, 367
Category 325
Purchasing organization 57, 58, 59, 176,
207, 210, 262, 267, 269, 270, 282,
286, 292, 294, 295, 296, 315, 325,
326, 331, 334, 350, 354, 363
Assign 58
Configuration 57
Data 210
Push indicator 165

Q

Qualily for Free Goods Discount 105
Quality 290

Assurgnce 149, 221

Certificate 149

Control 221

Department 148, 149, 223, 224

Information 148

Inspection 108, 147, 223, 417, 427,

453, 457, 459, 463, 464, 493
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Index

Inspection stock 441
Inspection text 445
Inspection user 148
Inspection worklist 227
Notification 148
Performance 278
Regquirement 147
Testing 227
Testing document 225
Quality Management 36, 147, 148, 182,
258
Quantity
Basis 85, §2
Contract 354, 356
Formula 135
Partial 454
Variance 486, 493
Quota arrangement 109, 285
Usage key 109
Quotation 277, 278, 287, 288, 315, 317,
329, 330, 331, 332, 333, 335, 337,
350, 352
Comparison 333
Deadline 317, 322
Price comparisan 331
Rejection 336
Refection notice 336

R

R/2 32
Random variation 408, 407
Range of coverage 157, 506, 508, 509
Value 508
Range of values 524
Rate-based planning 256
Raw material 156, 275, 459, 464, 497
Real-time reports 411
Reason code 320
Reason for movement 418, 442
Rebate 210
Agreement processing 127
Arrangement 210
Recall 221
Receipt days’ supply 388
Receipt note
Individual goods 453
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Receipt of material 449
Receiving dock 303
Receiving plant 76, 77, 430, 431
Recipe 227
Recipient type field 189
Reconcile 186
Reconciliation 186

Account 67, 185, 186
Recount 470, 471

Document 471

Material 470

Physical inventory

Document 470

Tranasction 471
Recycling 417
Redundant records 83
Re-engineering 411
Reference quotation 331
Region 177

Code 47
Regression analysis 408
Regulatory body 220
Rejection letter 336
Rejection of RFQ 363
Release 32, 33, 225, 354
Code 324, 366

Condition 366

For payment 187

Group 187, 324, 366
Indicator 366

Order 350, 354, 357
Policy 367

Procedure 323, 365
Purchase requisition 365
Status 225

Strategy 324, 366, 367, 378
Reminder letter 193
Removal strategy 143
Reorder

Level 389, 396

Point 385, 395, 396, 400
Point planning 152, 395, 397
Quantity 153
Repairs 389
Repetitive manufacturing 163, 256, 350
Indicator 163

Profile 163
Repetitive manufacturing profile 164



Replacement part 129
Replenishment quantity 146, 389
Request for information 281
Request for quotation 175, 271, 276,
313, 321, 323, 325, 327, 365
Requirement
For confirmation 359
Quantity 388
Situation 39
Tracking number 308, 316, 321
Requisition 352
Requisitioner 277, 281, 282, 297, 299,
304, 305, 306, 308
Reservation 421, 422, 423, 424, 425,
427, 433, 435
Automatic 422
Creation 422
Date 426
Definition 421
Ling item 426
Stock transfer 422
Retention
Days 425, 427
Period 427
Return 247, 415-421, 433
Agreement 210
Clause 417
Defivery 417, 420
Palicy 334
Process 433
Return Material Authorization 417
Returnable packaging material 417
Revaluate 513
Revaluate stock 513
Revaluation 517
Reverse logistics 417
Reverse movement type 428
Revision level 257, 258, 543
Assignment 543
Number 257, 258
RFQ 214, 278, 281, 313, 314, 315, 3217,
318, 320, 323, 324, 325, 326, 327,
329, 331, 333, 334, 335, 336, 3062,
365, 373
Date 315
Delivery schedule 318
Document number 315
Number 321, 331
Type 314
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Rough cut planning 142, 256
Rough goods recelpt 359
Rounding errors 168
Rounding quantity 146
Route-scheduling 129
Routing 297, 439
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Safety
Data shipping 101
Time 157
Safety Data Sheet 101
Safety stock 157, 396
Dymamic 157
Level 391, 396
Range 157
Sales
Document 59
General data 128
Information B6
Order 124, 345, 423, 464, 475
Order stock 167
Organization 33
Structure 98
Unit of measure 123
Sales and Distribution (3D} 36, 230, 231,
258
Sales organization 62, 241, 248, 250
Sample
Material for 443
Test 443
Sampling 415, 435, 444
Account 443
SAP
Client 42
EarlyWatch 42
Queries 364
Retafl 88
Seript 326, 336
Sarbanes-Oxley Act 541
SCAC code 181
Scale 214, 287, 376
schedule
Date 423
Delivery 400
Line 388, 392
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Manager 481
Variance 493
Scheduling agreement 110, 282, 283,
284, 287, 288, 325, 350, 351, 352,
354, 355, 362, 365, 393, 506
Number 351
Schema group 197
Scope of list 325
Scoring
Criteria 294
Method 20
System 294
Scrap 154, 179, 440, 442, 447
Matertal 440, 441
Quanrity 439, 440
Scrapping 435, 441
Account 441
Costs 441
Marterial 442
Procedure 441
Search
Criterig 539
Parameters 224
Procedure 230
Strategy 230
Term 177
Tool 540
Type 233
Seasonal
Elements 407
Fluctuation 117, 406
Forecast mode! 116, 405
fndex 407
Market 403
Meodel 402, 405
Patrern 403, 408
Trend model 403, 405
Second order trend model 405
Selection
Criteria 233, 326, 333, 363, 425, 495,
501, 507, 509, 511
Field 233
Method 162
Procedure 117, 406, 408
Type 233
Sell by batch 239
Semi-automatic criteria 295
Semifinished goods 78
Semifinished product 86
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Serial number 79, 80, 82
Profile 79, BO
Usage 80
Serializing procedures 80
Servers 41
Service 200, 206, 218, 275, 279, 288,
296, 299, 302, 314, 315, 316, 317,
331, 348, 349, 350, 354, 369, 370,
375, 379, 383, 385, 477
Bulletin 542
Category 370, 373
Entry sheet 365, 369, 379, 380
Financial posting 371
Level 157
Management 375
Number 370, 379
Purchase order 378
Sheet entry 378
Specification 369, 378
Type 373
Service Master 369, 371, 373
Service-agent procedure group 181
Service-Based Invoice Verification 200
settlement of production orders 519
Settlement rule 256
Shelf life 140, 223
Characteristics 136
Data 139
Dhate 222
Shipping 130
Document 112
Instruction 108
Instruction indicator 108
Point determination 130
FProcess 129
Ship-to address 280
Short-term labor requirement 1192
Significance test 406
simple algorithm 134
Simulation 480
Single account assignment 348
Single source 281, 285, 313
Single sourcing 280, 282, 411
Single-level
Material price determination 518
Price determination 518, 519
SLED 140, 223
Rounding rule 140
Slow movement 510



Smallest mean absolute deviation 406
Smoothing factor 117, 406, 407, 409
Social Security number 179
Sole proprietor 202
Sole Source Justification 281
Sort key 186
Sort sequence 233
Source 284
Determination 271, 283, 285
List 105, 280, 282, 283, 285, 341
Of supply 283, 285, 341
Spare part 85
Special
Condition 58
Goods movement 143
Movement indicater 143
Procurement key 155
Starus 417
Stock 463
Specification 227, 543
Testing 76
Split valuation 167
Splitting indicator 159
Standard
Report 364
Service Catalog 373
Text 135
Standard Carrier Alpha Code 181
Standard Occupation Classification Sys-
tem 523
Standard price 65, 168, 446, 513, 518,
519
Comirol 518
Static rounding profile 125
Statistical data 217
Status switch indicator 543
Stochastic 488
Block 490, 491
Stock 50
Account 475
Available 422
Balgmee 457, 519
Blocked 417
Check 80
In quality inspection 417
In transit 429, 430, 431
Initial creation 416
Level 4171, 445, 449, 453, 464
Movements 392

Index

On-Hand report 464
Outs 461
Crverview 412, 422
Flacement 143, 429
Flant 452
Posting 433
Removal 142, 146, 429
Requirements List 320, 391
Reserved 422
Slow moving 430
Special 428
Special Stock indicator 428
Tramsfer 147, 302, 350, 411, 427, 433
Transport scheduling agreement 351
Unrestriceed 417, 422, 429, 431
Storage
Address 51
Condition 137
Costs indicatar 154
Indicator 142, 143
Location 41, 50, 51, 52, 53, 54, 55, 62,
93, 136, 156, 241, 256, 388, 389,
390, 411, 412, 421, 423, 427, 428,
429, 430, 431, 432, 452, 463, 464,
466
Automatic creation 52
Level 389
Physical 50
Planning 3289
Search 143
Section 56, 137
Section search 143
Strategies 142
Tramsfer 430
Type 54, 55 56, 142, 144, 146
Unit handling 144
Storage bin 54, 55, 56, 136, 145, 146
Stock 145
Strategic alliances 334
Strategy
Group 159
Type 231,233
Street address 177
Structured framework 523
Subassembly planning
With final assembly 160
Without final assembly 160
Subcontracting 206, 301, 315, 350
Subcontractor 298, 364
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Subcriteria 290, 291, 295
Subledger 185, 186
Subordinate class 534, 535
Subsequent settlement 199
Superior class 534, 535
Supply Chain 34, 36, 38
Management team 37
Supplying plant 430, 431
Surcharge 287, 375
Syntax 535
System performance 42
System support 42

T

Takt time 154

Target
Dollar amount 352
oM 149
Quantity 352
Value 358

Task
Group 172
Group list 172
List 135,136, 256
Type 172
Usage 133

Tax 180, 213, 375
Amount field 479
Calewlation 288
Calcwlation procedures 124
Category 124
Classification 124
Code 105
Condition 288
Condition tables 124
Details 479
Identification number 179
Indicater 105, 371
Information 178
Jurisdiction code 177, 180
Price 169
Raee 288
Regulations 416
Type 179
Lise 124

Taxable service 371

Taxware 178, 180
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Technical specifications 541
Temperature conditions 137
Terms and conditions 327, 349
Terms of delivery 352
Three-way match 38, 280, 477
Threshold value 472, 490
Time-phased planning 153, 395, 398
Tolerance 190, 191, 440, 470, 485
For chemical materials 443
Growp 190
Indicator 485
Key 485, 486, 493
Limit 106, 485, 486, 487
Over-delivery 107
Under-delivery 107
Under-delivery percentage 120
Total
Consumption 386
Planning run 150
Price condition 375
Replenishment lead time 161
Shelf life 140
Tracking limit 116, 406
Trade definition 196
Trading goods 85, 86, 104
Partner 173, 334
Revenues 127
Transaction set 359
Transaction variances 516
Transaction-based material price determi-
nation 520, 521
Transfer 413
Between plants 430
Company code 432
Plant-to-plant material 432
Posting 423, 427, 464, 519
Transport
Confirmation 358
Order 300
Transportation 282
Area 106
Department 181
Group 129
Information 105
Requirements 129
Vehicle 130
Trend 117, 406, 407, 408
Model 402, 405
Patterm 117
Value 118, 407



Trial posting 480

Two-step picking 144

Two-step procedure 427, 428, 429, 430,
431

Two-way match 38, 199, 477, 482

U

U.5. Department of Transportation 181
Unalterable log 541
Unequal weighting 292
Unique task list 172
Unit of measure 96, 141, 160, 208, 305,
379, 547
Unit price 281, 518
Universal Product Code 100
Unlimited Over-Delivery 121
Unplanned
Basis 438
Consumption 386
Goods issue 438
Iisuwe 435
Service 378, 379
Unrestricted 417, 463
Status 78
Stock 429, 430, 441, 459
Urging letter 209
Usage decisions 148
Usage value formula 135
User group 235, 237, 238, 239
View 235
Use-tax responsibility 179

v

Validation 184
Validity date 212, 255, 285, 352
Range 317
Validity period 288, 373, 382
Valuated transaction 517
Valuation 166, 168, 170, 497, 504, 513,
515
Area 89, 498, 503, 510
Category 167
Class 167, 371, 506, 515
Level 49
Method 506, 511

Index

Valuation-relevant transactions 516
Value
Actual 405
Contract 354, 356
Determination 501, 506
Limit 382
Templates 528
Variable
Artributes 87
Order Unit 105
Sales Unit Not Allowed Indicator 124
Varlance 292, 293, 464, 485, 488, 493
Locarion 470
FPercentage 473
Positive 498
Types 485
Within tolerance limit 485
Variant Configuration 35, 86, 101
VAT 180
Vendor 36-38, 57, 110, 142, 175, 176~
214, 220, 221, 223, 259-289, 2093~
297, 312, 313, 320, 322-329, 331~
363, 382, 398, 411, 416421, 449,
450-451, 459, 477, 478, 480, 482,
483, 488, 431, 523, 524, 540, 547, 549
Account 185, 186
Account group 70, 204
Acknowledgement 359
Address 320
Batch number 223
Confirmation 358
Creation 67
Declaration status 113
Definition 66
Puplicate record 83
Evaluation 108, 288, 290, 292, 294
Main criteria 290
Subcriteria 2920
Master 65
Master record 66, 106
Name 176, 182
New 276, 277
Numberranges 70, 260, 262
Numbers 70, 176, 184, 185, 186, 204,
267, 282
Partner code 203
Furchasing data 195
Recipient type 188
Return material to 417
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Selection 320
Sole 175

Vendor Master &6, 175, 176, 178, 180,
189, 192, 204, 210, 259, 260, 261,
262, 264, 265, 266, 267, 270, 273,
274, 547
Purchasing information 195
Renumber 189

Vendor Master record 189, 190, 263,
24, 208, 269, 270, 273, 483, 547

Vendor Sub-Range (VSR} 200, 209, 210,
259, 273

Verification 182
Level 182

Version assigned automatically 543

Version number 227, 543

VERTEX 178,180

Volume Rebate Group 127

w

Wait time 122

Warchouse 41, 54, 55, 56, 136, 142,
143, 144, 145, 146, 220, 441, 445,
453, 456, 463, 404, 503
Number 93, 248
Section 464
Stock 388
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Warehouse Management (WM} 36, 51,
53, 54, 136, 137, 141, 143, 144, 230,
231
Movement fype 143
Unit of measure 141

WES element 546

Weighted moving average 117, 405

Weighting key 289

Wholesaler 281

Withdrawal 415

Withhelding tax 185, 188, 189

Women-owned business 334

Work
Center 122, 439
In process 497
Scheduling 86, 130, 220, 253

Workflow 38

Working capital 497

Y

Yearly inventory 463



