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Introduction

• SAP Product Costing offers powerful capabilities, but its complexity can make it difficult to 
understand where costs, variances, and margins are truly originating. Can you run a trial balance 
and clearly explain the drivers behind your product margins?

• This session explores key concepts of absorption costing and variance analysis in SAP S/4HANA, 
along with practical reporting options to help finance and controlling teams gain greater visibility 
into product profitability. Drawing on real-world implementation experiences, we will highlight 
important design considerations, common challenges, and proven approaches for building 
effective costing and reporting solutions.
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Topic #1 Objectives of Costing

Theoritical concepts around product costing and profitability analysis



Objectives: Product costing and Cost Flow

https://www.youtube.com/watch?v=y6DAuTA0x9c

All companies have costs: 
Organize, classify , set 
standards, plan, measure-→ 
this is PRODUCT COSTING



Objectives: Profitability Analysis

https://www.fathomhq.com/blog/profitabilit
y-analysis-a-comprehensive-guide

Does your company do this? 

https://www.costperform.com/product-
profitability-analysis-definition-and-examples/



Objectives of Costing: Linking Cost Flow with Profitability 

Set 
Standard

Track and 
Assign 
Actuals

Analyze 
variances

Control, 
Manage 
and Plan

Costs linked to 
revenue / profit 
in plan and 
actuals 



Topic #2 SAP Building Blocks 

SAP standard functionality offers a lot all you have to do is set it up



Building Blocks: SAP Value Flow

• Click to add column 1 bulleted content • Click to add column 2 bulleted content
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• Add bulleted text here

Building Blocks: Cost Flow in SAP
Set 

Standard

Track and 

Assign 
Actuals

Analyze 

variances

Control, 

Manage 
and Plan
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Actuals
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variances

Set 

Standard



Building Blocks : Product Costing cost components backbone
Set 

Standard

Track and 

Assign 
Actuals

Analyze 

variances

Control, 

Manage 
and Plan

• Product costing is the activity that determines the standard cost for a material that is bought, or manufactured

• Standard Cost estimates are planned costs for products saved by cost components/ cost elements

• Standard Cost estimate is saved as the standard cost for each material plant

• Standard cost estimate is used to track against the actual costs for each material or component, the cost components during supply chain execution:

• Plan / target

• Actual 

• Variance

▪ When Inventory is sold, the standard cost components PLUS the variances make up the COGS 

▪ This allocaction is done via material ledger, and other functions providing LIFO, FIFO or MAC and completing cost flow 

Planning Actual 

Material Std 
Planned Price 1
Vendor Price 

Issue part

Buy part 

Activity Rates Wages
Fringe to cost 
center

Activity Rates 
Costing Sheets

Wages, 
Invoices to 
cost center

Additive Costs Freight Invoice
Duty Invoice

Cost 
Component

Value at 
Standard 

Itemization

10 Materials/ 
FOB

200.00 591000

20 Labor 200.00 590000

30 Overhead 90.00 590001

40 Factory OH 10.00 590001

50 Freight 0.00 661xxxx

Total 500.00  / 10 EA

COGS 
550xx0/1/2

Variances

Manufacturing 
variance

Purchasing 
variance 

Freight Duty 
variance

XYZ FERT  Manufactured Material 



Building Blocks: Cost Flow is based on the standard cost 
estimate 

Production order
XYZ FERT 
Plan Yield 20 EA
Act Yield 21 EA 
Plan Scrap 1 EA
Actual Scrap 1 EA

Cost center 
72635

Sale to customers 10 EA
COGS $ XXXX include 
expected scrap  

Stock

Confirmation
Record yield 10 EA 
Record Scrap 1 EA

Activity 
Confirmation Oh/ lab 
590000 25 MIN

Settle variances
595001 
580001

Goods issue 
materials 10 EA
591000

Good receipt 
11 EA

KKS2 Calculate 

scrap and 
manufacturing 
variances

to COPA 

MR21 or loading a standard ONLY will put 
the cost into MATERIAL cost component

XYZ FERT  Manufactured Material 

Customer Bob and Bobs trading 

Actual postings come from automatic / 
other modules will trigger postings onto 
the production order, and off the 
production order 



Building Blocks: ACDOCA and the SST 
 

All transactions 
posting for production 
and distribution  are 
made  into the SST



Building Blocks: ACDOCA  and COPA
 

COPA Segment 
Characteristics will 
appear on ACDOCA 
in S4



Topic #3 How does it really look in SAP

SAP standard functionality offers a lot all you have to do is set it up, but that 
takes a lot of understanding of your business requirements, and your accouting 

flow→ following functions are needed



How does this look in SAP accounting for production distribution  
 

Monthly activity of production, receipts, deliveries, 

Costs flow but not 

expensed

Expenses



How does this look in SAP accounting variances allocations period end
 
 

Period End, Actual Activity Valuation, Material Ledger 

Expenses

Costs



How does this look in SAP cost center & production order  classic
 

Cost Center Absorption 

Production Costing



How does this look in SAP cost center & production order fiori 

 

If each section is managed then :

 the trial balance is accurate
 all costs are allocated
 ready for reporting or s
 ending to other reporting or cosolidaiton systems 

WIP  + Variance + production 
costs  = 0  

Cost Center Absorption 



How does this look in SAP GL and COPA baseline
 

Standard COPA (now market segment )report  sourced 
all from acdoca 

Standard GL based report with GL hierarchy (FSV)

COPA (now market segment )report  customer margins

https://productive.io/blog/best-financial-reporting-software/



How does this look in SAP Material ledger functions  

 

Set 

Standard

Track and 

Assign 
Actuals

Analyze 

variances

Control, 

Manage 
and Plan

Material ledger track variances, and re allocates them
It is complicated but removes manual work for accounting
Understand the transactions flowing into and out of material ledger including 
 Purchase variances
 Production variances
 Costing of materials 
 Stock transport orders
 Cost Center actual costing (activity rates with actual )
Postings from variance into COGS, or inventory or another material 



How does this look in SAP GL accounts cost elements hierarchies

 
Chart of accounts so numbers support cost flow and make it easier to 
understand/ report
 Include allocations or ignore
 Account ranges for management legal and consolidation
 e.g.Production/ Conversion/ WIP and COGS +SGA
 Other attributes to consider in reports
Confirm costing flow via cost element types e.g. activity types, costing sheets, 
assessments



How does this look in SAP allocations
S4 Universal Allocations 

For example:allocate the costs that are considered part of conversion costs to be absorbed in activity rate 
Can include supply chain management, production managers from corp, electricity etc:
Can allocate from cost centers to:
 cost center that is absorbed by a costing sheet, or by activity types→ part of cost flow
 any objects on the COPA segment e.g. customer, or product, or sales order item → period expense direct to COGS
Allocation base to be determined e.g. revenue $
Account to be mapped into reporting--> type 41  depending on the type of allocation
Postings are in ACDOCA
 

https://sapinsider.org/use-the-indirect-activity-allocation-cycle-
to-calculate-and-post-sender-activity-quantities/



How does this look in SAP account assignment types functional area 
 

Ensure costs and revenues post to expected objects at the right time 
using natural SAP flows

Awareness of cost objects (account assignment types) and posting 
rules, via field status, validations OKB9 
Functional Areas by cost object,  GL, derivations

EO object will show you the full gross margin, if the KS, OR, OP, PR 
production objects are fully allocated→ remaining costs have to be 
SGA, and non operating costs. 



How does this look in SAP objects attributes reporting 
 



Topic #4 Possible outcomes bad 

SAP costing implementations don’t plan to be bad, or do they? Examples of 
what I lived through



Possible bad outcome the Frankenstein solutions
 Project/ Costing/ Accounting did not do the design work:  Frankenstein 

Solution→
We know its hard to follow, implement, its easier to just get it running so we 
do that. MR21 is our friend. 

Have a trial balance of primary costs without product and customer links 
Don’t understand SAP cost flow and don’t have natural linkages
Don’t have SAP baseline data model, or SST → 

Download it all and try to piece it together elsewhere→ 
big data database or data lake or SAP SAC
Recreate SAP  S4 AGAIN outside SAP

Production order

XYZ FERT 
Plan Yield 20 EA
Act Yield 21 EA 

Plan Scrap 1 EA
Actual Scrap 1 EA

Cos
t 
cen
ter 
726
35

Sale to customers 10 

EA
COGS $ XXXX

Stock

Confirmation

Record yield 
10 EA 
Record Scrap 

1 EA

Activity 

Confirmatio
n Oh/ lab 
590000 25 

MIN

Settle 

variance
s
595001 

580001

Goods 

issue 
materials 
10 EA

591000

Good 
recei
pt 11 
EA

KKS2 

Calculate 
scrap and 
manufactur

ing 
variances

to 

COP
A 

Internal 

order 

E.g. Download trial balance, sales and 
material movements



Possible bad outcome the easy button 
 
 
Project was lead by logistics Pick Pack Ship solution aka the EASY 
BUTTON PINBALL solution→ 
Logistics bias in IT, no /minimal costing accounting presense 
and not integrated to FPA, we only need PP can cover costing
Goal is to Build it, store it, ship it, sell it
Plug in some cost up front→ 
Download the GL and CC balances and do costing apre. Post 
journals to get costs, build allocations to get costs absorbed. 
Easy short term, way more $$$ long term

Production order

XYZ FERT 
Plan Yield 20 EA
Act Yield 21 EA 

Plan Scrap 1 EA
Actual Scrap 1 EA

Cos
t 
cen
ter 
726
35

Sale to customers 10 

EA
COGS $ XXXX

Stock

Confirmation

Record yield 
10 EA 
Record Scrap 

1 EA

Activity 

Confirmatio
n Oh/ lab 
590000 25 

MIN

Settle 

variance
s
595001 

580001

Goods 

issue 
materials 
10 EA

591000

Good 
recei
pt 11 
EA

KKS2 

Calculate 
scrap and 
manufactur

ing 
variances

to 

COP
A 

Internal 

order 

e.g. Download quantities, prices, 
costs , scrap %

Upload journals

Run allocations to establish 
connections that were lost  



Topic #5 Possible outcomes good

SAP cost ing implementations can launch something unmatched by any 
software



Good outcomes of alignment SAP flows addresses business requirements 
 

SST ACDOCA 

▪ Wages

▪ Material issues

▪ Receipts

▪ WIP credit here

▪ Variance  = 0

▪ Allocate production now its zero. 

▪ COGS

▪ Variances

▪  Revenue

▪ SGA

Via PL 
to 

stock

Via PL

EO COPA records 



Goods outcomes of native SAP costing design
 

Set 

Standard

Track and 

Assign 
Actuals

Analyze 

variances

Control, 

Manage 
and Plan

Outcome is a real SST:
SST is the baseline for other all other tools e.g. AI, SAC, HADOOD, Snowflake, One Stream, etc 
SAP fully allocated product PL statements from native reports
Costs clear out of conversion all absorbed and loaded to products→ 
 easy to see margins by attributes 
 easy to check
 accurate truth of winners, losers, causes, reasons, trends in profitability 
 realise cost and profitability life cycle loop
 



Topic #6 Conclusion

SAP costing implementations are complex covering a lot of functionality but its 
worth it  to build it



Conclusions build it
 

Do the WORK BUILD IT :

Understand SAP costing and build it “properly”
This will automatically give the foundation for this-----------→
To do this  you will have to: 
Understand variances, splitting, material ledger treatement of variances
Understand material ledger accounting and options
Include period expenses e.g.. Cycle counting, or scrapping 
GL account design groupings to check cost flow 
OKB9 and cost objects 
COPA design build out characteirtisc and derivations 
OBYC→ OWN THIS drive this
Procurement, Inventory, Sales, Production integration obviously as well
SAP could ALWAYS do this but it’s a lot easier in S4 Cloud

 
S4 and Business alignment assuming all companies want -------→ 

All companies do this somewhere 
FPA, Costing, SAP team on same page
Business aligned S4 strategic role vs other systems no pet projects
ERP is the baseline for all functions e.g. plant maintenance  and project systems for IT management  (eat your own dogfood many IT 

use SAP time sheets?)

           S4 and IT design:
IT understand HADOOP/ data lake / SAC make sure its accurate data before it leaves
Function by design e..g S4 actual, SAC budgeting, powerBI
Build reconciliations
S4 the master data and transaction data SST SOURCE for all

Set Standard
Track and Assign 

Actuals

Analyze 

variances

Control, 

Manage and 
Plan



Five Takeaways

• Takeaway 1 SAP cost flow accounting is complicated, but it handles anything→ 
embace it bring it out: short term pain bring long term gain so do the work

• Takeaway 2 Alignment to corporate and IT goals is more important than ever

• Takeaway 3 Your project team should include the right business resources e.g. Production Costing, 
FPA, Revenue accounting leadership and a  COSTING SKILLED SAP RESOURCE

• Takeaway 4 S4 cloud costing functionality wants to deliver cost and profitability life cycle and 
closed loop to continuesly improve and meet objectives. It ALWAYS has.

• Takeaway  5 COPA is fully embedded into GL acdoca

Set 

Standard

Track and 

Assign 
Actuals

Analyze 

variances

Control, 

Manage 
and Plan



Resources

o SAP Insider
o Google
o 30 years of work in the trenches
o https://www.youtube.com/watch?v=6EGmW8df9LA

o https://www.investopedia.com/ask/answers/

o https://www.pinterest.com/pin/676032594088709377/

• https://blog.sap-press.com/primary-and-secondary-costs-in-sap-s4hana?utm_campaign=Social%20-

%20LinkedIn&utm_content=384475301&utm_medium=social&utm_source=linkedin&hss_channel=lcp-5358203+
https://www.investopedia.com/terms/f/flow-of-costs.asp

https://www.fishbowlinventory.com/blog/standard-costing

https://www.financestrategists.com/accounting/budgeting/profit-planning/

https://www.youtube.com/watch?v=6EGmW8df9LA
https://www.youtube.com/watch?v=6EGmW8df9LA
https://www.investopedia.com/ask/answers/
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https://www.pinterest.com/pin/676032594088709377/
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Questions & Answers

Contact Information:
Contact Information:

Speaker: Richard Russmann

Company:  EY

Email: ricruh@hotmail.com

Telephone: +1 949 662 7692



Thanks for attending

this session!

Produced by:

Disclaimer: SAP®, R/3, mySAP, mySAP.com, xApps, xApp, SAP NetWeaver®, Duet®, PartnerEdge, and other SAP® products and services mentioned herein as well as their 

respective logos are trademarks or registered trademarks of SAP AGCorp in Germany and in several other countries all over the world. All other product and service names 

mentioned are the trademarks of their respective companies. ERP is neither owned nor controlled by SAP

 

Join Us Again Next Year!

For details visit:

erpcorp.com/conference

Or email us at

controlling@erpcorp.com



Copy and paste these icons into your slide content and then 
delete this slide before your presentation

• Best Practice

• Checkbox

• Demo

• Download

• Tip


	Slide 1: Absorption and Variances in SAP S/4HANA: Understanding the Numbers and Reporting Options
	Slide 2: Introduction
	Slide 3: Topics:
	Slide 4: Topic #1 Objectives of Costing
	Slide 5: Objectives: Product costing and Cost Flow
	Slide 6: Objectives: Profitability Analysis  
	Slide 7: Objectives of Costing: Linking Cost Flow with Profitability 
	Slide 8: Topic #2 SAP Building Blocks 
	Slide 9: Building Blocks: SAP Value Flow
	Slide 10
	Slide 11
	Slide 12: Building Blocks: Cost Flow is based on the standard cost estimate 
	Slide 13: Building Blocks: ACDOCA and the SST   
	Slide 14: Building Blocks: ACDOCA  and COPA  
	Slide 15: Topic #3 How does it really look in SAP
	Slide 16: How does this look in SAP accounting for production distribution    
	Slide 17: How does this look in SAP accounting variances allocations period end    
	Slide 18: How does this look in SAP cost center & production order  classic  
	Slide 19: How does this look in SAP cost center & production order fiori    
	Slide 20: How does this look in SAP GL and COPA baseline  
	Slide 21: How does this look in SAP Material ledger functions     
	Slide 22: How does this look in SAP GL accounts cost elements hierarchies   
	Slide 23: How does this look in SAP allocations
	Slide 24: How does this look in SAP account assignment types functional area   
	Slide 25: How does this look in SAP objects attributes reporting   
	Slide 26: Topic #4 Possible outcomes bad 
	Slide 27: Possible bad outcome the Frankenstein solutions  
	Slide 28: Possible bad outcome the easy button     
	Slide 29: Topic #5 Possible outcomes good
	Slide 30: Good outcomes of alignment SAP flows addresses business requirements   
	Slide 31: Goods outcomes of native SAP costing design  
	Slide 32: Topic #6 Conclusion
	Slide 33: Conclusions build it  
	Slide 34: Five Takeaways
	Slide 35: Resources
	Slide 36: Questions & Answers
	Slide 37
	Slide 38: Copy and paste these icons into your slide content and then delete this slide before your presentation

