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Objectives

 Why calculate costs at all?

 What are my choices of how | come up with a
number?

* Which one is best for me, when?

 And how does D365 help me?
 Standard Cost vs. flavors of Actual Cost

« Materials

OW e Labor

|

CONSULTIN(i ° Overhead
INRAIVI
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Analyze profitability

Value inventory

Set Sales Prices

Reduce Costs

Make vs. Buy
New/Discontinue Product?

Other business decisions? (improvement opportunities, trends)

SPS COMMERCE

Quun{backup} Can,t I dO G" thﬂ' in my GL?




e So, what IS the cost of an item?

« Composition/Calculation:
Material Cost (Procurement)

Incidental Costs (e.g. Freight, Royalty)
Labor/Machine Conversion Costs (Manufacturing)
Overheads
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Purchase Cos

« Whatever was on the PO?
e PO Price or Invoice Price?
 What about ordering and one-time costs?
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Labor Cos

Setup, Run, and Quantity

Expected or Actual — and what is Actual?
Crew size and Machine Tending impacts?
Setup vs. Run

ﬂO\/O
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Machine Costs

Setup, Run, and Quantity

What is the cost of using a machine?

... Or what are the cost- of using a machine?
What are the costs of NOT using a machine?
Overhead or Direct?

Expected or Actual —and what is Actual?
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Subcontract Costs

* Vendor type BOM Line
PO created for Stocked Service Item upon Estimation

« Optional Vendor type Route Operation (important for
timing if more than one operation is outsourced)

« BOM Line can be tied to the relevant Route Operation ° .
nox/o number

ONSULTING

menavt Operation can be auto completed by PO
&) e Receipt for services
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s per Order and Costs per Unit

e Purchase
 Manufacturing
* Transfer
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Valuing

* Weighted Average Date (Classic)
* Weighted Average (Period Average)

° I\/Ioving Average (Perpetual financial=physical, Invoice vs. PO variances
hit a dedicated GL account, no automatic closing adjustments)

- FIFO

?
* LIFO n Hand*

NegO“Ve O

o
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D365 Standard Co

 Fixed for some time frame

 Differences between Standard and Actual dealt with
as P&L Variances and Inventory always valued at
Standard

« Standard cost revisions generate immediate on-
hand revalue GL entries

ﬂO\/O  But WHEN to revise/update?
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Standard vs. Actual

_J

» Actual clearly reflects margin
« Standard separates supply variances (so not clear)

e BUT
* Is margin contraction due to acquisition cost or sales price

e Clearer with Standard Cost!

« How does this help decisions?
« How does this help accountability (demand vs. supply) 3.
3
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Phys

yiCa
Transaction a

J vs. Fir Jamemaﬂ
nd On-hand Values

* Only Financial when:
« SO shipments are Invoiced
» PO receipts are Invoiced
* Productions are Ended

* Transactions that skip Physical
 Transfer orders (and journals) are shipped/received
| noWo « Count journals posted

ONSULTING
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Cost Versions (Reference Cos

* Think of these as Processing “buckets”
* For What-If and Activated Costs
« Copy capability (e.g. copy plus percentage)

« Calculation Capability for:
Materials
Machine
Labor
Subcontract
Overheads (Costing Sheet)

* Inventory Value and Cost of Goods Sold
| O\/|, - Essential for Standard Costing

ONSULTING.  Useful but optional for Actual Costs
IN“RAM
CLOUD

@ T Often users opt for a Cost Version per Year
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Purchase C S
(Material Cost)

Released Product Cost Version
ltem Price

Cost Group E
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D365 Manufacturing Costs (Material)
Typically CALCULATED

Production control parameters

Ledger posting
Genera General
ltem and category
PRODUCTION RECALCULATION PRODUCTION CREATION

Mumber of production orders per bun Profit-setting =T all el

i | | Standard

lterm and category

Defer updates of cost calculation un... Reservation

.. ) No 3 QauCTion groups

PARAMETER USAGE

Item and category

IﬂﬂOWO
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D365 Manufacturing Costs (Mate
Typically CALCULATED

Cost Group

Cost Version

Routing Step

Cost Version

Route Category Cost Category Price

Shared categories fa cost cotegory)
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Released Product

Cost Group

Routing Step

Route Category
Shared categories {o cost cotegory)

Category group

One to One

Cost Version
Item Price

Cost Version

Cost Version
Cost Category Price

Calculation Engine

THE Costing Sheet

gedicoted fo indirechs ovarheads

Cost Version
Indirect Cost

The Calculation Engine for Make Items uses ALL this data
(material, labor/machine, subcontract, overhead, charges) to
override the Site-specific Cost version item price. If there are no
overheads needed then the Costing sheet is not needed.

Calculated prices are Site specific.

the last one Calculated and keyed in the last one activated
updates the (editable) released product cost. The cost on the
released product will ONLY be used if there has never been a
cost activated for the relevant site.

Activated costs ARE the Site standard cost for standard costed
items and only used in Actual cost methods for reporting and
adjustment/cycle count additions to inventory where an
inventory cost price is not known (zero on-hand).




65 Overheads - aka Indirects

THE Costing Sheet

ovio
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Quen{backup}
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Costs of purchase

Direct Purchase costs
Cost Group MUST be
specific

Y

Cost Group

Cost Group

SURCHARGE %
Purchase Overhead
Cost Group MUST be
specific

Overhead Cost Group

Costs of goods
manufactured

v

Overhead Cost Group

UMIT BASED
Purchase Overhead
Cost Group MUST be
specific

Direct Mfg costs Cost
Group MUST be specific
Route Categories for
setup 5/hr
Run %/hr
Quantity $funit

Cost Group

Overhead Cost Group

Overhead Cost Group

Cost Group

Mote: Costs of goods manufactured is capable of Distinguishing Material costs that are made
as intermediates so that separate “internal overheads” can be applied, such as “Internal

Freight”. For simplicity this is not depicted

ere., Essentially this simply recreates the whole

Cost of Purchase as as a child of Cost of goods manufactured filtered to intermediate goods.

SURCHARGE %

Mfg Overhead Cost
Group MUST be specific

4 || Overhead Cost Group

Overhead Cost Group

RATEBASE /Hr

Mfg Overhead Cost
Group MUST be specific

Overhead Cost Group

| Overhead Cost Group

UNIT BASED

Mfg Overhead Cost
Group MUST be specific

Owverhead Cost Group

Overhead Cost Group




Once Calculated as “Pending”

Cost costs can be Activated line(s)

Ve I‘SiOn . V/4 V4
by line(s) or “en masse
% \ 0
Before PN
(likely just
base Purchase
prices)

After

(overwrite)




Standard vs. Actual Overheads

e Actual: Uses the overhead calculation for every
Physical and Financial receipt

« Standard: Uses the Calculation when setting
standards and uses overhead calculation for
every Financial receipt to post Variances

ﬂO\/O
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For Standard Cost: Actual, Transactions and Inventory are valued
at Standard. Physical and Financial Variances against Actual are
posted to dedicated GL Accounts. No Recalc needed.

For Moving average Actual; Transactions and Inventory are valued
at average Physical. Financial differences post to a dedicated GL
Account. No Recalc needed.

For all other actual cost models Transactions are costed at Date
\If\lllgl httelg Av?rage and only reset to Weighted average, FIFO and
at Recalc.

Transactions are only fully closed at Close when also
FINANCIALLY CLOSED.

Clan Igad to prior period adjustments in a prior period, or in current period if prior period has been. .
close




Manufacturing WIP Value

e The book value of WIP

 Report As Finished vs. End
 When Actual Costing?
 When Standard Costing?

INAOVi
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Physical vs. Financial Negative on-hand

e Best to not allow for Standard Cost

« Even more important to not allow for All Actual
Cost models

* Note that WMS permits selective negative
ﬂO\/O on-hand, by location
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Beware

Once In inventory all cost is aggregated as a Material
Cost

For example: there is no total labor content for a finished product in inventory
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Best Practices — My Opinion
- . » other things being equal . ..

Very dependent on Business
Understand there is no such thing as an accurate item cost

By all means use Actual or Standard to value inventory
(including allocated overheads)

Err to Standard unless there is a good reason for Actual

If Actual, leave the choice of type to Finance and C-Suite
it's about the books

Never make a business decision based solely on published
burdened item cost

analyze direct and indirect effects separately

Watch out for unit costs and order costs. Work to reduce
both and then reduce lot sizes.

Emphasize reduction of overheads for cost reduction
to compensate for previous neglect!
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