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Change Summary

The following table summarizes significant differences between this document and the previous version.
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e  Added three mastery questions for each chapter.
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About This Course

Course Description

This course provides a framework for setting up an effective product cost accounting system in QAD
applicatioin by defining the cost processes available and demonstrating how they can be used to maintain and
monitor cost information for internal and external reporting requirements. Additionally, the course covers cost
management functionality, which includes cost simulation for “what-if” scenarios and the creation of multiple
cost sets; for example, historical costs, projected costs, budgeted costs, and so on. A combination of lecture
and hands-on activities illustrates how to establish initial data for a standard cost-based system. Topics will be
presented and then practiced with hands-on exercises. On the last day, students will have the opportunity to
test their understanding and knowledge by working on an extended exercise covering most of the topics
discussed during the class.

Course Objectives
This training course provides

e The background and structural framework necessary for the more detailed coursework in all of the
individual costing courses.

e The structural framework and knowledge necessary to enter data and roll up product costs, and to
understand the causes of variances.

e The structural framework and knowledge necessary to track purchase costs and explain purchase
variances.

e The details necessary to track and explain costs and variances in a production order environment. Includes
details on subcontract manufacturing in a production order environment.

e The detailed instruction necessary to manage multiple costs sets both for simulation and long range
planning.

Audience

This class is intended for QAD users who have the knowledge of QAD Adaptive UX and would like to detail
understand QAD costing in the QAD Adaptive UX system, include QAD customers, partners, as well as QAD
R&D and Services and Support personnel.

Prerequisites

In order to obtain maximum benefit from this class, an understanding of QAD Enterprise Edition is required.
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Course Credit and Scheduling

This course provides 18 credit units. It is designed to be taught in 3 days.

Virtual Environment Information

The hands-on exercises in this book should be used with the latest QAD Adaptive ERP with Adaptive UX
learning environment.

When prompted to log in, specify demo@qgad.com for user 1D and gad for password. In general, students are
more comfortable with static data they are familiar with such as currencies and addresses. However, it is up to
the instructor to decide which exercise set to use, depending on the audience.

Additional Resources

If you encounter guestions on QAD software that are not addressed in this book, several resources are
available. The QAD corporate Web site provides product and company overviews. From the main site, you
can access the QAD Learning or Support site and the QAD Document Library.

Access to some portions of these sites depends on having a registered account.

http://www.qad.com/

QAD Learning Center

To view available training courses, locations, and materials, use the QAD Learning Center. Choose Education
under the Services tab to access this resource. In the Learning Center, you can reserve a learning environment
if you want to perform self-study and follow a training guide on your own.

QAD Document Library

To access release notes, user guides, training guides, and installation and conversion guides by product and
release, visit the QAD Document Library. Choose Document Library under the Support tab. In the QAD
Document Library, you can view HTML pages online, print specific pages, or download a PDF of an entire
book.

To find a resource, you can use the navigation tree on the left or use a powerful cross-document search, which
finds all documents with your search terms and lets you refine the search by book type, product suite or
module, and date published.

QAD Support

Support also offers an array of tools depending on your company’s maintenance agreement with QAD. These
include the Knowledgebase and QAD Forums, where you can post questions and search for topics of interest.
To access these, choose Visit Online Support Center under the Support tab.

n
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CHAPTER 1

Introduction to Product Costing

m
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* This document contains proprietary information that is protected by copyright and other intellectual
property laws. No part of this document may be reproduced, franslated, or modified without the prior
written consent of QAD Inc. The information contained in this document is subject to change without
nofice.

*  QAD Inc. provides this material as is and makes no warranty of any kind, expressed or implied, including,
but not limited 1o, the implied warranties of merchantability and fitness for a particular purpose. QAD Inc.
shall not be liable for errors contained herein or for incidental or consequential damages (including lost
profits) in connection with the furnishing, performance, or use of this material whether based on warranty,
confract, or other legal theory.

*  QAD and MFG/PRO are registered frademarks of QAD Inc. The QAD logo is a tfrademark of QAD Inc.

*  Designations used by other companies to distinguish their products are often clamed as tfrademarks. In
this document, the product names appear in initial capital or all capital letters. Contact the appropriate
companies for more information regarding frademarks and registration.

*  Copyright © 2020 by QAD Inc.

* QAD Inc.
100 Innovation Place
Santa Barbara, California 23108
Phone (805) 684-6614
Fax (805) 684-18%0
hitps://www.qad.com
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Product Costing Courses
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Product Costing Courses

* Intfroduction to Product Costing
* Product Costing

Purchase Order Costing
Production Order Costing

« Cost Management

Average Costing
Co/By-Product Costing

m
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Overview

* Infroduction
- Concepts and Definitions
- Purpose of Costing
- Cost Flows
« Cost Methods
- Standard Cost
- Average Cost
- Period Cost

« Cost Screens
- Cost Sefs
- Cost Categories/Elements
- Cost Levels
« Account Structures
- Product Line Accounts
- Department Accounts
- Site Accounts

Questions? Visit community.qad.com
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Purpose of Cost Accounting
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Purpose of Cost Accounting

+ Determination of product costs for
- Inventory valuation
- COGS
- Cost-plus product pricing models
+ Determination of costs for other units of activity
- Departments
- Sales territories
- Customer/industry groups
- Distribution channels
+ Internal performance measurement

+ Conftrol and planning

QAaD
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Manufacturing Cost Flow

[
|

Co/By-Products

Costs Costs Costs Revenue
* Direct Material * Direct Labor * Overhead (fixed)
* Overhead (fixed) * Manufacturing OH
(fixed & wvariable) B'
B’ B’ |  coecs
Raw Materials —> WIP = Finished Goods Margin
-~
I | \
| Inventory |
Purchasing Production Orders Sales Orders
AP SFC (Configured Prod) Customer

Sales Orders

M QAD 7

Study Questions

What are the two primary uses of a standard cost?

If you take an item out of finished goods inventory, issue it to WIP, disassemble it, and put the components

back into inventory, what are the cost impacts?

Questions? Visit community.qad.com
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QAD Enterprise Applications Costing Methods
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QAD Enterprise Applications Costing Methods

+ Standard
- Costs are pre-established and all transactions valued at that cost.
- Deviationsreported as variances.
* Average
- Costs are re-calculated (averaged) as they occur
- No variances
+ Period

- Uses values of incoming and outgoing GL transactions from AP and changes to
inventory balances between periods

- Differences written off as change in inventory value
+ Periodic
- Calculates periodic costs using WAVG, FIFO

M QAD 8

Below is a summary of the QAD Enterprise Applications costing methods. Each method is described in more
detail on the pages that follow this summary.

Standard

Costs are pre-established and all transactions valued at that cost. Deviations between base settings and actuals
transacted are reported as variances.

Average

Costs are recalculated as they occur. The costs associated with a transaction are weighted with the existing
costs to provide a new average cost. The average cost can be used for valuation as a GL cost for information
only as a current cost.

Period

This costing method omits the valuation of inventory type transactions and uses the values of the incoming
GL transaction from Accounts Payable functions, along with changes to inventory balances between
accounting periods. This can be set in Inventory Control.

Periodic Costing

Periodic Costing is a cost method for inventory valuation that calculates item unit costs based on inventory
and shop floor transactions.

Periodic Costing does not substitute for, overlap with, or conflict with current costing methods in QAD
solutions such as standard costing or average costing. The goal of Periodic Costing is to use the actual costs

m
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from the actual transactions, invoices, BOM, routings, purchase prices, expenses, labor costs, and other actual
costs.

Periodic Costing does not use the concept of variances because it always calculates based on actual values;
that is, because costs are recalculated for each period, and a new actual cost is defined according to what
happened during that period, all value is posted to inventory and WIP accounts. Periodic Costing calculations
take into consideration transactions that affect the value of inventory and WIP.

Periodic Costing uses the following cost-calculation formulas: Weighted Average (WAVG), First In First Out
(FIFO).

Periodic Costing is discussed in separated training guide.

Questions? Visit community.qad.com
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Standard Costing: Example

Qty on hand = 5 units

— Purchase 3 units
at cost of 20/unit

Use 4 units

Infroduction to Product Costing

Standard Costing: Example

+ Comparison of Standard and Average Costing Methods

Standard Cost

Inventory Value

10 / unit

10 / unit

10 / unit

50

5% 10= 50

80
(5+3)x10=80
40

(8-4)x 10=40

This would cause a Purchase Price Variance in this example:
= (Standard Material Cost - PO Cost) x Quantity Received
(10-20) x 3 = 30 unfavorable variance

M QAD 9

A standard cost for a product consists of a price standard (price for material; rate for labor and manufacturing
burden) and a quantity standard (quantity for material; time for labor; quantity or volume for manufacturing
burden). The combination of price and quantity yields what is planned or expected for a specific interval of
time and set of conditions. Cost for Overhead and Subcontract costs are set up and included in the Inventory

value.

» Setting standards for price and quantity involves management judgements, industrial engineering studies,
work measurement studies, vendor analyses, as well as a number of other techniques

Once set, the standard cost of an item is used as the basis for all accounting entries for inventory related
transactions (see figure above). Standard costs cover a specific period, usually a year. They can evaluated and

changed at any time.

QaAD
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Standard Rate & Usage Variances

Purchase Manufacturing Cost Standard Cost
Costs Incurred Incurred @ Std.
Actual cost 9 Standard cost 10 Standard cost 10
X X X
Actual quantity 11 Actual quantity 11 Standard quantity 10
| 99  — 110 | |HO — 00
Mat’l Rate Variance 11 F Mat'l Usage Variance 10 U

Total Materials Variance 1F

* Mat'l Rate Var = Actual Qty Used x (Actual Price - Std Price) =11 x (2-10)=11F
* Mat'l Usage Var = Sid Price x (Actual Qty - Std Qfy) = 10x (11-10)=10U

F = Favorable; U = Unfavorable

M QAD 10

Because the standard is only a target or estimate of what an item will cost, the costs incurred rarely match the
standard exactly. In order to account for the difference between standard costs and actual costs, variances are
calculated and recorded.

* Variances are calculated as the difference between Standard and Actual costs and are defined as Total
Variance. Total Variance can be subdivided into Price and Efficiency components called Rate and Usage in
QAD Enterprise Applications (see figure above).

* Price or rate variance occurs when the actual purchase cost of a resource differs from the standard rate and is
calculated based on the actual quantity purchased.

* Usage or efficiency variance occurs when the actual quantity transacted is different than the standard
guantity that was defined and calculated using the standard cost. For example, if quantities of components
issued are different than those defined and calculated using the standard BOM, or additional non-standard
components are issued.

Note An adverse variance is not necessarily an indication of underachievement. For example, a corporation
can make allowances in its operating budget for unfavorable variances if standard costs cover a long period of
time. Conversely, a purchasing department can be sent a budgeted favorable price variance to achieve when
operating in a “cost down” environment with its customers and suppliers.

m
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Standard (GL) Cost: Account Flow
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Standard (GL) Cost: Account Flow

Enter PO ltem:
1@ 12 (PO cost)

Receive PO ltem: _ DR Inv 10 (GL cost)

1@ 10 (GL cost) " CR PO Receipts 10

DR PPV 2 (GL - PO cost)
CR PO Receipts 2

v

VoucherPO:
1@ 13 (Invoice cost)

» DR PO Receipts 12 (PO cost)
DR AP Rate Variance 1
(Invoice - PO cost)

CR Accounts Payable 13
(Invoice cost)

M QAD 11

Example

The example in the figure above shows how the general ledger uses variances to balance standard and actual
costs. An item has a GL cost of 10. A purchase order is issued to purchase one for 12; its PO cost. When the
invoice arrives, the supplier has charged 13.

* PO Receipt

When the item arrives, the Inventory account is debited for the 10 GL cost and the PO Receipts account is
credited 10. The Purchase Price Variance account is debited 2 (the difference between the item’s PO cost and
its GL cost) and the PO Receipts account is credited 2.

* Supplier Invoice Maintenance

An invoice is received and the supplier has charged 13 (1 over the PO cost) for the item. If it is decided to
accept this increase and continue vouchering, the PO Receipts account is debited 12 (PO cost). The Accounts
Payable account is credited 13 (invoice cost) and the Accounts Payable Rate Variance account is debited 1
(the difference between the PO cost and invoice cost).

m
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Standard (GL) Cost: Account Flow, cont.
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Standard (GL) Cost: Account Flow, cont.

ltem used in MFG order as

components: 1@ 10 DR WIP 10

CRInv 10

| Items rec'd to stock: 1@ 15 TDR Inv 15
CR WIP 15

~
Items shipped directly to
customer: 1@ 25 DR COGS 15
CRInv 15
Gross
4 Margin
Invoice: 1@ 25 )—I::DR AR 25 =10
CR Sales 25
<
M QAD 12

When items are taken from inventory and issued to manufacturing or shipped to a customer, the value of
inventory is decreased at GL cost. Let’s see what happens when the purchased pens are issued.

» Manufacturing

The item is issued to the production order. Inventory is credited 10 (issued to the production order). Work in
Process (WIP) is debited 10. The cost of the process of 5 is added to component cost so that the end item cost
is 15. WIP is debited and a recovery account (Labor/Burden/Overhead Absorption) is credited with 5.
Inventory is debited and WIP is credited 15 at Production Order receipt time.

» Sales shipment

Items shipped from stock decrease (credit) the inventory value by 15. Cost of goods is debited 15. The actual
selling price of 25 is not recorded until the invoice is created. The difference of 10 is the gross margin.

« Invoice

When you print and then post the invoice, you debit Accounts Receivable 25 and credit Sales 25.

m
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Average Costing: Example
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Average Costing: Example

+ Comparison of Standard and Average Costing Methods

Value Total Units  Total Value Average Cost
Purchase 5 at cost of 50 5 50 10
10/unit (10 5) (50, 5)
Purchase 3 at cost of 40 8 110 13.75
20/unit (20 3) (5+3) (50+ &0) (110,8)
Use 4 at cost of 55 4 55 13.75
13.75/unit (13.75x 4) (8-4) (110-55) 155, 4)

(opening gty on hand x opening avg cost] + [ gly rec’d xrec'd cost)

* Average Cost =
(cpening gty on hand + gty rec'd)

M QAD 13

The average cost method simply keeps a running average of what an item is costing rather than estimate what
an item should cost as standard costing does.

Average Costing Defined

With the average costing method, the average cost of goods available for sale is not predefined by you; rather
it is computed and the units in both the cost of goods sold and ending inventory are costed at this average cost.
It is a weighted average. That is, each unit cost is weighted by the number of units with that cost. In QAD

Enterprise Applications, a new average unit cost is calculated after each receipt and optionally during supplier
invoicing.

Note Only receipts update the average cost.

For purchased items, the quantity received is multiplied by the purchase order price and added to the quantity
on-hand multiplied by the current average material cost. This sum is divided by the new quantity on-hand to

determine the new average material cost. The value of inventory is adjusted to reflect this new average cost.
(See example in figure.)

« Each time an item is received, the average cost is recalculated as:
[(opening gty on-hand * opening avg cost) + (qty rec’d * rec’d cost)] / (opening gty on-hand + gty rec’d)

Note If you use the average costing method for GL costs, you must use the Cost Management module.
Average Costing is described in more detail in chapter: Average Costing.
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Period Costing
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Period Costing

Costs are expensed in period incurred

Perpetual inventory not used

Inventory valuation by fransactions is turned off by setting
Create GL Transactions to No in Inventory Control

Valuation of inventory and Costs of Goods Sold calculated
from physical inventory counts and from purchase transactions

M QAD 14

Period costs are determined by tracking the beginning inventory balance, adding purchased material and value
added to inventory (labor costs), and then deducting the ending inventory. No perpetual inventory records are
maintained; the GL handles tracking and reporting. Accounting records are updated periodically.

To use QAD Enterprise Applications for period costing, all inventory-related transactions are turned off in the
Inventory Control, so that all issues, transfers, and receipt transactions do not create GL transactions. The
valuation of inventory and cost of goods sold is calculated from physical inventory counts, and purchase and
sales transactions from Accounts Payable. Period costing is a method usually not used by QAD Enterprise
Applications customers for financial valuation.
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Periodic Costing
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Periodic Costing

« Calculates inventory valuation based on
- Inventory tfransactions
- Shop floor fransactions
« Calculations include
- WAVG - Weighted average
- FIFI - First in first out

M QAD 15

Periodic costing is a cost method for inventory valuation that calculates periodic item unit costs based on
inventory and shop floor transactions. Periodic costing uses cost-calculation formulas such as weighted
average (WAVG), and first in first out (FIFO) that support:

* Local legal requirements for certain countries
* International financial Reporting Standards (IFRS) guidelines
* Business practices in corporations with regards to inventory valuations

Periodic Costing menu programs optionally calculate the cost of an item based on recorded data, such as
inventory transactions, BOMs, routings, purchase prices, and labor/burden expenses over a certain user-
defined period. The period can be any length, up to an entire GL period. Under most circumstances, periodic
costing considers the beginning balance of the item while it is performing calculations. It then batch generates
GL transactions based on the calculations.

Study Questions
What are the two cost methods supported by QAD?

What is a major difference between standard average costing and periodic weighted average?
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Terminology and Basic Concepts
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Terminology and Basic Concepts

Sites and Entfities
Product Line

Direct vs. Indirect
Fixed vs. Variable
Burden vs. Overhead
Absorbed vs. Applied

Reading the cost screens
Cost Sefts

Cost Categories

Cost Elements

Level Codes

Phantom Structures

M QAD 16

A few key terms are defined and concepts described in this section.
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Reading the Screen
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Reading the Screen

F1QAD  Cost Accounting Manager v

¥+ inventory »  Production -

Product Costing v

Requisitions w

Cost Analysis v

More w

Q & 1ousatousaco v

Items Default View ~ +MNew [ Delete  Actions > More +
E - 01010 10 Medical Ultrasound ACTIVE E
Item =1 Description - . o ’
Main ~  Site >  itemAliases  Intrastatitem  Production Scheduling  Picking  Service -3 -
e o
01010-008 Verify Link te GL Cost @
01010-014 GL Cost Source Site 10-100 This Level Total 579_572 75
01010-1 CostSet Standard Lower Level Tots! 1.227.49882 — &
Date Updated 12/16/2015 Cost Total 180677157 @
o10m Supplies Kit 4
+ New More ~ 3
01012 Sterile Probe A
. Sterle Wipes Category 1 Element This Level +  lowerlevel: =  Toul Primary A0
01018 Item cist Burden Burden 177275 008882 186157
01020 Implantable Labor Labor 577.50 617 583.67
01021 Surgical Kit Material Duty 0.00 1.00 1.00
Material Freight 3.00
o1eze Consamer U} Add up columns Add across rows
5 2 Total cost by level Total cost by element

The figure above provides a quick orientation to reading the cost information in item maintenance screens:

Items.

Note The A/O (Add On) column is not currently in use. It is a placeholder for future costing enhancements.

QAD
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GL Cost Set
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GL Cost Set

F1QAD Cost Accounting Manager¥  |&® »  Inventory »  Production w  Product Costing »  Requisitions w  Cost Analysis w  More w Q &3 10USA 10USACO ~ e -

Items Default View » 4 New [ Delete  Actions * More ~

E 01010 10 Medical Ultrasound ACTIVE
Item =1 Description
Main v  Site >  ltemAliases Intrastatitem  Production Scheduling  Picking  Service + o L7
01010-008 Verify Link tc v GL Cost )
01010-014 GL Cost Source Site 10-100 GL Cost Set This Level Total 57927275
. Cost Set Standard * Valuation of inventory Lower Level Total 1.227.49882 &
-1
o10m Supplies Kit L
+ New 1 More + a
01012 Sterile Probe A
01013 Sterile Wipes Category =1 Element This Level Lower Level Total Primary A0
o108 T Burden Burden 177275 008882 186157
01020 |mplantable Labor Labor 577.50 617 583,67
01021 Surgical Kit Material Duty 0.00 1.00 1.00
01030 Consumer Ul Material Freight 0.00 3.00 3.00
> » e

The term cost set is used to identify cost records in the system. QAD Enterprise Applications has two default
cost sets—GL and Current—that are available for each site, but it can have additional cost sets, too. Cost sets
have multiple uses.

Maintain General Ledger Item Costs (GL Cost Set)

GL cost is a term that distinguishes costs used for valuing inventory and for determining cost of goods sold
from other costs such as current costs. GL costs can be based on either a standard or an average cost method.

Maintain Historical Iltem Costs

Historical costs (standard or current) are costs from prior periods that are used for comparison purposes. These
costs are stored in one of the additional cost sets of the Cost Management module.

Develop Simulated Item Costs

Simulated costs are costs used for planning purposes to evaluate the effects of differing scenarios of, for
example, material price inflation, or batch size, labor and burden rate changes. These costs are stored in one of
the additional cost sets of the Cost Management module.

Maintain Frozen Standard Costs

Once standard costs are established, you can freeze them to prevent costs from being recalculated. Any cost
set can be frozen. Running the Cost Roll-Up Freeze/Unfreeze (13.12.1) marks item costs for this cost set and
site as frozen. When QAD Enterprise Applications routing and product structure cost roll-up functions see that
an item cost has been frozen, the roll-up simply uses the existing frozen cost; it does not recalculate it.

Note Only one set of GL and Current costs are allowed per site.
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Current Cost Set

Infroduction to Product Costing

F1QAD CostAccountingManagerv |~ +  Inventory v  Production v  Product Costing =  Requisitions »  Cost Analysis v More w Q &3  10USA 10USACO v e - a -
ltems Default View + 4+ New [ Delete  Actions = More ~
E 01010 10 Medical Ultrasound ACTIVE E
Item =1 Description ) . ) )
m Site *  ItemAliases  Intrastatitem  ProductionScheduling  Picking  Service ~ - L)
. ~ Current Cost o
01010-008 Verify Link t
G Cument Cost Set %
—— Cost Set Current « Tracking and This Level Total 639.51163 "
Date Updated 4/14/2017 comparison Lower Level Total 122261428
01010-1
as Avg, Lastor Cost Total 1.862.12591 ®
01011 Supplies Kit Nene s
01012 Sterile Probe A
01013 Sterile Wipes Category +1 Element This Level Lower Level Total Primary A0
D —— Burden Burden 200004 0.00 200004
01020 implontable Labor Lsbor 63751159 000 63751159
01021 Surgical Kit Material Material 0.00 122261428 122261428
01030 Consumer UL Overhead Overhead 0.00 0.00 0.00
> » &

Maintain Current Item Costs (Current Cost Set)

The current cost of an item is normally based upon recent production and/or purchases. Current costs are the
actual costs from inventory receipts and production order labor transactions.

» When the method used for the GL cost set is standard costing, the current cost set can be used to track the
running average or last cost for use in determining next year’s standard cost or for providing a record of recent
actual costs

» Methods that can be used with current are Last, Average or None

Last: Each receipt sets the current cost to the last cost of that item. In the case of purchased material, this
is the purchase or invoice price.

Average: Whenever an item is received, the new average cost is calculated and stored in the cost set

None: Current costs are maintained manually in the system or not used.
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Cost Categories
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Cost Categories

PF1QAD CostAccounting Managerv  |&% »  Inventory »  Production »  Product Costing »  Requisitions w Q & wsamusacor @+
Items Default View = + New [ Delete Actions = More ~
E 01010 10 Medical Ultrasound ACTIVE E
item =1 Description
Main ~  Site =  itemAliases  Intrastatitem  ProductionScheduling  Picking  Service ~ -] -
01010-008 Verify Link tc ¥ Gl Cost @
ST GL Cost Source Site 10-100 This Leve! Total 579.27275
Cost Set Standard Lower Level Total 1.227.49862 &
01010-1
Date Updated 12/16/2015 Cost Total 1,806.77157 @
01011 Supplies Kit 4
o+ new = More ~ o
01012 Sterile Probe A
01013 Sterile Wipes Category Element This Level Lower Level Total Primary A/Q
T o Burden Burden 177275 008882 186157
01020 Implantable Material Duty 0.00 100 1.00
01021 surgical Kit Material Freight 000 3.00 3.00
01030 Consumer UL Material Handling 0.00 0.50 050
> » e

There are five categories of costs tracked for each cost set. These categories, described below, are tracked for
both this-level and lower-level costs in QAD Enterprise Applications and contain cost elements that, by
default, have the same name as the category. (“This level” refers to costs incurred at the level at which you
define the item; “lower level” refers to costs associated with the item’s components or manufactured items in
the BOM.)

Material
Represents the cost of purchased materials.

For purchased items, the material cost is maintained in the This Level Material field by manually entering the
data in the item cost maintenance screens: Items, or Item Site Costs.

For manufactured items, the material cost is maintained in the Lower Level Material field by rolling up the
product structure costs using Product Structure Cost Roll-Up.

Labor

Represents the direct labor cost applied to this product, including setup labor. Labor cost is calculated from
labor rates and run/setup hours at each operation in a product’s routing.

It is updated at This Level by running a Routing Cost Roll-Up and updated for Lower Levels by running a
Product Structure Cost Roll Up. You would not expect to have labor costs for purchased items

Burden

Represents the variable overhead cost applied to this product, based on labor and/or machine burden rates.

Questions? Visit community.qad.com m
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As with labor, burden cost is maintained for This Level through Routing Cost Roll-Up. Burden cost is updated
for Lower Levels by running a Product Structure Cost Roll- Up. You would not expect to have burden costs
for purchased items. Burden costs can also be updated by using Item-Element Cost Calculation.

Overhead

Represents the fixed overhead cost for this item - for example, utilities. Another example would be the
expense of operating purchase or supplier logistics functions, which could be recovered as fixed overhead on
all purchased items based on a percentage of their cost. This is often a better solution than the arbitrary
addition of such costs to general burden.

Overhead cost is maintained manually for each item in item cost maintenance screens: Items or ltem Site
Costs. Or it can be maintained by assigning it as a percentage of other cost categories in Item-Element Cost
Calculation.

For purchased materials, you would normally see only This Level overhead costs, but for manufactured items,
you might have both This Level and Lower Level overhead costs. Overhead cost is updated for lower levels
by running a Product Structure Cost Roll-Up.

Subcontract

Represents the cost of outside processing as entered in each routing operation for manufactured items in
Routings.

Subcontract cost is updated by Routing Cost Roll-Up for This Level, and Product Structure Cost Roll-Up for
Lower Level costs.
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Cost Elements

PF1QAD CostAccounting Managerw  |&® w  Inventory »  Production w  Product Costing »  Requisitions w  Cost Analysis w

Items Default View = +New [ Delete Actions * More ~

E 01010 10 Medical Ultrasound ACTIVE - E
Item =1 Description
Main v  Site >  ltemAlises  Intrastatitem  ProductionScheduling  Picking  Service + =] o,
01010-008 Verify Link te ¥ GL Cost @
01010-014 GL Cost Source Site 10-100 This Level Total 579.27215
Cost Set Standard Lower Level Total 1,227.49882 @
01010-1
Date Updated 12/16/2015 Cost Total 180677157 @
01011 Supplies Kit e
+ nNew 1t More v
01012 Sterile Probe A
01013 Sterile Wipes Category Element This Level Lower Level Total Primary A0
OICE e it Burden Burden 177275 0.08882 186157
01020 Implantable Material Duty 0.00 1.00 100
01021 Surgical Kit Material Freight 0.00 3.00 3.00
01030 Consumer Ul Material Handling 000 050 050
> » e

Cost elements group different types of costs within a single cost category.

» All costs are associated with a cost category: material, labor, burden, overhead, or subcontract. When item
costs are rolled up, totals are maintained for each category. Each cost category must have at least one cost
element.

» The default cost elements - material, labor, burden, overhead, and subcontract - are created whenever costs
are copied from a current or GL cost set

Note Other cost elements can be added by using the Cost Management module. The additional cost elements
can record different types of costs or further subdivide these categories. For example, if material costs include
purchasing unit cost, purchase overhead, and transportation charges, a separate cost element can be set up for
transportation charges, allowing you to track costs and simulate the effect of changes. (See Cost Management
Course.) These new cost elements still belong to one of the five cost categories, which control posting to the
GL.

Study Questions

What are the five cost categories in QAD applications?

What are the two default cost set names in QAD applications?
What is the point of the two cost sets in a standard cost system?

If you want to retain a cost set reflecting the prior years ending cost what module would you use?
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Levels
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Levels

F1QAD CostAccountingManagerw |8 v Inventory w  Production w  Product Costing w  Requisitions w  Cost Analysis w  More v Q & iusatusacor @+

Items Default View ~ +MNew [ Delete  Actions > More +

E - 01010 10 Medical Ultrasound ACTIVE E
Item =1 Description - e - ’
Main v  Site ~  ItemAliases  Intrastatitem  Production Scheduling  Picking  Service ~ -3 -
- o
01010-008 Verify Link tc GL Cost Y
01010-014 GL Cost Source Site 10-100 This Level Total 57927275
Cost Set Standard Lower Level Total 1.227.49882 &
01010-1
Date Updated 12/16/2015 Cost Total 1,806.77157 @
o10m Supplies Kit 4
+ New Delete More ~ o
01012 Sterile Probe A
1013 Sterle Wipes Category Element This Level Lower Level Total Primary A0
o108 T Burden Burden 177275 008882 186157
—
01020 Implantable Material Duty 0.00 1.00 1.00
01021 Surgical Kit Material Freight 0.00 3.00 3.00
01030 Consumer Ul Material Handling 0.00 0.50 0.50
Costs added ot thisstage of Costs added ot prior stages
> » <] manufacturing of manufacturing

Costs added at the current stage of manufacturing are called This Level costs (level 0); costs added at prior
stages of manufacturing are called Lower Level costs (levels 1 through 99). These are discussed in more detail
on the following page.
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Levels
Infroduction to Product Costing
Levels
This Level ltem A = Manvufactured
A This Level Labor, Burden,
Level 0 Subcontract, and/or Overhead
.......................................... Jorie s SO
Lower Levels ltem C = Manufactured
Level 1 B C Lower Level Labor,
Burden, Subcontract,
ltem B = Purchased I and/or Overhead costs
Lower Level Material cost I I
Level 2 D E
ltems D and E = Purchased
Lower Level Material costs
M QAD 23
This Level

This Level costs are the costs to either obtain or produce an item. Thus, a purchased item has This Level
material (and optionally material overhead) cost, but it has no Lower Level costs. Likewise, a manufactured
part has This Level labor, subcontract, burden, and overhead cost, but normally no This Level material cost.
The manufactured item will, however, have Lower Level material cost for components and possibly Lower
Level labor, material, subcontract, burden and overhead if the structure has more than two levels.

Lower Level

Lower Level costs represent costs that are added at prior stages of manufacturing. Lower Level material costs
are the costs of all purchased materials used in the final manufactured product and any subassemblies. Lower
Level labor, burden, and subcontract costs are developed from the cost of making any lower-level
subassemblies.
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Phantom Structures
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Phantom Structures

C Phantom: A non-stocked sub-assembly

—
What? Also called
| *Pseudo Part
Example 1 «Transient Part
A wire harness that exists only « Blow-Through Part

briefly on the assembily line as
a separate sub-assembly

Why?

1. Engineering needs to isolate this sub-assembly in their plans
2. The service department may need to issue work orders fo make
some for repairs

M QAD 24

Phantom items are used in manufacturing to define items that are made and consumed in the production
process without being inventoried. They represent a method of defining bills of material and formulas to
satisfy design/engineering, cost, and production. They can be set as Local phantoms, Global phantoms, or
both.

Global Phantoms
Global Phantoms are defined in Items and identify this item as a phantom on all bills of material.
Local Phantoms

Local phantoms are defined by a Phantom in the Structure Type field in Product Structures & Formulas for
each bill of material where this item is to be considered a phantom. Local phantoms can cause manufacturing
variances if they have This Level costs.

Phantoms are discussed in more detail later in the course.
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Domain, Sites, Entities, and Locations

USA Domain 10USA = A domain is business unit that may
have severadl entifies
- * An entity is a business that publishes

financial statements and files tax
returns
+ A site is a unit used for inventory
planning and control
USA Division « Alocation is a specific inventory area

USA Entity TOUSACO

0 EE

Site = 10-100 Location =010
Ultrasound Equipment Finished Goods

M QAD 25

Domain. A domain is a high-level corporate structure that can have many entities. It can be used to provide an
accounting template for the entities.

Entity. An entity is an independent unit for financial reporting purposes, a separate balance sheet and income
statement are generated by entity, budgets are planned by entity, and taxes are assessed by entity. All GL
transactions are posted by entity.

Site. A site is an inventory and planning concept. All inventory is stored by site and all planning is done by
site. Each site belongs to one and only one entity, but each entity can have more than one site. Site 10-100 is
an examples of a site.

Because each site is attached to an entity, the site on any transaction is used to determine which entity to post
the inventory transaction to in the GL.

Location. A location is a specific inventory storage area. Each site can have as many locations as needed.
Location 010 is an example

Note Balance sheets cannot be produced by site, only by entity unless you have a single entity for each site in
the system. However, you can use sub-accounts or cost centers to get profit/loss statements and activity
reports by site. If you have multiple sites in a single entity, you cannot generate a balance sheet by site,
because retained earnings and year-to-date profit/loss are only maintained in aggregate by entity.
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Product Lines
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Product Lines

« Product lines group items by similarities in manufacture or
application

* ltems must belong to only one product line

« Product lines identify which GL accounts will be used for sales,
inventory, purchasing, work orders, or service transactions

M QAD 26

Product lines group items for reporting, planning, and accounting purposes:
* Reports can be selected and sorted by product line
* Product Line Planning and MRP/DRP can plan by product line

* You can track sales, costs, inventory values and variances in the general ledger by product line

Every item belongs to only one product line. The item’s product line determines whether it is included on a
report, or in calculations, and which GL accounts to post to. (Some GL accounts can be taken from the
product line or further specified by site, location, or customer type.)

Different departments can have different criteria for grouping items; marketing might want product lines to
reflect target markets, manufacturing to reflect production method. Or you might want to establish different
product lines for not easily grouped items like raw materials or common components to separate them from
finished goods.

See Chapter 2, “Account Structures” for more details on product lines.
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Direct and Indirect Costs

- Direct costs are those costs that can be attributed to a single
unit of production

« Indirect costs, or overhead, are production costs that cannot
or will not be directly fraced to a single unit of production

M aaAaD 27

The terms “direct” and “indirect” relate to the traceability of costs. Conceptually, any cost that can be traced
to a single product is a direct cost of that product. This includes the cost of all material and labor that goes into
making the product, as well as the cost of any subcontract operations. All production costs other than direct
costs are considered indirect, or an overhead.
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Fixed and Variable Costs
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Fixed and Variable Costs

« Variable costs tend to vary in direct proportion to the level of
activity
- Labor is an example

« Fixed costs do not vary in relation to the level of activity
- Rent is an example

M QAD 28

The terms “fixed” and “variable” relate to the behavior of costs as production volume fluctuates. Variable
costs increase directly with increase in volume. Fixed costs, such as rent and utilities costs, do not change, at

least in the short term. For example, you still have to pay to heat and light your factory, regardless of the
volume of production.
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Absorbed vs. Applied Amounts
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Absorbed vs. Applied Amounts

« Burden is absorbed based on activity on the shop floor

+ Overhead is applied based on the number of units received
through manufacturing or purchasing

M aaAaD 29

As production is reported, burden costs are absorbed; that is, the standard per unit costs are credited to the
burden absorption account based on actual shop floor activity.

When finished items are received, the standard per unit overhead cost is credited to the Applied Overhead
account.

When predetermined burden and overhead rates are used, the actual amount absorbed to production in a given
month is likely to differ from the total amount of overhead cost actually incurred. This is because production
volumes vary from the volume estimates used to determine these rates.
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Burden vs. Overhead (1 of 2)
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Burden vs. Overhead (1 of 2)

« Overhead, as it is used in QAD system, is split into two parts:
- Burden (variable overhead)

- Overhead (fixed overhead)
- Fixed overheadset manually or as a percentage of some other cost category

M QAD 30

Burden is the variable portion of overhead cost. In a standard cost system, standard burden per unit is usually
calculated based on predetermined burden rates, typically based on labor or machine hours and/or labor cost.

Overhead is the fixed portion of overhead cost. In a standard cost system, a portion of fixed overhead cost per
unit is usually allocated to each item, either manually or as a percentage of some other cost category. For
example, fixed overhead can be set to a percentage of material cost.

Characteristics of fixed overhead:
* Fixed amount within a relevant product output range

» Manually calculated by dividing the annual expected overhead costs by the annual expected number of units
to be produced. Because total overhead is fixed, as output increases, the cost per unit must decrease.

» Management-level decision on incurrence starts at executive level vs. operating supervisors

Example Depreciation, rent, insurance, real property taxes, patent amortization, wages for production
executives, watchmen, firemen, janitors, maintenance and repairs, insurance, rent

Characteristics of variable overhead:
* Variable amount in direct proportion to output

» Calculated by QAD Enterprise Applications by multiplying the actual number of units produced by a pre-
determined burden rate. Because total burden is variable, as output increases, cost per unit is constant.

* Easily assignable to operating departments
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* Incurrence decision rests at department level

Example Supplies, fuel, power, small tools, spoilage/salvage/reclamation expense, receiving costs, royalties,
factory travel costs.
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Burden vs Overhead (2 of 2)

« Burden* « Overhead*
- Direct - Indirect
- Variable - Fixed
- Absorbed - Applied

* As used throughout this course and as it pertains to
QAD Enterprise Applications

M aQAD 31

A summary of key differences between Burden and Overhead is shown in the figure above.
Study Questions

What are some examples of an indirect fixed cost?

Is the maintenance cost of a machine that must be serviced every 5,000 parts, burden or overhead? Fixed or
variable?
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Business Issues

« Costing method

« Multiple sites/entities

« Work order or repetitive environment
« Discreet or process production

* Product changes

« Configured products

+ Overhead and burden

- Scrap and yield

M QAD 32
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Review
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Review

* Infroduction « Cost Screens
- Concepts and Definitions - Cost Sets
- Purpose of Costing - Cost Categories/Elements
- Cost Flows - Cost Levels

« Cost Methods « Account Structures
- Standard Cost - Product Line Accounfts
- Average Cost - Department Accounts
- Period Cost - Site Accounts

M QAD 33
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Mastery Question — All That Apply
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Mastery Question - All That Apply

1. What of following costing method can be applied to the
current cost setfe

A. Average
B. Last

C. None

D. FIFO
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Mastery Question — True False
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Mastery Question - True False

2. Phantom items are used in manufacturing to define items that
are made and consumed in the production process. But they
are not stocked.

A. True
B. False
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Mastery Question — Multiple Choice

3. What of following statement is incorrect?

A. Purchased item has This Level material (and optionally
material overnead) cost, but it has no Lower Level costs

B. Overhead cost can be atfributed to a single unit of
production

C. Variable costs tend to vary in direct proportion fo the level
of activity

D. Burden is absorbed based on activity on the shop floor

MQAD 4
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Exercise: Introduction to Product Costing
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Exercise: Infroduction to Product Costing
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Introduction to Product Costing
A. Material and Labor Variance Calculations

Review the material and labor variances on the following pages to ensure your understanding of how
variances are calculated. The variances are based on the data below.

Later in the costing class, you will see material and labor variances on reports. Learning how those

variances are calculated in this activity will help your understanding in those later activities.

Background Information

Based on an average production rate of 5500 units per month using 3300 standard hours, the standards

for the year are:

Direct materials (1 kg @ $2) $2

Direct labor (*0.6 hr @ $10/hr) $6

Standard cost per unit $8

*(3300 / 5500 = 0.60 hr)
Results for January of this year are:

5100 units produced

Direct materials (5300 kg @ $2.10) $11,130

Direct labor (3200 hrs @ $10.20/hr) $32,640

Total manufacturing costs for January $43,770
Net cost variance for the month:

Actual costs $43,770

Standard cost for producing 5100 units

(5100  $8/unit) $40,800

Net unfavorable cost variance $ 2,970
B. Materials Price and Quantity Variance

Actual Qty Actual Qty Standard Qty
at actual price at standard price at standard price
5300 kg $2.10 5300 kg $2.00 *5100 kg $2.00
$11,130 $10,600 $10,200
I
| |
Materials rate Materials usage
variance variance
$530 unfavorable $400 unfavorable
l
Total materials
variance
$930 unfavorable

Questions? Visit community.qad.com
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Materials rate var = actual gty used (actual price - std price)
=5300 ($2.10 - $2)
= $530 unfavorable variance

Materials usage var = std price (actual quantity - std quantity)
=$2 (5300 -5100)
= $400 unfavorable variance

*Std Qty at Std Price = (5100 units 1 kg / unit) $2 = 10,200

C. Labor Rate and Labor Efficiency Variance

Actual Hrs at actual Actual Hrs Standard Hrs at
rate at standard rate standard rate
3200 hrs $10.20 3200 hrs $10.00 *3040 hrs $10.00
$32,640 $32,000 $30,600
| }
Labor rate variance Labor F:ll‘ﬁmency
variance

$640 unfavorable

$1,400 unfavorable

|

Total labor variance
$2,040 unfavorable

Labor rate variance =actual hrs  (actual hourly rate - std hourly rate)
= 3200 ($10.20 - $10)
= $640 unfavorable variance

Labor efficiency var = std hourly rate (actual hours - std hours)
=$10 (3200 - 3060)
= $1400 unfavorable variance

*Std Hrs at Std Rate = (5100 units 0.6 hr / unit) $10 = $30,600

D. Summary:

Net Material Variance = $930 unfavorable
Net Labor Variance =$2040  unfavorable
Total Variance =$2970  unfavorable
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CHAPTER 2

Costing Accounts
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Costing Accounts
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Overview

Costing Accounts

Overview

* GL Accounting Structure

- Entity, Account, Sub-account, Cost Center, Project
+ GL Reference

- GL Reference

- GL Posting Lines

- GL Account Setup Flow
+ GL Accounts

- Product Line Accounts

- Department Accounts

- Site Accounts
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GL Accounting Structure

Costing Accounts

GL Accounting Structure

« Enfity
Account
Sub-account
Cost Center
Project

The components of the accounting structure —entity, account, sub-account, cost center, and project—are
discussed in this section.
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GL Account Structure

Costing Accounts

GL Account Structure
| enity | § vora [l tover [J Darooo

Primary GAAFP Acct Sub-Account Cost Center | Project I | SAFs I | SAFs I | SAFs I | SAFs I | SAFs I

To support different types of reporting and analysis, some GL accounts can be used in combination with sub-
accounts, cost centers, projects, and SAFs. These elements provide greater granularity in financial reporting.
Balances in sub-accounts and cost centers can be listed separately or summarized under account codes.

SAFs provide additional analytical reporting on transactions. SAFs can be used to provide costing on a
particular service before you create a purchase order for the service.
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GL Reference

Costing Accounts

GL Reference

« GL Reference
« GL Posting Lines
* GL Account Setup Flow

In this section, we will look at how to read the GL Reference and GL Posting lines, followed by a discussion
of account defaults and where accounts are set up.
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GL Reference Number

Costing Accounts

GL Reference Number

F1QAD CostAccounting Managerw  [&% »  inventory »  Production w  Product Costing w  Requisitions w  Cost Analysis w  More w Q @ iousatusacor @ -

Unposted Transactions Default View »  More =

Entity starts with - m - &

Entity ~1 Eff Date Entered Reference ID Line Account Sub-Account (<o Project Cur Deseription Amount

10USACO An2/2021 41272021  1C21041200TN4O 1 1500 Mech RCT-UNP 250.0
10USACO 4/12/2021 471272021 | 1IC21041200TN4O 2 6610 Mech ADM usp RCT-UNP -250.0¢
10USACO 4/12/2021 401272021 1C21041200TNAP 1 1500 Mech usp RCT-UNP 15,000.0¢
10USACO 4/12f2021 471272021 1C21041200TNAP ADM uso RCT-UNP -15.000.0¢

GL Reference
10USACO 32172021 3/21/2021 W021032100TN3E usp LABOR 1006 10.0¢

10USACO 3/21/2021 3/21/2021 W021032100TN3E |1C|20] 4 ] QPOTN4Q

10USACO 32172021 3/21/2021 W021032100TN3F 15¢ ech I . usp LABOR 1006 10.0¢
Transaction
10USACO 372172021 3/21/2021 WO21032100TN3F 2 5220 Mech usp LABOR 1006 -10.00

Effective  Number’

mfg uso LABOR 1006 =10.0¢

10USACO 372172021 3/21/2021 WO21032100TN3G 1 1550 Mech usp SETUP 1006 100
10USACO 3/21/2021 3/21/2021 WO21032100TN3G Trqnsqctionm Date Mech mig usD SETUP 1006 -10.00
10USACO 3/21/2021 3/21/2021 WO21032100TN3H Type 11550 Mech usp SETUP 1006 10,00

> » ‘25_—| Records per page 1- 25 of many v e

Every operational transaction is identified by a GL reference code consisting of the GL transaction type, the
date that the transaction should update the GL, and the transaction number.

The transaction type indicates the module or activity (for example, IC stands for Inventory Control) that
originated the transaction.
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GL Posting Lines

Genral Ledger Transactions

m GL Transactions Operational Report

teriod: 2021/04

pook  RCT-UNP |EW wusm] 15.250.00

IC21041200TN4D Payment Transaction Type
Payment Type © Asaress Cade

Postik 41
Inventory Mech RCT-UNP 25000
Purchases-Project mech | RCT-UNP 000

IC21041200TH4P Payment Transaction Type
Payment Type Address Code
1500000

15.000.00 000
000

45.70 4570

wo
Address Gade

000

(1]

In addition to the information used to identify the transaction, the transaction record consists of one or more
posting lines—debit and credit amounts that you will post to GL accounts at period-end.

In QAD Enterprise Applications all GL posting lines are created for a specific entity and account combination.
The entity indicates which business the transaction affected, and the account indicates which assets, liabilities,
income or expenses were changed.

In the example above, account and sub-account are shown. Cost center and project can also be included.

A more complex transaction, a sales order invoice for example, can have many posting lines. A credit to sales
a debit to accounts receivable, a credit to sales discount, a credit to sales commissions, and a credit to tax
liability. The posting lines should balance.
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GL Account Setup Flow

Transactions
> PO, SO, WO, etc.
[at this level, the default accounts may slill be over-ridden)

I I f 1 f

Inventory Sales Accounts Purchasing « Sites Accounts
Accounts Accounts

Production Order
Default per site, Accounts
customer type,

channel

s Inventory Control Accounts
Default per Site)
Location

Default per site,
supplier type

Default per site

(Optional)

Product lines

Defaults for items

Departments

Defaults for work center

i

f

Base Control (Domain Accounts)
General defaults

M QAD 8

General ledger accounts occur in a variety of places. If set up correctly, you will not have to enter the GL
accounts on most transactions; the correct ones are brought in as defaults, speeding up data entry and
minimizing errors.

Domain Accounts in Base Control

Domain-wide default accounts are set up in Base Control. A few accounts are used directly, but most account
defaults flow through the system as shown above.

Department Accounts

Manufacturing costs are grouped by departments. When you create department records, the accounts to be
used for transactions associated to this department default from Base Control, but can be changed to any other
valid account in Departments.

Product Line Accounts

Each item record must be associated to a product line, which is then used to determine the default accounts for
transactions of this item. When you create a product line, the account information defaults from Base Control
and then can be modified to any other valid account in Product Lines. Product line accounts include sales,
production order, inventory, and purchasing accounts. For closer tracking of inventory and sales, purchase and
production orders accounts, you can use Inventory Accounts, Sales Accounts, Purchasing Accounts and
Production Order Accounts, which are described below.

Inventory Accounts

QaAD
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You can specify inventory accounts in more detail than the product lines allow. If so, then you can set them by
Product Line, Site and Location to obtain the level of detail you want. Location is optional and allows you to
set inventory accounts differently for multiple sites within a product line.

Sales Accounts

In some cases, you can break sales information down into more detail than is available through product lines
alone. In that case, if you additionally define sales accounts for a product line by site, customer type, and/or

channel, you can use different accounts in sales transactions. In this function, you must specify Product Line
and Site, but only need to use Customer Type and Channel if you need more levels of detail.

Note The Customer Type is associated to the customer record and the system will look it up during sales
account assignment in sales order processing; however, channel must be entered manually on each sales order.

Purchasing Accounts

In some reporting, you might need Purchasing account breakdown by Site or Supplier Type. Purchase
accounts, receipt accounts, OH applied accounts and AP variances can be set up specific to the breakdown.
The supplier type is set up in the system and identified to the Supplier in the Supplier Maintenance.

Production Order Accounts

Production Order accounts specific to variances, Floor Stock, WIP and Cost of Production can be set up
specific to a site for each Product Line.

Site Accounts

When sites are created in Sites, the Transfer Variance account will default from Base Control. If you will be
transferring materials between sites, you might want to define different account combinations for each site. If
you will be using DRP to transact materials between sites, you can define these accounts by site.

Inventory Control

The Transfer Clearing account is used to track transfers within a site or between two sites within the same
entity. The Intercompany account is used when transferring between two sites that are in separate entities in a
single database. The system will automatically generate the transactions required to balance between the
entities. They will be entity specific, though, based on the entity associated to the sites transferring the
inventory.
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GL Accounts

* Product Line Accounts
« Department Accounts
- Site Accounts

In this section, we will review each of the QAD Enterprise Applications costing accounts in detail.
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Product Line Accounts

Product Line and Department Accounts

Dept. Accounts

Sdles Production Order
Sales Floor Stock
Sales Material Usage
Discount Variance
Exempt Material Rate
Sales Variance
COGS Mix Variance
Material Cost of Production
COGS Labor Subcontract Usage
COGS Variance
Burden Subcontract Rate
COGS Variance
Overhead
COGS
Subcontract

M QAD

Inventory
Inventory

Inventory
Discrepancy

Scrap
WIP

Method
Variance

Cost
Rewvalue

Questions? Visit community.qad.com

Purchasing
Purchases
PO Receipts
Overhead
Applied

PO Price
Variance

AP Usage
Variance

AP Rate
Variance

Department

Cost of
Production

Labor
Absorbed

Burden
Absorbed

Labor Usage
Variance

Labor Rate
Variance

Burden Usage
Variance

Burden Rate
Variance

QAD


http://community.qad.com/

70  QAD Web Ul Quick Start Training Guide

Product Line Inventory Accounts

Costing Accounts

Product Line Inventory Accounts

F1QAD CostAccounting Manager¥  |&% w  Inventory »  Production »  Product Costing w  Requisitions w  Cost Analysis w  More w Q &2  10USA 10USACO v e -
Product Lines DefaultView =  + Mew [ Delete Actions ~ More ~
E 10 Finished Goods (FGI) E
Product Line ~2 Description
Main ~  Inventory Accounts  Sales Accounts  Purchasing Accounts  Work Order Accounts  Service Accounts  Consignment Accounts -] L)
v Inventory Accounts %’
1000 Inventory | 1500 Q Mech Q Q
Inventory Discrepancy | 5300 Q Mech Q Q &
11 FGI Confige
Serap | 6000 Q Mech Q Q ?
20 FGI Purchas ¢
Cost Revalue |6100 Q Mech Q Q
22 FGI Intersite o
> Sales Accounts A
30 Mfg Sub As
> Purchasing Accounts
35 Intermediat
o semice | Work Order Accounts * Inventory: To frackinvenfory * Scrap: From work orders and
- balances for balance sheet quality orders
50 Special for + ervice Accounts
. * Inventory Discrepancy: * Cost Revaluation: Resulting from
60 Purchased I ¥ Consignment Accounts i X
Adjustments from cycle counts and standard costs changing
o physical counts

In a perpetual inventory system such as QAD Enterprise Applications, every inventory receipt, issue, count, or
transfer updates the Inventory account (at GL cost). The following are the specific inventory accounts set up
in QAD Enterprise Applications, with information on the account type and the QAD Enterprise Applications
functions that use the accounts.

Inventory. Tracks inventory value. Transactions affecting Inventory accounts include purchase order receipts,
production order issues/receipts, sales order shipments, physical inventory counts, as well as manual inventory
transactions. Each of these transactions affects inventory by creating a GL transaction which either debits
(increases) or credits (decreases) the account value. If site/location inventory accounts are specified in
Inventory Accounts, all inventory transactions will use them. Otherwise, the product line inventory account
associated to the item will default.

Inventory Discrepancy. Tracks inventory discrepancies due to cycle count or physical inventory adjustments.
Positive count adjustments debit (increase) the Inventory account and credit (decrease) the Inventory
Discrepancy account. Negative count adjustments do the reverse.

Inventory Discrepancy = Quantity change * total GL cost
Scrap. Records scrap amounts from production orders or quality orders.

Cost Revalue. Records the GL impact of item cost changes on inventory. Whenever the GL costs for items are
changed using either Item Cost Maintenance, Item-Site Cost Maintenance, Cost Roll-Ups in the GL cost set,
or Current Cost Set Move to GL Set, the system automatically creates revaluation postings in the GL. An
increase in cost will cause a debit to the Inventory account and a credit to the Cost Revalue account. Note that
GL item cost changes do not automatically revalue material in WIP. This material can be revalued by using
WIP Material Cost Revaluation.
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Cost Revalue = Cost change * total quantity on-hand
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PF1QAD Cost Accounting Manager | »  imventory »  Production w  Product Costing w  Requsitions »  Cost Analysis w  More w Q & wousaiousacoy @+
Inventory Accounts Default View ~ 4 New  More =
E - 10 Finished Goods (FGI) 10-100 Ultrasound Mfg Site - E
Product Ling ~! site o
Main ~  Inventory Accounts  Location Independent  Consignment Accounts -3 -
pl4 10-100
~ Main ‘°
Product Line |10 Q| Finished Goods (FGI)
Site[10-100 Q@) Ultrasound Mg Site &
Location Q
?
~ Defaults
A
Default Sub-Account Q m Default Cost Center Q m
~ Inventory Accounts
Inventory | 1500 Q Mech Q Q
Inventory Discrepancy | 5300 Q Mech Q Q
Serap | 6000 Q Mech Q Q
Cost Revalue | 6100 Q Mech Q Q
e £ o

M QAD

Usually inventory balances are maintained by product line, but you can specify inventory accounts in more
detail than Product Lines, allows. If so, you can set inventory accounts by product line, site, and location in
Inventory Accounts, to obtain the level of detail that you want. Location is optional and allows you to set

inventory accounts differently for multiple sites within a product line.
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Product Line Purchasing Accounts

F1QAD Cost Accounting Manager¥  |&® »  Inventory »  Production w  Product Costing »  Requisitions w  Cost Analysis w  More w Q &3 10USA 10USACO ~ e -

Product Lines Default View =  + New [ Delete  Actions ~ More ~

o F'”'S“‘1 «Purchases Non-Inventory ‘

Product Line =2 Description

Main ~  Inventory Accounts  Sales Accounts  Purchasing Accounts  Work Order Accounts  Service Accounts  Consignment Acco| ® PO Receipts Accrual (N
> Sales Accounts (inventoryitems) —

~ Purchasing Accounts +*Qverhead Applied Fixed
1000 - OH applied at PO Receipts
urchases | 6610 Mech ADM and WO Receipt

1 FGI Configy

PO Receipts | 2520 Mech

*PO Price Variance FO
price vsstd price at PO .
Receipt A

20 FGI Purchag

Overhead Apply 5330 Mech

22 FGI Intersite PO Price Variance | 6710 Mech

Mech

30 Mig Sub As AP Usage Variance 6720

o pllelellele
P pIPL PP L
>
s
=
o ellelellele

*AP Usage Variance PO
quantity vsinvoice
> Work Order Accounts quantity at vouchering

AP Rate Variance | 6740 Mech

35 Intermediat

40 Service

50 Specialfor, | » Service Accounts *AP Rate Variance PO rate
vsinvoicerate at
wvouchering

60 Purchased || > Consignment Accounts

o]

Another group of accounts is used to monitor Purchasing and Accounts Payable activities. These purchasing
accounts include variance accounts, which are used to evaluate your internal performance and that of your
suppliers.

Purchases. Records purchases of non-inventory (expense) items that exist in the Item Master. Default account
usually amended.

PO Receipts (accrued AP) for Inventory Items. Accrues purchase order receipts prior to receipt of supplier
invoices. The Inventory account is debited for the GL cost of the item less any overhead amount multiplied by
the quantity received. The Purchase Order Receipts account is credited for the purchase order price times the
guantity received.

PO unit price * PO qty received

Overhead Applied . Tracks fixed overhead amounts applied at purchase and manufacturing item receipts.
When receipt transactions are made, the system credits the Overhead Applied account and debits Inventory for
this-level overhead amount.

PO Price Variance. Tracks the difference between the PO price for an item and the total standard cost of the
item at the time the PO is received (less any overhead amount).

[PO unit price — (total GL unit cost — overhead)] * PO qty received

When a purchase order item is received, the system creates a debit to Purchase Price Variance in addition to a
debit to Inventory in the event the PO price is higher. It does so in order to balance the credit to Purchase
Order Receipts.
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AP Usage Variance . Tracks the difference between PO quantity received and supplier invoice quantity when
receipts are vouchered.

(Invoice gty — PO receipt gty) * PO unit cost

A positive variance (invoice quantity larger than received quantity multiplied by the PO unit price) is debited
to the Accounts Payable Usage Variance account and credited to the PO Receipts account, which now
contains both the original receipt value plus the value of the discrepancy between the original receipt quantity
and the quantity that was vouchered.

AP Rate Variance . Tracks the difference between PO price and supplier invoice price when receipts are
vouchered.

(Invoice unit cost- PO unit cost) * invoice qty

In the case of a higher price, the Accounts Payable Rate Variance account is debited and the PO Receipts
account is credited. The PO Receipts account contains the original receipt value plus the AP Usage Variance
and the value of the discrepancy between the original PO cost and the cost that was vouchered.
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Purchasing Accounts

Q & wusatusacor @~

F1QAD CostAccounting Manager¥  |&% w  Inventory »  Production »  Product Costing w  Requisitions w  Cost Analysis w  More w

Purchasing Accounts Default View » 4+ New  More ~
E - 20 FGI Purchased 10-100 Ultrasound Mfg Site - E
Product Line «! Site o ' ’
20 oa00 Main ~  Purchasing Accounts  Consignment Accounts o -
- H o
pl2 10-100 Main <
Product Line |20 Q.| FGI Purchased
Site ‘ 10-100 Q| Ultrasound Mfg Site &’
Supplier Type Q ?
~ Defaults
A
Default Sub-Account Q m Default Cost Center Q m
v Purchasing Accounts
Purchases | 6610 Q Mech Q ADM Q)
PO Receipts | 2520 Q Mech Q Q
Overhead Apply | 5330 Q Mech Q Q
PO Price Variance | 6710 Q Mech Q ADM Q)
2 B3R o

M QAD

Usually PO Receipts balances are maintained by product line, but you can specify PO Receipts accounts in
more detail than Product Lines, allows. If so, you can set PO Receipts accounts by product line, site, and
supplier type in Purchasing Accounts, to obtain the level of detail that you want. Supplier Type is optional and
allows you to set PO Receipts accounts differently for multiple sites within a product line.

QAD
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Product Line Sales Accounts

F1QAD CostAccounting Manager |2 »  Inventory »  Production w  Product Costing »  Requisitions w  Cost Analysis w  More w Q & wusatusacor @~
Product Lines Default View = ew [ Delete  Actons v  More -
E 10 Finished Goods (FGI) E
Product Line ~2 Description
Main >  Inventory Accounts  Sales Accounts  Purchasing Accounts  Work Order Accounts  Service Accounts  Consignment Accounts | * Sales -
Gross -
v Sales Accounts @
1000 saesao00 @ mech @ a + Sales Disc
Sales Discount | 4200 Q Mech Q Q Line ltem &
11 FGI Confige
COGS Material | 5000 Q Mech Q Q * COGS ?
20 FGI Purchas L4
COGS Labor | 5100 Q Mech Q Q .
- - * Material o
ntersite COGS Burden | 5200 Q Mech Q Q A
30 Mig Sub As COGS Overhead | 5300 Q Mech Q Q * Labor
35 ot COGS Subcontract | 5400 Q Mech Q Q * Burden
40 Service » Purchasing Accounts * Overhead
50 Specialfor. > Work Order Accounts * Subcontract
0 Purchased L' o sarvice Accounts
&

Sales and cost of sales amounts are tracked by product line. The GL accounts for Sales and Sales Discounts
default from the sales accounts if defined in Sales Accounts; otherwise, from the item product line (Product
Lines).

Sales. Tracks gross revenue from sales
Sales Disc. Tracks sales order line discount amounts

Note Price Lists, Discount Account field: If a discount account, cost center, or project is specified in Price
Lists, then any discounts arising from the selected price list are posted to that account, cost center, or project.
If no account, cost center, or project is specified, the discount amounts are posted to the Discount account
specified in Sales Accounts, or Product Lines. If you want to segregate discount postings based on sales order
information, such as product line or sales channel, then you should leave the Disc Acct and Accrual fields
blank in Price Lists.

The item’s GL cost is used to post Cost of Goods Sold (COGS). This amount is split into the five major cost
categories of material, labor, burden, overhead, and subcontract.

COGS Material. Tracks the material portion of cost of sales. Each time a shipment occurs, a credit is made to
the Inventory account for the total GL cost of the item times the quantity shipped and a debit for the COGS
material portion.

COGS Labor . Tracks the labor portion of cost of sales. Each time a shipment occurs, a credit is made to the
Inventory account for the total GL cost of the item times the quantity shipped and a debit for the COGS labor
portion.
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COGS Burden . Tracks the variable overhead portion of cost of sales. Each time a shipment occurs, a credit is
made to the Inventory account for the total GL cost of the item times the quantity shipped and a debit for the
COGS burden portion.

COGS Overhead . Tracks the fixed overhead portion of cost of sales. Each time a shipment occurs, a credit is
made to the Inventory account for the total GL cost of the item times the quantity shipped and a debit for the
COGS overhead portion.

COGS Subcontract. Tracks the subcontract portion of cost of sales. Each time a shipment occurs, a credit is
made to the Inventory account for the total GL cost of the item times the quantity shipped and a debit for the
COGS subcontract portion.

Note If you do not want to track the COGS costs by cost category, then you can set the accounts to be the
same for all five categories.
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PF1QAD CostAccounting Manager  |&% =  inventory »  Production »  Product Costing w  Requisitions w  Cost Analysis w  More w Q & wousaiousacoy @+
Sales Accounts Default View = 4 New  Actions ~ More =
E = 10 Finished Goods (FGI) 10-100 Ultrasound Mfg Site DIST DISTRIBUTOR . E
Product Line Site o - o
Main ~  Sales Accounts  Service Accounts -] -,
pls 10-100
~ Main
?
Product Line {10 Q| Finished Goods (FGI)
Site | 10-100 Q| Ultrasound Mfg Site &
Customer Type |DIST Q| DISTRIBUTOR U]
Channel Q
o
v Defaults &
Default Sub-Account Q Default Cost Center Q m
v Sales Accounts
Sales 4000 Q mech Q Q
Sales Discount | 4200 Q Mech Q
COGS Material | 5000 Q Mech Q Q
e [ |-

In some cases, you can break sales information down into more detail than is available through product lines.
In that case, if you additionally define sales accounts for a product line by site, customer type (hospitals,
doctors’ offices) and/or channel (direct, OEM) in Sales Accounts, you can use different accounts in sales
transactions. In this function, you must specify product line and site, but only need to use customer type and
channel if you want more levels of detail.

Note The Customer Type is associated with the customer record, and the system will look it up during sales
account assignment in sales order processing. But Channel must be entered manually on each sales order. A
blank Channel code is valid if accounts are assigned strictly by Customer Type.
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Product Line Work Order Accounts

F1QAD Cost Accounting Manager¥  |&® »  Inventory »  Production w  Product Costing »  Requisitions w  Cost Analysis w  More w Q & wousaiusaor @~

Product Lines Default View =  + New [ Delete  Actions ~ More ~

E 10 Finished Goods (FGI)

Product Line 2 Description

Main ~  Inventory Accounts  Sales Accounts  Purchasing Accounts  Work Order Accounts  Service Accounts  Consignment Accounts -] L

~ Work Order Accounts

Floor Stock | 1600 Mech

Material Usage Variance 5040 Mech
1 FGI Config

Material Rate Variance | 5050 Mech

* Cost of Production
Clearing acct for
subcontract costs

20 FGI Purchac
Mix Variance | 6830 Mech

22 FGI Intersite

Cost of Preduction | 5770 Mech

30 Mfg Sub As Subcontract Usage Variance | 5440 Mech

35 Ieerat Subcontract Rate Variance | 5450 Mech

Work in Process | 1550 Mech

40 Service

ololelple plelele
P PP L IPL L IPL L IPL
ololelple plelele

Method Variance | 6300 Mech

50 Special for .

~ Service Accounts
60 Purchased |

o]

These product line accounts are used in manufacturing to track the cost of floor stock, miscellaneous
production costs, and production order variances. They appear on each manufacturing order as the defaults,
but can be changed on any order.

Floor Stock. This is an Inventory clearing account for bulk issue items (for example, nails or nuts and bolts)
that are part of the product structure, but which are not issued in the normal manner. Such items, coded in
Items, with an Issue Policy = No, are issued to the floor using an unplanned issue transaction (Inventory
Detail, action: Issues Unplanned). The system uses the Floor Stock account rather than the Cost of Production
account, though, so that the material is not expensed. The issue transaction creates a debit to Floor Stock and a
credit to Inventory.

Material Usage Variance. Tracks the difference between actual quantity issued and the standard quantity
required in production orders. Since the standard cost of the item is inflated for yield losses, differences due to
yield are reflected here. This variance is calculated and posted when the manufacturing order is accounting
closed. Usage variance will also be calculated for substitute materials issued to production orders, production
order bill modifications that add materials, phantom use-up logic under some conditions, component issues to
rework jobs, and for any materials issued to an expense job that is accounting closed.

{actual gty issued — [qty per * (qty complete + qty reject)]} * GL cost

Material Rate Variance. Tracks the difference between the GL cost of an item at the time it is issued to a
production order and the frozen cost of the item in the production order bill. You get this difference when you
issue material from a different site and it has a different cost or when you change GL costs without updating
WIP.

(WO BOM unit cost at issue — GL unit cost) * actual gty issued
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Mix Variance. This is the GL account code normally used to track the mix variance. The product line Mix
Variance account is used as a default on all manufacturing orders for Co- Products/By-Products in the product
line.

[order gty — (receipt gty + scrap qty)] * GL cost

Cost of Production. Miscellaneous production costs that cannot be tracked to a specific production order, such
as unplanned issues. Also serves as the clearing account for subcontract purchase transactions on production
orders. When a subcontract purchase order is received, the cost of the subcontract item will remain in the Cost
of Production account if no production order was linked to the subcontract purchase order.

Subcontract Usage Variance. Tracks the difference between the quantity received on a subcontract PO and the
quantity completed in work in process.

This variance can be due to yield differences and rework, for example. It is calculated and posted by
Production Order Accounting Close. A positive quantity multiplied by the subcontract operation cost is
debited to Subcontract Usage and credited to WIP.

Subcontract Usage Var = [qty received — (qty complete + gty reject)] * subcontract frozen WO BOM unit cost

Subcontract Rate Variance. Tracks the difference between the subcontract PO price and the standard
subcontract cost in the routing for an item. This is calculated and posted at the time the PO Receipt is
processed. A positive rate difference multiplied by the quantity received at purchase order receipt is credited
to WIP and debited to the Subcontract Rate Variance account.

Subcontract Rate Variance = (subcontract PO unit cost — subcontract frozen WO BOM unit cost) * gty
received

Work in Process (WIP). Tracks work-in-process inventory value.

Method Variance. Tracks any unexplained manufacturing variances at production order or cumulative order
accounting close. Method variance might be due to alternate routings, alternate product structures, timing of
changes to item cost standards, lot size variance, or a rounding remainder.
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I + inventory »  Production v  ProductCosting »  Requisitions w  Cost Analysis w  More w Q & iusatusacor @+

F1QAD  Cost Accounting Manager v

Production Order Accounts DefaultView = 4 New  More

E - 10 Finished Goods (FGI) 10-100 Ultrasound Mfg Site E
Product Line~1 Site o )
Main v  Production Order Accounts o =
ple 10-100
~ Main Qo
Product Line | 10 Q| Finished Goods (FGI)
Site | 10-100 Q| Ultrasound Mfg Site 6
~ Defaults ]
Default Sub-Account =1 Default Cost Center a AU
~ Production Order Aceounts
Floor Stock | 1600 Q Mech Q Qa
Material Usage Variance | 5040 =1 Mech Q Q
Material Rate Variance | 5050 Q Mech Q Q
Mix Variance | 6830 Q Mech Q a
Cost of Preduction | 5770 Q Mech Q Q
o el

Use Production Order Accounts to define the product line production order accounts by site.
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Q & 1ousatousaco >

F1QAD CostAccounting Manager¥  |&% w  Inventory »  Production »  Product Costing w  Requisitions w  Cost Analysis w  More w

Product Lines Default View »  + New [ Delete  Actions ~ More v
E - 10 Finished Goods (FGI) - E
Product Line 2 Descriptior B o
Main ~  Inventory Accounts  Sales Accounts  Purchasing Accounts  Work Order Accounts  Service Accounts  Consignment Accounts -] -
Work in Process | 1550 Q Mech Q Q Y
1000 Method Variance | 6800 Q Mech Q) &
1" FGI Config. ¥ Service Accounts
20 FGI Purchas Service Labor | 6300 Q Mech Q) Q Not direcﬂy related ?
- e Service Overhead |6905 qQ Mech Q Q to producT cosﬂng AD
Service Expense | 6310 Q Mech Q Q
30 Mig Sub As but uses cost data
Expense Due Employee |6315 Q Mech Q Q :
" U— R = — = fo frack service
ervice Returns e f
items and refurns
40 Service Defarred Revenue | 2450 Q Mech Q Q
50 Special for . Accrued Revenue | 1450 Q Mech Q Q
60 Purchased [ > Consignment Accounts
&

M QAD

Use service accounts to track activity related to Service/Support Management (SSM).
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Product Line Consignment Accounts

FIQAD CostAccounting Manager v |8 »  inventory »  Production »  Product Costing w  Requisitions w  Cost Analysis w  More w Q & 1ousatousaco v
Product Lines Default View »  + New [ Delete  Actions ~ More v
E - 10 Finished Goods (FGI) - E
Product Line 2 Descriptior e o
Main ~  Inventory Accounts  Sales Accounts  Purchasing Accounts  Work Order Accounts  Service Accounts  Consignment Accounts - -
Service Overnead | 6305 Q Mech Q Q
o
Service Expense | 6310 qQ Mech Q Q @
1000 Expense Due Employee |6915 Q Mech Q Q &
1 FGI Configy Service Returns | 6320 Q Mech Q Q
Deferred Revenue | 2450 Q Mech Q Q e
20 FGI Purchas - L4
Accrued Revenue | 1450 a Mech a a Not directly rglcﬂed fo i
2 FGl Intersite product costing but A
30 Mig Sub As ~ Consignment Accounts uses cost data to
- — SO Consigned In-Transit [1650 Q Mech Q Q track value of
SO Consigned Inventory | 1655 Q Mech Q Q Inventory held at a
40 Service .
SO Consigned Offset 2455 Q Mech  Q Q customer location or
€D SRR FO Consigned Inventory [ 1660 @ Mech Q@ q supplier inventory
60 Purchased | PO Consigned Offset | 2460 Q Mech Q Q held at our location
[~
MQAD 20

Use consignment accounts to track the consigned inventory for customer consignment and supplier
consignment.
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Product Line Accounts: Summary (1 of 2)
Account Type Use
Inventory Asset Inventory Transactions
Inv Discrep Expense Inventory Counts
Scrap Expense WO Receipt
Work in Process Asset Work Orders, Backflush, Rep
Method Variance Expense WO Acctg Close, Cum Order Close
Cost Revalue Expense GL Cost Change
Sales Income Invoice Post
Sales Disc Expense Invoice Post
(Tax) Exempt Sales Income Invoice Post (Canadian)
COGS Material Expense SO Shipment
COGS Labor Expense SO Shipment
COGS Burden Expense SO Shipment
COGS Overhead Expense SO Shipment
COGS Subcoentract Expense SO Shipment

MQAD 21

A summary of the product line accounts, the account type, and the kinds of transactions the accounts might
appear on.
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Product Line Accounts: Summary (2 of 2)

Floor Stock Asset

Material Usage Variance Expense
Material Rate Variance Expense
Cost of Production Expense
Subcontract Usage Var Expense
Subcontract Rate Var Expense

M QAD

Questions? Visit community.qad.com

Account Type Use

Purchases Expense PO Receipt (Non-Inventory)
PO Receipts (Accrued AP) Liability PO Receipt, Voucher
Overhead Applied Expense PO Receipt, WO Receipt
PO Price Variance Expense PO Receipt

AP Usage Variance Expense Voucher

AP Rate Variance Expense Voucher

WO Close, Cum Order Acctg Close

WO Close, Cum Order Acctg Close

WO lIssue, WO Close, Repetitive Backflush, Rework
Unplanned Issues

WO Close, Cum Order Acctg Close

WO Close, PO Receipt

22
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Departments

F1QAD Cost Accounting Manager¥  |&® »  Inventory »  Production w  Product Costing »  Requisitions w  Cost Analysis w  More w Q & wousaiusaor @~

Departments Default View » 4 New  More =

E 9100 Shop floor 2 0
D g t! Dy ipti - .
eparmen eenper . X - * COP Misc production expense -
) ain -~ ccounts. .
8050 Airbag (downtime, breaks) —
v Accounts o
9000 Gun Drill M: N
* Labor Absorption ‘ 2
5010 Cross Drill A Cost of Preduction | 5770 a Mech a a
; &
9020 ol Cost of Production Mechanical + Burden Absorphon ‘
Labor [5120 Q Mech Q mig  Q A @
9030 Debur - vibr * Labor & Burden Usage Variance v
Labor Absorbed Mechanical Manufacturing General . . .
_— ] Quantity variance; posted at SFC &
Buden|s220 @ Mech A ma @ or WO Receipt; default setin WO
2050 Tool & Die f Burden Absorbed Mechanical Manufacturing General Control File
9060 Tool/Fixture Labor Usage Variance | 5140 Q Mech Q mig Q
s070 - Lsbor Usage Variance  Mecharical Manufacturing Genersl * Labor & Burden Rate Variance
Labor Rate Variance | 5150 =} Mech a mig Q. PI’\CG/I’GTE vanance; pOSTEd at SFC
9080 Greaser Op¢ or WO Receipt; default setin WO
Labor Rate Variance Mechanical Manufacturing General .
0% Maintenane Control File
Burden Usage Variance 5240 Qa Mech a mfg Q.
« < e e | - PR

Manufacturing costs are grouped by department. When you create department records, the accounts to be used
for transactions associated to this department default from Base Control, and can be changed to any other
valid account.

The department account codes are similar to the GL account codes for product lines. They are used when
reporting labor and downtime in the Shop Floor Control and production orders modules, and when
backflushing inventory and closing the accounting for completed productioin orders. More detailed
information about these accounts follows.

Cost of Production. Used for indirect labor using non-productive labor reporting, or for downtime reporting.

Labor (absorption). Used to accumulate the labor cost for a department. The standard hours at the standard
rate are debited to WIP and credited to the Labor and Burden accounts. Labor usage and burden usage
variances are calculated and credited to the Labor and Burden accounts, respectively. And labor rate variances
are calculated and credited to the Labor and Burden accounts.

Burden (absorption). Burden is the variable overhead associated with production operations, and the burden
account is used to accumulate accrued burden for a department. It is used in conjunction with labor reporting
and the backflushing of standard labor. Both direct and downtime hours (if employee and work center are
specified in Downtime Transaction) will be burdened, while non-productive hours reported will not be.

Labor Usage Variance. For standard cost, labor usage variance is used to track the difference between the
actual time reported and the standard time set for both setup and run labor. Since standard hours are inflated to
cover yield losses, differences due to yield will be reflected in labor usage variance.

Labor Usage Variance =

m
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[(actual setup hrs — std setup hrs) * std setup rate] + [actual run hrs — std run hrs] * std run rate] Std run hrs
= std run hrs/unit * (qty completed + qty rejected)

Labor Rate Variance. Tracks the difference between the actual employee pay rate (including overtime and
shift differential) and the work center standard labor rate.

Labor Rate Variance =
[(actual setup rate — std setup rate) * actual setup hrs] + [(actual run rate — std run rate) * actual run hrs]

Burden Usage Variance. Tracks the difference in burden costs due to the actual hours reported varying from
the standard hours required on the routing.

Burden Usage Variance =
[(actual setup hrs — std setup hrs) * std setup burden] + [(actual run hrs — std run hrs) * std run burden]
Where:

Std setup burden = (std setup rate * bdn%) + lbr bdn rate + (mach bdn rate * mach/op) Std run burden = (std
run rate * bdn%) + Ibr bdn rate + mach bdn rate

Burden can be a percentage of labor, a fixed rate per labor hour for machine, or the sum of these.

Burden Rate Variance. Tracks the difference in burden costs due to the employee’s actual pay rate varying
from the work center standard labor rate. This applies only if burden is calculated as a percentage of labor cost
and the employee’s pay rate is different than the work center standard.

Burden Rate Variance =
[(actual setup bdn — std setup bdn) * actual setup hrs] + [(actual run bdn — std run bdn) * actual run hrs]
Where

Actual setup burden = (actual setup rate * bdn%) + Ibr bdn rate + (mach bdn rate * mach/op) Std setup
burden = (std setup rate * bdn%) + Ibr bdn rate + (mach bdn rate * mach/op)

Actual run burden = (actual run rate * bdn%) + Ibr bdn rate + mach bdn rate

Std run burden = (std run rate * bdn%) + Ibr bdn rate + mach bdn rate
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Department Accounts: Summary

M QAD

Account Type Use
Cost of Production Expense Non-Prod Labor, SFC Transfer, Downtime
Labor (Absorbed) Expense SFC, Repetitive Backflush/Rework,

WO Acctg Close
Burden (Absorbed) Expense SFC, Repetitive Backflush/Rework,

WO Acctg Close
Labor Usage Variance Expense SFC, WO Receipt, Cum Order Acctg Close
Labor Rate Variance Expense SFC, WO Receipt, Repetitive Backflush/Rework
Burden Usage Variance Expense SFC, WO Receipt, Cum Order Acctg Close
Burden Rate Variance Expense SFC, WO Receipt, Repetitive Backflush/Rework

24

A summary of the accounts for a department, the account type, and the kinds of transactions on which the

accounts might appear on.

QaAD
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Sites

F1QAD CostAccountingManagerw |8 v Inventory w  Production w  Product Costing w  Requisitions w  Cost Analysis w  More v Q & iusatusacor @+

Sites Default View * 4 New  More +

E - 10-110 Production 2 E
Site+ Description
Main it Domain Synchronizati -] -
Imfg Imfg
~ Main J
00002 %
site | 10-110 Automatic Locations
10-100 Ultrasound Mfg Site
Deseription | Production 2 Inspection Location | 030 a &
10-24 Auto Industrial Mf
0-200 uto Industrial Mg Demain ‘ 10USA Q Default Inventory Status | Y-Y-¥ Q
10-201 Lean Manufacturing. Enlily‘ 10USACO Q AR/AP Sub-Account Q e
) o
=tz Automotive Mg SIt- |, 5 dditional Information A
10-200 Process Mfg Site
Declarant Q
Used to book cost
10-301 Distribution Site 1 EMT Supplier Q :
° variance when a
10-302 Distribution Site 2 External Supplier transfer between
10-303 Distribution Site 3 frallsble to Globa) Network sifes resulfs in a cost
Transfer Variance Account | 6820 Q Mech Q Q i
10400 Food & Bev Mfg Site_ difference
Transfer Variance Mechanical
> o» 7 B3R o

M QAD 25

For each site in the database, you can establish a Transfer Variance account. At the time you create the site,
the accounts will default from Base Control, but you can modify them.
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Review

« GL Accounting Structure

- Entity, Account, Sub-account, Cost Center, Project
« GL Reference

- GL Reference

- GL Posting Lines

- GL Account Setup Flow
+ GL Accounts

- Product Line Accounts

- Department Accounts

- Site Accounts

M QAD 26
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Mastery Question — Multiple Choice

Costing Accounts

Mastery Question — Multiple Choice

1. To set up costing GL accounts, what of following is optional?
A. Base Contfrol

B. Product Lines
C. Departments
D. Inventory Accounts

M QAD

m
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Costing Accounts

Mastery Question - True False

2. Inlnventory Accounts, you can set up inventory accounts by
product line, site, and location to obtain the level of defail
that you want.

A. True

B. False

MQAD <]
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Mastery Question — Multiple Choice

3. If you want to set up COGS accounts by customer type,
which of following menu you should use?

A. Product Lines

B. Departments

C. Inventory Accounts
D. Sales Accounts

m
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Exercise: Costing Accounts

QaAD
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Costing Accounts

In this activity, you will review the control structure for Quality Manufacturing International Company in the
QAD system. This includes setting up or verifying the basic accounts, cost centers, product lines, and
departments that we will use. You will also review the Base Control data. You will use this information
throughout the rest of the class.

1. Signinto QAD as user demo@gad.com and verify the current entity. It should be Z0USACO.
2. Use GL Accounts to review all costing-related GL accounts.

3. Use Base Control to review all system default GL accounts
4

Use Product Lines to review the GL accounts for some product lines like 10 Finished Goods (FGI), 20
FGI Purchased, and so on.

5. Use Inventory Accounts, Purchasing Accounts, Sales Accounts, and Production Order Accounts to review
the extended setup for product lines.

6. Use Departments to review the GL accounts for some departments like 0010, 0100, and so on.

7. Use Sites to review the data for site 10-100.

n
Questions? Visit community.qad.com QAD


http://community.qad.com/

96  QAD Web Ul Quick Start Training Guide

CHAPTER 3

Costing Setup

m
Questions? Visit community.qad.com


http://community.qad.com/

Costing Setup 97

Costing Setup

mn
Questions? Visit community.qad.com


http://community.qad.com/

98 QAD Web Ul Quick Start Training Guide

Overview
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Overview

» Setup Overview

« Inventory & Production Control
ltems Setup & Effects
Departments

Work Centers

Routings

Product Structures & Formulas
Reject and Loss Costing

m
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Costing Setup
Product Costing Setup Process Flow

Enter lem
Costs
Material, OVH
Cost Roll-Up
Teeze/Unfreezs
Enter Product
Structures
Product Move
Structure Current
— Cost Cosks fo
Enter Roll-Up GL Costs
Work Center |—
Rates/Burden
Revalue
Enter Routing Routing _ | WIP Pél::'enal
Setup/Run Cost
Time Roll-Up
Revalve
Enter Sales Order
Standard —_ cost
Order Quantity
MQAD

Questions? Visit community.qad.com

QaAD


http://community.qad.com/

100 QAD Web Ul Quick Start Training Guide

Product Costing Setup Process Flow

Costing Setup
Product Costing Setup Process Flow

Review Inventory Production

Accounts Confrol Control

Product
Departments Work Centers Routings Structures &
Formulas
M QAD 4

The steps that are covered in this chapter are summarized below.

Review accounts

These accounts are discussed in detail in chapter 2 on Account Structures.
Set up production order and inventory control programs

Several fields pertain to cost accounting in these control programs, including how current costs are maintained
(as average, last, or none) and the accounts for intersite transfers; both are set in Inventory Control. Another
important setting is in Production Control, which lets you determine when labor and burden rate and usage
variances get posted if you are reporting labor in the Shop Floor Control module.

Enter/review data in ltems

Manually enter this-level costs (purchased materials and associated overhead) in the current cost set using
Items. Fields particularly relevant to item costing in the item planning frame are order quantity (identifies the
standard order size for setup cost allocation), purchase/manufacture field, phantom field, and yield percent.

Set up departments in Departments

The system creates general ledger transactions using the accounts associated with the department code to
collect labor, burden, and subcontract costs. (The individual department accounts are discussed in detail in
chapter 2 on Account Structures)

Set up work centers in Work Centers

The work center provides hourly labor rates, labor burden rates, labor burden percent, and machine burden
rates, which are used in routing cost roll-ups.

m
Questions? Visit community.qad.com


http://community.qad.com/

Costing Setup 101

Set up routings in Routings

Routings provide setup and run times per operation, machines per operation, and operation yield percent.
Subcontract cost per unit is entered for each subcontracted operation.

Set up product structure in Product Structures & Formulas

The product structure attaches components to the parent item and defines the quantity per. Scrap rates are
entered. Product structure type codes are entered.
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Review Accounts

Product Line Accounts Dept. Accounts
Sales Production Order Inventory Purchasing Department
Sales Floor Stock Inventory Purchases Cost of
Sales Material Usage Inventory PO Receipts Froduction
Discount Variance Discrepancy Overhead ,ﬁgt;g;bed
Exempt Material Rate Scrap Applied
Sales Variance WIP PO Price Burden
. . } Absorbed
COGS Mix Variance Variance
Material Method Labor Usage
Cost of Production Variance AF Usage Vi
: ariance
COGS Labor Variance
Subcontract Usage Cost Labor Rate
COGS Variance Revalue AP Rate Var
) ariance
Burden Variance
Subcontract Rate Burden Usaae
COGS Variance Varance 9
Overhead
e
Subcontract
M QAD 5

Accounts are discussed in detail in chapter 2 on Cost Account Structures.
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Inventory Control

F1QAD CostAccountingManagerw |82 v Inventory »  Production v  Product Costing »  Requisitions w  Cost Analysis v Q & wsausacor @~

Inventory Control Default View *  More = &

Compliance Customer Consignment Inventory ~ Item Attributes Serialization Supplier Consignment Supplier Consignment Acco... Obsolete Inventory ~ - o,
v Inventory Accounting Qc
Current Cost | Last Sum Lower Level Costs into Mate...
* Create GL Trans:
Create GL Transactions 3 Current Cost from Accounts Paya... Perpefuol invenfory &
Transfer Clearing Account | 1670 Q| |Mach Q||CostCenter Q Roll Up Local Phantom's This Lev... [ accounting e
i + Transfer Clearing: Acct
for transfers between A

v ltem Attributes sitesin same

entity
Attribute Status Default | Active - Display Specification for Results .. [3
Non-cenforming Status Default | N-Y-N Q Use Inventory Reference as Sublot
Attribute Sequence ID | ATID Q| iem Attribute ID
Auto Lot Sequence ID | LD 2 tem Lot Number Assignment « Current Cost: Current cost update method
v Serialization * Sum LL Costs info Mat’l Cost: Cost of sales calculation; reporting only, not costing
Enable Serialization (3 + Cumrent Cost from AP: If Yes, current material cost updated at receiver matching

MQAD 6

Current Cost. Current material, labor, and burden costs are maintained as Average, Last, or None.

None: Current costs are not maintained by the system. This must be done manually. Even if purchase line
items have the field Update Avg/Last Cost set to Yes, an Inventory Control setting of None takes precedence,
S0 no update will occur.

Average: Current costs are updated using a simple weighted average. This occurs for purchased items when
the purchase order is received. For manufactured items, labor and burden are updated by the production order
accounting close to reflect the actual hours spent.

Last: The current cost is simply set to the last cost on the purchase order or production order.

This is a domain-wide setting; all current costs for any site in the domain will be maintained using the setting
selected None, Average, or Last unless you use the Cost Management module.

Note With the Cost Management module, you can use different cost sets with different costing methods at
each site. Then use cost set to site assignment to specify which sites use which cost sets.

Sum Lower Level Costs into Material Cost. Cost of Goods Sold (COGS) is posted to the GL as the total (this-
level plus lower-level) cost for each of the five cost categories: material, labor, burden, overhead, and
subcontract. To report all lower-level costs as COGS-Material (as if all components were bought from outside
suppliers), set Sum LL into Mtl Cost to Yes.

Usually this field is set to No. Cost of goods sold amounts are maintained separately for each cost component.
However, in some companies, the material cost for an end item is considered to include all costs associated
with purchasing or manufacturing components, as well as any direct material costs. Then this field is set to
Yes.
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Current Cost from AP. If the Current Cost from AP field is set to Yes, then the current material cost is updated
at vouchering. If the invoice price differs from the purchase order price, the current material cost is adjusted.

Transfer Clearing Account. Enter the general ledger (GL) account code used to track transfers within a site or
between sites in the same entity. This field cannot be blank when multiple sites are defined. This must be a
valid, active account of type Standard.

Transfers between sites in different entities are tracked using the Cross-Company Inventory Control account
defined for the domain and the intercompany codes of the appropriate entities. In a single-site environment,
the Purchase account is used when this field is blank.

Create GL Transactions. Indicates if general ledger transactions are to be created by inventory activities.

Yes: All inventory issues, receipts, count adjustments, and transfers will create a general ledger transaction
reflecting the change in inventory asset balances. In addition, any transactions that affect work-in-process
inventory will create general ledger transactions. This includes production order issues and receipts.

No: General ledger transactions will not be created by any of these activities.

This field does not impact Memo item transactions. These do not create inventory GL transactions regardless
of this field.

Companies that do perpetual inventory accounting should set this field to Yes, taking advantage of the
automatic journal transactions created by the system.

Companies using period inventory accounting normally set this field to No. With period accounting, the
accountant manually calculates ending inventory based on beginning inventory plus purchases less cost of
goods sold. Manual journal entries must be made to post the purchases and cost of goods sold amounts, since
these will not be posted automatically by the system.

Within Inventory Control, you can control whether to roll up local phantom this-level costs when running
Product Structure Cost Roll-Up.

Roll Up Local Phantom’s TL Costs. Specify whether to roll up local phantom this-level costs when running
Product Structure Cost Roll-Up.

Yes: The Product Structure Cost Roll-Up program rolls up this-level costs of the local phantom items to the
parent item.

No: The Product Structure Cost Roll-Up program does not roll up this-level costs of the local phantom items
to the parent item.
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Production Control

PFIQAD CostAccounting Managerw |88 »  Inwventory = Production »  Product Costing = Requisitions ~  Cost Analysis = More = Q & wsausacor @+

Production Control Default View =  More + €

WP Lot Trace Final Assembly b

L]
~ Production Orders %o
Next Order 1008 Zero Balance WIP

Production Order Notes Reason Code Criticality | Warning ~ &

Routing Notes @ Include Yield 3 ?

Auto Add Item to Production Line Post Serap to GL -
o

Auto Add Alternate BOM Routing Next Picklist 10005 Y%

Component Issue Date Method | Order Release Date ~ Picklist Prefix | RP
Quantity Open Methed | Quantity Processed = Co/By Quantity Complete Method |SUMMARIZE =

Move First Operation (3
~ Work Order
WO Activity Threshold | Firm Planned =
v Repetitive

Repetitive Activity Threshold | Firm Planned ~ End Effective Default Methed | Number of Days =

Specify Yes to have the system post the value of the scrap quantity from a work-in-process operation queue to
GL.

The system determines the value of scrap at the operation based on the production order, the production order
routing, and bill. It calculates the cost of scrap by rolling up the material, run-time labor, burden, and
subcontract costs. When the quantity is scrapped from the output queue or reject queue of an operation, the
system determines the value of scrap by including the costs for that operation. When the quantity is scrapped
from the input queue of an operation, the system determines the value of scrap as the value of the prior
operation. For standard costing and co/by-products, the setup time is not included when the system determines
the value of scrap because setup costs have already been accounted for in the quantities previously reported as
completed. For average costing and co/by-products, the setup time is included when determining the value of
scrap.
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FI1QAD CostAccountingManagerv |42 v Inventory v Production v ProductCosting »  Requisitions v CostAnalysis w  More v

Items Default View = 4 New [ Delete Actions = More ~ €
E 02002 10 Electrical Connector ACTIVE E
Item =1 Description ;
m Site = Item Aliases Intrastat item Production Scheduling Picking Service ~ -] =%
~ Planning %'
Master Schedule MRP Required

Plan Orders @ Phantem &

Time Fence 0 Buyer/Planner Q °

Order Policy |POQ Purchasing Buyer Q )
Minimum Order 0 Supplier Q ﬂo

Maximum Order 0 Enforce Supplier Certifica...

Order Multiple L] PO Site | 10-200 Q.| Auto Industrial Mg

Order Quantity 1,000 Purchase/Manufacture | P Q| PURCHASED

Order Period 7q Configuration Type
Safety Stock 0 Inspect
Safety Time ¢} Inspection Lead Time oQ

o~
=

M aAD 8

For costing purposes, the important fields in the planning frame of Items are the following.

Order Quantity. The normal order quantity for this item. When manufacturing costs are calculated using
Routing Cost Roll-Up (14.13.13), setup costs are divided by this order quantity. If this quantity is left as zero,
the system assumes an order quantity of one for cost calculations only.

Purchase/Manufacture. Product Structure Cost Roll-Up will be affected by the Pur/Mfg code you assign to
the item. The system assumes blank Pur/Mfg codes are [M]anufactured items.

[P]urchased Item. If your purchased item has a product structure and/or routing associated to it, it is not used
in cost roll-up calculations. Instead, this-level labor, burden, and subcontract costs are zeroed out at the next
roll-up. All lower-level costs are also zeroed out.

[D]RP item. The same cost calculation logic applies to these items as to purchased items. Any routing or
product structure information is for reference only. If you have costed it as a manufactured item and then
change it to a DRP (Distribution Requirements Planning) item, the next roll-up zeroes out all rolled costs from
lower levels for this site (the default site specified in Items), in addition to this-level costs for routing-
controlled categories.

[M]anufactured item. Costs are calculated from routing and product structure roll-ups.
[R]outable item. Functions like manufactured item during cost roll-up.

[Clonfigured item. Costs are calculated from Product Structure Cost Roll-Ups if the components on the
structure have a structure type code of blank. Configured products have costs calculated during sales order
entry for margin calculations.
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[Flamily Planning item. Costs are calculated from product structures and routings if the structure type on the
components is blank.

Phantom. Phantoms are often used for transient assemblies or intermediate products - ones that are not (and
often cannot) be received into stock but instead go directly into the next higher assembly or product.
Phantoms are often used for service items.Phantom set to Yes identifies this item and its product structure as a
phantom The effect of this setting on cost is discussed on page Engineering Changes.

n
Questions? Visit community.qad.com QAD


http://community.qad.com/

108 QAD Web Ul Quick Start Training Guide

Items

Costing Setup
Iltems

FI1QAD CostAccountingManagerv |42 v Inventory v Production v ProductCosting »  Requisitions v CostAnalysis w  More v
ns v More v €

E 02002 10 Electrical Connector ACTIVE
Item =1 Description

m Site - Item Aliases Intrastat tem  Production Scheduling Picking Service ~ o

v Manufacturing

Batch Quantity 1.0 Network Q

Operation Based Yield Routing 02001

o

Yield 100.00% BOM/Formula Q ?

Run Time 0,002 Replenishment Method | Orders =
Setup Time 0.0002 Run Sequence 1 Q ﬂ
fun Sequence 2 Q
v ATP and EMT
ATP Enfarcement Level |NONE ~ EMT Type | NON-EMT ~
Family ATP Automatic EMT Processing

ATP Horizon 0

o~
=

M aAD 7

Operation Based Yield. This field determines how the system calculates yield for components of this item
when product structures and routings are exploded in Material Requirements Planning (MRP) programs,
production orders, and configured products.

No: The system uses the Yield % field associated with the parent item in Item Planning Maintenance or Item-
Site Planning Maintenance to calculate component requirements.

Yes: The system derives the yield percentage amount for components from operations on the parent item’s
routing. The Yield % field associated with the item is used for the parent item only, not the components.

Yield%. Percentage of any order that is expected to be usable. Can be updated automatically by Routing Cost
Roll-up.

Routing Code. A code identifying the routing or process normally used in the manufacture of this item. Used
only for manufactured items whose default routing/process definition is not stored under the item number.

Use of an alternate can cause a method variance to be calculated at Accounting Close. Usage and rate
variances are calculated based upon the production order bill and routing used. If the alternate routing or bill
calculates a value different from the standard, a method variance will be charged for the difference. If the
values of the primary and alternates are of equal value, there will be no method variance calculated.

BOM/Formula. A code identifying the product structure, formula, and/or co-product/by- product structure
normally used to manufacture this item. (For co-products/by-products, this is the base process code.) Used
only for manufactured items whose default product structure/formula is not stored under the item number.

m
Questions? Visit community.qad.com


http://community.qad.com/

Costing Setup 109

Costing Setup
PF1QAD CostAccountingManagerw |8 ~  Inventory »  Production w  Product Costing »  Requisitions »  Cost Analysis w  More w Q @ rousaiousao v
ltems Default View ~ 4 New [ Delete Actions ~ More ~
E 02002 10 Electrical Connector ACTIVE - E
Item =1 Description
: Main - Site - Item Aliases  Intrastatitem  Production Scheduling m Service - =4 =
~ Picking @
Allocation Policy | Detail = | Detail Allocation Allocate Single Lot
Transfer Allocation Policy | Drep = | Drop Allocation Key ltem &
Pick Policy | Transfer = | Pick and transfer Picking Multiple 0 ?
Issue Palicy | Backfish = | Backflush Picking Minimum 0
o
Production Picking Order Default ~ | Default Picking Maximum 0 A
Ascending/Descending | Ascending
v Service
Mode! =} System Type Q
Service Group Q Usage Code Q
Service Category Q Installed Base
o~
&

Issue Policy. Specify how the system issues inventory quantities for the item to production, and whether they
appear on functions such as Product Order Receipt, Operation Activity Transaction, and Production Order
Component Issue.

Backflsh (default): Backflush. Inventory for the item to a production order. Use this for production component
items that are backflushed from inventory for a production order (operation). Items with Issue Policy Backflsh
appear when processing a backflush transaction for a production order (operation) using functions such as
Product Order Receipt and Operation Activity Transaction.

Direct: Issue Direct to Order. Use this to issue component items directly to a production order (as opposed to
backflushed). Items with this Issue Policy display in Production Order Picklist Issue and Production Order
Component Issue.

No Issue: Do not issue. Use this for expense items such as cleaning supplies that are not controlled in
inventory with inventory balances, but handled as floor stock. When a production order is processed by the
accounting close function, the cost of such items is debited to WIP and credited to the Floor Stock account
specified on the order.
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Effect of Purchase/Manufacture Code on Cost

Costing Setup
Effect of Purchase/Manufacture Code on Cost

ltem A: Pur/Mfg Code =® orR Item A: Pur/Mfg Code =®or D
TL LL TOT TL LL T0T
Mil__ 0,00 115.00 |15.00 <+ or — Mil___ 0,00 | 0.00] 0.00

Lbr  2.50) | 4.00 | 6.50
Bdn  3.00] | 0.00 | 3.00
Ovhd  2.00 | 4.00 | .00
Sub  0.00 | 0.00] 0.00

Lbr  0.00)| 0.00} 0.00
Bdn 0,00} | 0.00| 0.00
Ovhd 2,00 | 0.00| 2.00
Sub  0.00 [ 0.00] 0.00

Costs for Costs for
component B components B
and C are rolled and C are not
up to A’slower- M 5.00 10.00 rolled up to A’s
level cost Libr 1.00 3.00 lower-level cost
* After Routing and Bdn 0.00 0.00 Parent item A’s
Codt ronums | Ovhd 2,00 2.00 this-level labor
= Manufactored Sub_ 0.00 0.00 and burden costs
P = Purchased are zeroed out
TL= This Level; LL = Lower Level
M QAD 11

This example shows the difference in how a product structure coded as a purchased part rolls up compared to
a product structure that is coded as a manufactured or routable part.

» When item A has a Pur/Mfg code of [M]anufactured or [R]outable and blank structure type in the product
structure for components B and C, all lower-level costs for material, labor, burden, overhead, and subcontract
roll up correctly from the routing and product structure cost roll-up functions. This would also happen if you
were to change the code to [R]outable.

« If the Pur/Mfg code were incorrectly changed to [P]Jurchased for a manufactured item, and the routing and
product structure roll-ups were performed, all lower-level costs for material, labor, burden, overhead, and
subcontract would be zeroed out. Additionally, this-level costs for labor and burden would also be zeroed out.
This would also happen if you were to change the code to [D]RP.

« If we had not rolled up the routing in the second set of data, then this-level labor and burden costs would
have remained as they were in the first set of data. Remember, only a routing cost roll-up will affect this-level
labor and burden for an item.
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Effect of Phantom Field Setting

noju fror f
M 000 1800 [18.00 ,ormponems

® [ 23 [as[ix Lie
Bdn 0.00 | 0.00 | 0.00
rolled up to

Ovhd 200 | 600|800 T2 e€5D
sub 000 |000|000 P

1 A’s LL costs
ﬂ I Item B’'s Phantom Field = No
TL LL TOT

n Mil] 0.00 8.00 8.00 M“ 10.00

@ Lbr| 200 0.00 2.00 @ Lbr | 0.00
Bdn| 0.00 0.00 0.00 Bdn | 0.00

Ovhd| 200 2.00 4.00 Ovhd | 2,00
Sub| 0.00 0.00 0.00 Sub | 0.00
* After Routing and n M componem D’'s
Product Structure
Cost Roll-Ups Lbr cost are rolled up
= Manufacture to B's LL costs
AI'l'l= I'A:rch:'se:'l ¢ ® Osﬁg

TL = Thiz Level: LL = Lower Level

Whether an item is treated like a phantom or not is determined by the Phantom field in the item data menu:
Items.

Phantom field set to No

Example The figure above shows material and other costs at the lower level for all the components in the
structure. Component B is an assembly with one component (D) that reports to it. Component C is a

purchased part. In this first figure of two, we see the cost structure as a standard manufactured item (Phantom
field = No).
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Effect of Phantom Field Setting*

Costing Setup

Effect of Phantom Field Setting*

L LL | TOT
LS Mt 000 [18.00 |igoo  “Component
lbr 250 looo| 250 B'sILcostsare
@ Bdn 0.00 0.00 | 0.00 I"I_O‘" rolled up to
Ovhd 200 | 400 | 600 A'sllcosts
Sub  0.00 | 0.00 | 0.00

“ w | tor | ltem B's Phantom Field = Yes
n Ml 000 | 8.00[ 8.00 Mﬂ 10.00

@ Lbr 2.00 | 0.00| 2.00 ® Lbr | 0.00

Bdn  0.00 | 0.00| 0.00 Bdn | 0.00
Ovhd  2.00 | 2.00| 4.00 Ovhd | 2.00
Sub  0.00 | 0.00] 0.00 Sub  Lo.0o
i [
Product Sructore n mil [ 8.00] ComponentD's cost
Cost Roll-Ups Lbr | 000| arerolleduptoB’s
M = Manvufactured ® Bdn 0.00 LL costs
:;:;;:;:T:\S:I‘-‘: LL = Lower Level Ohd '
MQAD 13

When you set the phantom field in the item data to Yes, that indicates the item is a “global” phantom and is to
be treated as a phantom for all product structures it reports to.

The other way that you can set a phantom in a structure is to change the structure type code to Phantom in
Product Structures & Formulas, which indicates that the item is a local phantom and is to be treated as a
phantom only in that specific product structure

Routing Cost Roll-Up will roll up global phantom items. However, the labor, burden, and subcontract costs of
a global phantom item are not included in the parent item’s cost when the product structure cost roll-up is

performed. If you need to build and stock a phantom item, the routing roll-up and the product structure roll-up
for the phantom item correctly cost it at this level.

Example In the figure shown above, we see the difference in cost when the phantom field is set to Yes in the
item data. Notice that when B is a phantom, all of item B’s this-level costs are excluded from the roll-up.

Warning Local phantoms (coded as Phantom in the product structure) do have their this-level labor and
overhead costs roll up into the parent’s costs, which is enabled in Inventory Control. The use of local
phantoms should be discouraged for this and other reasons. They do not support use-up logic.

Note Phantom use-up logic, which will be discussed later, whether for global or local phantoms, is not
possible in the Repetitive type of production orders.
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ltems Cost Enter

PF1QAD CostAccounting Managerw  |&% «  loventory »  Production v  Product Costing w  Requisitions »  Cost Analysis »  More = Q &3  10USA 10USACO ~ e -

Items Default View * 4 New [ Delete  Actions » More v &

E - 02002 10 Electrical Connector ACTIVE - E
Item =1 Description
Site *  ltemAliases  Intrastatitem  ProductionScheduling  Picking  Service ~ - L
¥ GL Cost .
GL Cost Source Site 10-200 This Level Total 0.50
CostSet Standard Lower Level Total 0.00 &
Date Updated 1216/2015 Cost Total 050
e
+ rew W Delete More =
A
Category =1 Element This Level Lower Level Total Primary AQ
Burden Burden 0.00 0.00 000
Labor Labor 0.00 0.00 0.00
| Material Material 050 | 0.00 050
Overhead Overhead 0,00 0.00 0.00
o
&

Enter the item number in Items and scroll through the Item GL screens until you reach the current cost data
frame. Enter purchased material costs in the this-level field of the current cost set.

Note It is recommended that you initially enter costs in the current cost set so that the GL is not affected. As
with any change to the GL cost set, if you have inventory on-hand, you will cause an inventory value change
in the GL.

Once you have reviewed the cost entries, move the costs from current to GL by using Current Cost Set Move
to GL Set.

Fixed Overhead

Fixed overhead costs are usually allocated to each item based on an estimated production volume. You can
enter them manually as a fixed cost per unit for each item by using one of the item data menus or they can be
calculated as a percentage of material, labor, burden, and/or subcontract costs by using Item Overhead Cost
Update.

Other than overhead, you should not manually enter costs for manufactured items, only purchased items. If
you do enter costs for manufactured items, you cannot use the roll-up functions to update these costs.
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Overhead and Burden Cost Update

Costing Setup

Overhead and Burden Cost Update

Example:
OH set at 150% of Mat’l

Item  This-Level Overhead

Material
A 10 x 150% = 15.00
B 3 x 150% = 4.50

C 7 x 150% = 10.50

A
$10
B C
$3 S7
/\ /\
D E F G
$1 $2 $3 $4
M QAD

This graphic shows the effect of using Item-Element Cost Calculation (shown on the next graphic) to update
overhead costs to 150% of the This Level Material cost.

QaAD
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Item Overhead Cost Update
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Item Overhead Cost Update

NQAD Cost Accounting Managerv  |&% «  Inventory Production »  ProductCosting v  Requisitions v  CostAnalysis »  More = Q &2 10USA 10USACO ¥ ev -
Item-Element Cost Calculation Default Report = Schedule BurstSettings  More ~
» Settings

v Filter

|Prod Line v |lequals b Q = - + X
[item Number ~ ||equals ~ |{09001 al = | + x

(e Type > J equals =L O - + %
[PurchaseManufacture | [squals - Q) & + x
Isite ~ | lequals + |[10-100 al &= +

[cost et = ||equals - !:Current Q| x +

|Cost Element ~ |lequals ~ || Overhead Q| = + x
f:qmyomeplauax,sging... ~ |lequats - iéeg\a_:_e -] ® + x
[Use This/Lower Level Costs ~ | [equals + | [This Lever .| = + X
fy_p_dne v ||equals '_[Ves - | & 4+
[Etement #1 = |lequals = ||Overhesd al = + x
|Etement #1 Percent ~ | lequals = 15000 | ¢ + %
|Element #2 + | |equals - Q x +

=3
M QAD 16

You can calculate overhead and burden as a percentage of lower-level costs by using Item-Element Cost
Calculation. This is useful for companies that calculate overhead and burden based on material cost rather
than labor cost.

Calculate Overhead and Burden in Three Steps

1, Roll up product structure costs to ensure that you calculate overhead (OH) from accurate lower-level costs.
Use Product Structure Cost Roll-Up.

2, Calculate this-level item overhead costs for the lower-level items by using Item-Element Cost Calculation.

3, Roll up the product structure costs again to add the calculated overhead to the lower-level costs.
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Costing Setup
PF1QAD CostAccountingManagerw | +  Imventory ~  Production =  Product Costing ~  Requisitions + Q & wsausacor @~
Departments DefaultView = 4 New [ Delete More ~ &
E 0010 Manufacturing 8 - E
Department ~ Description o o
Main *  Accounts = el
~ i o
0100 Desigh Engi Main @
il b Department {0010 Labor Capacity 8
Description | Manufacturing &
0120 Systems Eng
v Defaults
0160 Quality Con ?
Default Sub-Account Default Cost C:
o p— .- a sl R
0180 Maintenane | ¥ Accounts
2210 Metullurgics Cost of Preduction | 5770 Q Mech Q| Q
Cost of Production Mechanical
0220 Applied Res
Labor {5120 Q Mech Q| mlg Q
0300 Service Dep
Labor Abscrbed Mechanical Manufacturing General
0310 Repair Depc. Burden | 5220 Q| Mech Q mig Q
> » &

A department is used to group similar work centers. It can have many work centers, but a work center can
only report to one department.

Set up departments so that you can review capacity load and costing in a meaningful way. For example,
departments can group work centers performing common functions. In a job shop, there can be one
department for lathes and another for welding.

Default GL accounts are set in the Base Control. They can be changed here, to allow you to see GL
transactions by department.

The system creates GL transactions using the accounts associated with the department code. By changing the
department code, different accounts can be used for the GL transactions created by these functions.
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Work Centers

F1QAD CostAccountingManagerv |42 v Inventory ~  Production v ProductCosting »  Requisitions w  Cost Analysis w

Work Centers Defauit View » 4 New [ Delete More ~
E 1000  General Assembly 0400 Assembly E
Work Center 1 Machine 2 ‘
Main = -] L
Work Center | 1000 Scheduler Q 3
1000 1001 @
Machine E Machines per Operation 1
1001 Description | General Assembly Setup Crew 1.00 (9
1010 Department | 0400 Q| Assembly Run Crew 1.000
— Auto Firm Machines 1.000 ?
o Last Auto Firm = Backflush Location | BF1000 Q ﬂo
Queve Days Q] 100:15:00 Transaction Quantity Method | Quantity Completed ~
1040
Wait Days 0/ |00:15:00 Supplier Q
1050
v Rates
1050 1001
Setup Rate 5.000 Machine Burden Rate 0.050
1060
Labor Rate 4500 Labor Burden Rate 0.020
1080 100 Labor Burden Percent 0.01%
> » e

A work center identifies a group of resources (people, machines, production lines, and so on) that are capable
of doing the same processes.

Rates are specified at the work-center level. These include the standard labor rates per hour for both setup and
run operations, and the variable burden rates that apply to all work done in that work center.

Most of the fields in Work Centers are important from a costing perspective:

Machine per Operation. Used in calculating burden costs. This value indicates how many machines are to be
set up to produce this item. The setup cost will be multiplied by this number to determine the machine burden
from setup cost. This is the default value for the same field in Routing Maintenance.

Mach Burden Rate. Used in calculating burden costs. This is the burden rate per hour applicable to machine
run time and setup at this work center.

This value is used by item cost calculations and by labor feedback functions to calculate and post actual costs
and variances. It applies to all operations carried out at this work center and cannot be changed for individual
operations.

Setup Rate. The total work center labor cost paid per labor hour to set up this work center. Used in calculating
labor and labor burden costs.

Labor Rate. The total work center labor cost paid per labor hour to run this work center. Used in calculating
labor and labor burden costs.

Example If there are two employees in the work center (Run Crew = 2) and one employee earns
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$10 per hour and the other employee earns $12 per hour, the labor rate entered would be $22. If both
employees earn $12 per hour, then the labor rate entered would be $24

Labor Burden Rate or Percent. The labor burden rate or percentage per hour applicable to both setup and run
time at this work center.
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Routings & Processes

ngs & Processes 01020 » Operations

Routing Operations Default View + 4 New [ Delete  More

E 01020 10 ASSEMBLE COMPONENTS 1000 1001 General Assembly-Ultra

Main  Operation Time  Operation Options  Subcontract  Costing  Alternate Work Center Run ...

Work Center | 1000 Q

Machine | 1001 Q| General Assembly-Ultra

Description | ASSEMBLE COMPONENTS

Machines per Operation 1

¥ Operation Time

Setup Time 100 Move Time

Run Time 400 |Hour ~ | 0.025 Units/Hour Queue Time

Order Quantity 1 Wait Time

Subcontract Lead Time 0| Days Total Non-Operation Time

Routings are used to define the steps that a product passes through during the manufacturing process. More
importantly, from a costing perspective, routings provide manufacturing setup and run times per operation,
machines per operation, and operation yield percent or yield at each operation. Subcontract cost per unit is
entered for each subcontracted operation.

Each routing operation is associated with a particular work center, so it is not necessary to enter labor or
burden rates for each operation.

In Routings, enter a routing code, which is typically the item number, and the first operation. The important
fields for costing are:

Work Center. Defines the setup, labor, and burden rates to be used in calculating cost at this operation

Machines per Op. Used in cost calculations. Defaults from work center and can be modified. Affects setup
cost only; does not affect run cost.

Setup Time. The amount of time in decimal hours that it takes to set up the work center to run the standard lot
size of this product.

« If you are using setup times, you need to distribute the cost of the setup normally over more than one unit of
product. You can do this by determining a standard lot size for the product and then entering that lot size in
the Order Quantity field of item planning data in Items.

* If setup is not to be included in the cost, leave this setting (or setup rate) at 0.00
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Run Time. The amount of time in decimal hours that it takes to produce one unit of this product. Note: You
can use Routings to specify units per hour rather than run time).

Start Date/End Date. Used to move old operations out and new ones into a routing for historical purposes.
The roll-up process will roll up costs for only those operations in effect for the date specified in the roll-up

screen.
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Routings & Processes

ngs & Processes 01020 » Operations

Routing Operations Default View + 4+ New [ Delete More ~

E 01020 10 ASSEMBLE COMPONENTS 1000 1001 General Assembly-Ultra

Main  Operation Time  Operation Options  Subcontract  Costing  Alternate Work Center Run ...

Milestone Operation Setup Crew 1.00

Auto Labor Run Crew 4.00

Move Next Operation @ Qverlap Units 0

WIP ltem Yield Percent 100.00%

Tocling Q

~ Subcontract

Subcontract Cost 0.00| USD Supplier

Subcontract Lead Time 0| Days WIP Item

~ Costing

Milestone Operation. Used only in Repetitive type production orders to identify operations for labor and
material. If Yes, then reporting of completions, labor, and non-standard components is permitted. Prior non-
milestone operations will also be backflushed for labor and components.

Yield%. The expected percentage of acceptable units that will be completed at this operation. The expected
yield for an operation can be expressed as:

Yield = (Acceptable Units at Operation Completion / Units at Operation Start) * 100

The total manufacturing yield for a product is determined by multiplying the yield percentages for each of its
operations.

Manufacturing Yield = Yield% for Op 10 * Yield for Op 20 * ...
The effect of yield on the costing process is discussed in more detail on later pages.

Subcontract Cost. The standard cost per unit that subcontractors charge to perform this operation. Subcontract
Cost is discussed in more detail later in the course.

Use Items to specify the Routing Code to be used for an item. For example it is common for the same item
manufactured at two sites to use site specific routes, which might call for different work centers or different
run times.
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Labor Cost Per Operation
F1QAD Cost Accounting Manager |4 ~  Inventof
Items Default View = + New M Delete  Actions
Routings & Processes 09001 » Operations
E 09001 . .
Routing Operations PEPETVEIE LTV Y ) QAD  CostAccounting Manager v |82 v lnventory v
Main +  Site v itemAliases  Intrastatitem  Prod E 09001 Work Centers Default View » 4 New  [§ Delete N
Maximum Order 0 E 09001
Main  Operation Time  Operation Options ~ Subcontract  Costing Al
Order Multiple 0
Order Period 7Q Setup Time 10 Ayto Fim
Run Time 1.0/ |Hour ~ | 1 Units/Hour Last Auto Firm &
Order Quantity L0 Queue Days 0| [00:00:00
Wait Days ¢ |00:00:00
Labor Cost per Operation Example N
N t:
Set-up Cost = Set-up Hrs/Order Qty x WC Sef-up Rate 1/ 1,000x $10=$0.01 o
Run Cost = Run Hrs / Unit x WC Labor Rate 1x$10=$10 Setup Rate 1oee0
Labor Rate 10.000
Total Labor = Set-up Cost + Run Cost $0.01+3%10=3%10.01
M QAD 21

What Labor Costs per Operation Are Based On

Labor costs are calculated from the item’s routing. The total labor cost is the combined cost to set up the
operation and the cost to run that operation.

» Setup cost is the setup time multiplied by the setup rate at the work center. Since the work center only has to
be set up once, the total setup cost is divided over all of the items in a batch - identified by the item’s order
quantity specified in Items. If no order quantity is entered for an item, it defaults to one.

* Run Time is expressed per unit, so labor cost per unit is simply the run time per unit multiplied by the labor
rate at the work center.

* Setup Cost = Setup Hrs/Order Qty * WC Setup Rate
* Run Cost = Run Hrs per unit * WC Labor Rate
» Total Labor Cost = Setup Cost + Run Cost
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Labor Burden Cost Per Operation
F1QAD Cost Accounting Manager |4 ~  Inventof
Items Default View = + New M Delete  Actions
Routings & Processes 09001 » Operations
E 09001 . .
Routing Operations Default View = 4 New [ Delete F1QAD  Cost Accounting Managerv |8 v inventory =
Main - Site ~ Item Aliases Intrastat item Prod E 09001 Work Centers Default View = + New W Delete M
Maxmum Order ¢ Main Operation Time Operation Options Subcontract Costing Al E 09001
Order Multiple 0
Order Period 7Q Setup Time 1.0 Mot o
L R;n Time — 1.0/ |Hour ~ | 1 Units/Hour eackiush Location a
rder Quantit 1
hd Transaction Quantity Method | Quantity Processed ~
Set-up Burden Example suppir a
Burden = [(Set-up Hrs/Order Qty] x WC Lbr Bdn 1.0/1,000x20=0.02
Rate] 1.0/1,000x 10x 0.00%=0
Burden% = [(Set-up Hrs/Order Qty) x WC Set-up Machine Burden Rate 20000
EG%UrdéhWC Lbr Bdn%)] Labor Burden Rate 20,000
Burden = Run Hrs x WC Lbr Bdn Rate 1.0x20="20 Labor Burcen Percent | 0.00%
Burden% = Run Hrs x WC Labor Ratfe x WC LbrBdn%  10x 10x0.00%=0
MQAD 22

What Labor Burden Costs Are Based On

Burden costs apply to both setup and run time. Labor burden is calculated as a rate per labor hour and/or a
percentage of the total labor cost. This is most commonly used in a labor-intensive environment. Both types of
burden can be applied: as a rate per hour and/or as a percentage of labor cost.

* Setup Labor Burden Rate =

[(Setup Hrs / Order Qty) * Work Ctr Lbr Burden Rate] / Item Yield%

» Setup Labor Burden Percent =

[(Setup Hrs / Order Qty) * Work Ctr Setup Rate * Work Ctr Lbr Burden%] / Item Yield%
* Run Labor Burden Rate =

(Run Hrs * Work Ctr Labor Bdn Rate) / Item Yield%

* Run Labor Burden Percent =

(Run Hrs * Work Ctr Labor Rate * Work Ctr Labor Burden%) / Item Yield%
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Machine Burden Cost Per Operation

Operations

Default View ~

09001

Operation Cptions

+ New

W Delete  More ~

10

Subcontract  Costing  Alternate

F1QAD Cost Accounting Managerv  [a% v Investal
ltems Default View = 4+ MNew [ Delete  Actiof
Routing Operations
E 09001
Main = Site ~ Item Aliases Intrastat item Pra|
Main  Operation Time
Maximum Order 0
Order Multiple 0 Description
Order Cuontty 000 Machines per Operation
Order Period 7Q ~ Operation Time

Setup Time

Run Time

10 |Hour ~ | 1 Units/Hour

Machine Burden Cost per Operation

Set-up = (Set-up Hrs/Order Qty) x Mach/Op x Mach Bdn Rate

Run = Run Hrs x Mach Bdn Rate

Example

F1QAD Cost Accounting Manager¥ |2 +  Inventor|
Work Centers DefaultView ¥ 4 MNew [ Delete
E 0900
Main ¥ Q
Machines 1,000
Backflush Location Q
Transaction Quantity Method | Quantity Processed ~
Supplier Q
Machine Burden Rate 20,000

Labor Burden Rate

20.000

1.0/1,000x1x $20=
0.0x $20=20.00

Note: Run fime for burden does not consider number of machines

M QAD
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What Machine Burden Costs Are Based On

The final source of burden is machine burden. This is calculated based on the number of hours the machine is
in use - both while it is being set up and while products are being run. As in the other burden cost calculations,
the machine burden cost associated with set up is divided over the item’s order quantity. When there are
multiple machines per operation, any machine setup burden cost is applied to each individual machine. This is
most commonly used in a machine-intensive environment.

» Machine Setup Burden = [(Setup Hrs / Order Qty) * Mach Bdn Rate * Machines / Op] / Item Yield%
» Machine Run Burden = (Run Hrs * Mach Burden Rate) / Item Yield%

» Machine Burden = Machine Setup Burden + Machine Run Burden

There is only one field for run time on the routing. It is not split into machine time and labor time. For burden
calculations, the machine and the labor are both assumed to be in use for the entire run time.

Note To report strictly by machine-based hours, an employee record needs to be created for that machine.
Use Employees.
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Subcontract Cost per Unit

ings & Processes 50010 » Operations

Routing Operations Default View = 4 New [ Delete  More =

E 50010 15 Subc Attach Elec/Plate 2270 Subcontract Supplier
ain

Operation »2 Deseriptic

M Operaion Time  Operation Options  Subcontract  Costing  Alternate Work Center Run...  Notes ]
10 ASSEMBLE L

~ Subcontract

20 TEST ACOUS Subcontract Cost 020 usD | Supplier

Subcontract Lead Time 3| Days WIP Item

v Costing
Inventery Value 000/ UsD

Subcontract Cost 020 UsSD

~ Alternate Work Center Run Time

Subcontract costs are entered in Routings at the step or operation at which the outside processing will be
performed. The cost is entered as the standard charge from your subcontract supplier for performing the work.
You can have multiple subcontract operations in a routing.

Actual management of subcontract processing requires that the production order be linked to a subcontract
purchase order if you want to have charges applied to specific production orders. When the purchase order is
received, the inventory accounts are not affected. Instead the standard subcontract cost is debited to Work in
Process, and the PO amount is credited to PO Receipts. Any variance between the standard subcontract cost
and the PO amount is calculated as a subcontract rate variance and posted accordingly.

If you open a subcontract purchase order and don’t link it to a specific production order, then the cost of the
subcontract will be debited to Cost of Production instead of Work in Process.
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Routing Costs

Routing Cost Report
QAD

10USA USD

Routing 50010
Qo 10 ASSEMBLE ULTRASOUND
Work Cir Setup Time  Satup cost Setup Rate LsborCost LDrBdn%  LbrBdn Rate Lbr Burden Total
Order Unit Run Labor Rale Mch Mch Bdn Rate Mch Burden Burden
[13 250 500 0.01% 0.02 0.012205
1.0 0.10 450 2950 1 0.05 0.03 0.042205

Subc Attach EleciPlate

SstupTime  Setup cost Setup Rate LsborCost LDrBdn%  LbrBdn Rate Lbr Burden Total
Unit Run Labor Rate: Mchper Op  Mch Bdn Rate Mch Burden Burden

0.0 000 0.00 0.00% 0.00 0.00
1

000 000 0.00 0.00 0.00

TEST AGOUSTIC TRANSDUCER

Setup Rate Lbr Bdn % Lbr Bdn Rate LLbr Burden Total
Labor Rats Labor Cost

Mchper Op  Mch Bdn Rate Mch Burden ‘Burden
500 0.01% 002 0.0112725
450 1 005 00275 0.0387725

0.0810675

The Routing Costs report displays the costs calculated by operation for selected routings. These routings
might or might not be attached to an item, so it is always necessary to specify an Order Quantity against which
setup costs can be amortized. These reports can optionally display all operations for a work center.
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Iltem Routing Costs

= hemRoutinngCostReport

ltem Routing Costs
QAD 10USA USD

Rem: 50010 Acoustic Transducer A Routing: 50010
Site: 10-100 Utrasound Mig Site
Work Ctr. Setup Time  Unit Setup Setup Rate: Lbr Bdn % Lbr Bdn Rate LLbr Burden
Op: 10 ASSEMBLE ULTRASOUND St 0p:
1000 05 05 5.000 001 0.020 00123
00 0.4 4.500 1 0.050 003
Op: 15 Subc Attach Elec/Plate Std Op:
2270 0.0 0.0 0.000 0.00 0.000 0.00
0.0 0.0 0.000 1 0.000 0.00
Op: 20 TEST ACOUSTIC TRANSDUCER Sid Op:
1040 05 . 5.000 001 0.020 0.01127

Labor Cost

0.0 0.05 4500 1 0.050 0.0275

em: 50010
Routing: 50010 Total Include Yield.

Item Routing Costs report shows all routing costs for an item and/or work center.
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Product Structures & Formulas

uct Structures & Formulas 50010 > Components

Components Default View + 4 New [ Delete  More =

E 50010

Component 1

50011 I Parent-Component Relatio... Component Picking  Local Substitutions -]

Fectiodes  © Parent-Component Relationship Can imp\emen‘f \mpormnf for

Type [item productand Serap % Y “loss" costing
Component 50011 structure type Lead Time Offset

Description 1 | Ultrasound Array chonges based on

Electrodes effectivitydates
Description 2

Electrodes

Electrodes

Start Effective

End Effective

Electrodes

Reference Operation

Important for “loss”
costing and

Electrodes il W Usually blank; non- emares Repetitive fype
Option Group blank types are Forecast® | 100.00 production

Electrodes Quantity Per E Sequence Number

generally notfroled up

Product structures attach the components to the parent and define the quantity to use. As you will see in the
next chapter, QAD system uses the product structure cost roll-up process to calculate lower-level costs.

Effective, start/end. Provides date effectivity. Only those items effective for the date selected will be costed.

Next year’s structure changes can be input with effective dates of next year so as to not impact this year’s
costs.

Note Product structure cost roll-up can be performed as a specific effective date and most cost reports can be
run by effective date as well.

Quantity Per. Defines how many of the component, in its unit of measure, are required to make one of the
parent, in its unit of measure.

Structure Type. The structure type defines how this parent/component or BOM/Formula relationship is used.
Values can be blank, Configured, Document, Phantom, or Planning.

[blank]: Normal product structure relationship. The Structure Type field normally should be left blank on
most parent/component or BOM/Formula relationships. These structures are used by manufacturing planning
and control, and product costing. The cost roll-up process will not add the cost of this component to the parent
if a value of Document, or Planning is entered.

[Documentation]: only in the structure. Is not rolled up for costing.

[Phantom]: Local phantom. Adds this-level cost to the parent, as well as its component’s cost. (A global
phantom adds only lower-level costs to the parent.) Phantom codes are discussed in “Effect of Phantom Field
Settings”.
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[Planning]: item on a planning bill: Costs for items with this code are not included in rolled costs.

Scrap. Scrap is the inverse of yield and is used here to indicate the expected additional quantity of this item
required to produce the parent.

Use scrap percentage carefully, especially on discrete items, since both MRP and inventory backflush
calculations use it. If you put a 2% scrap rate on a discrete item - for example, an engine - and you have a
requirement for 80 engines, the system calculates the demand quantity to be 81.6. You can enter an Order
Multiple in Items to ensure you get discrete order quantities. Also note that the production order BOM and
repetitive backflush component requirement and issue quantities are inflated by the Scrap percentage.

Scrap is by specific component and is always costed as:
Component Cost / (100% - Scrap%) * Quantity Per = Extended Total / Component

Operation. The routing or process operation at which this component is used. Do not leave this blank if you
are using “loss” costing or Repetitive type production orders.

For Repetitive type production orders environments: Determines whether this component is backflushed. If
you enter the operation number here, this component is automatically issued (backflushed) when you report
guantities for the parent in Repetitive and Repetitive labor and scrap reporting transactions. If Operation is
[blank], or does not match a defined operation, this component is not backflushed.

For loss costing: This field enables component yield cost calculations. Both Product Structure Cost Roll-Up
and Routing Cost Roll Up use this field when calculating material costs: if the operation yield is less than
100% in Routings, then material costs are increased to reflect yield loss. If Operation is [blank], QAD
Enterprise Applications assumes components are issued at the first operation.

Basic Product Structure Material Cost Calculations
For each component in the structure:

Quantity Per * Component Cost = Extended Total / Component

Questions? Visit community.qad.com
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Engineering Change: Two Options

Effectivity Dates or Phantom Use-Up Logic

Parent ltem Parent ltem

Component B

Component B (old item)

(old item)

End effective 3 / 31 Phantom = Yes

Pur/Mig=M

: in ltems

Component B1 : WhenB is used up...

[replacement) : :
Start effective 4/ 1 : : Component B1
. : [replacement)
Tassssssssssssssssssssnsssnsnsnsnansnanaaa’ fssssssssssssssssssssssssassnansnansnansna’
M QAD 28

Effectivity Dates

When components need to be added or deleted from a product structure, you should manage this with the start
and end effective dates in Product Structures & Formulas.

Important Do not delete an item from a product structure if you need to maintain history on product structure
over time

You can specify when the old component will no longer be used in the product and when the new component
will start being used. Product Structure Cost Roll Up can be performed as of a specific effective date, and
most cost reports can be run by effective date as well.

Another way to phase-in engineering changes is with phantom use-up logic, which is described on the next
page.

m
Questions? Visit community.qad.com


http://community.qad.com/

Costing Setup 131

Phantom Use-Up Logic*
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Phantom Use-Up Logic*
L L | TOT
“ “ Mt 000 [18.00 |18.00 B's costsare nof
lor 250 | 000 | 2.50 TolleduptoA's
™ Bdn 000 |000| 000 LLcosts instead
Ovhd  2.00 | 0.00 | 2.00 :3'0'5':;’3*; are
Sub 0.00 O"?O 0-00 ltem B's Phantom Flag = Yes
[ D | |
ft/gl 8-88 ’E/gr' 18-88 ltem B: Pur/Mfg Code = (M)
r R R
@ Bdn  0.00 @ Bdn | 0.00
Ovhd  2.00 Ovhd | 0.00
Sub  0.00 sub Lono
" phter Routing and n Ml D’s cosfl are rolled
Cost Roll-Ups Lbr up to A's LL costs
M_= Manufactured Bdn
:L-=pT|:|riil:.:::: LL = Lower Level Ovhd

Sometimes it is difficult to project when you will run out of a component that you will replace with a new
component. In order to simplify the planning control of this item, phantom use-up logic can be applied.
Basically, you create a product structure record for the old component, which has the new component
reporting to it, and make the old component a phantom by setting the Phantom field to Yes in Items. As long
as the old component is on-hand, planning and production orders will continue to use it up.

Phantom use-up logic must be applied globally, rather than locally, wherever the old component is used, with
the Phantom field set to Yes. This can have an effect on cost.

If the product structure is rolled up, the cost of the new component is used even though you might not actually
be issuing it yet.

If the product structure is not rolled up, you will have a cost variance as soon as the new component is used,
unless, of course, your new component cost equals the old component cost.

Example

In the slide, item A’s component B is going to be replaced by component D when B has been used up. So a
product structure for component B is created, calling for component D at a Quantity Per of one and the
Phantom field on component B is changed in the item planning data to Yes. Item B also has a Pur/Mfg code of
[M]anufactured.

The data in the slide shows how the product cost for A will change if the routing and structure are rolled up
after the Phantom field is set.
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The this-level cost of B is not included any longer in the cost of A. It has been replaced by the cost of D. (Use
care if you are replacing a manufactured item, which has lower-level costs, with a purchased item.)

If you are still issuing B, you will incur an unfavorable material variance in the production order in this
example. If you do not roll up the costs due to frozen standards, then when you start using D, you will incur a
favorable variance.

n
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ltem A: Pur/Mfg Code =
ltems B & C: Structure Type = [blank]

A= QI =

Effect of Structure Type on Cost*

ltem A: Pur/Mfg Code = (9

Item B: Structure Type =
Item C: Structure Type = [blank]

5.00
1.00
0.00
2.00
0.00

TL LL TOT
Mt 0.00 |10.00{10.00
Lbr 250 | 3.00| 5.50
Bdn  3.00 | 0.00| 3.00
Ovhd 200 | 2.00| 4.00
Sub  0.00 | 0.0 0.00
* C’s costs are
10.00 ro‘lled up to
3.00 A’s LL cost
0.00 * B’s costs are
2.00 not rolled up
0.00 to A’s LL cost

TL LL TOT
Mil - 0.00 |15.00 {15.00
Lbr 250 | 4.00 | 6.50
Bdn  3.00 | 0.00 | 3.00
Ovhd  2.00 | 4.00 | 6.00
Sub  0.00 | 0.00| 0.00
* B& C’s cosis
are rolled up
to A’s LL cost M1
* After Routing and Lbr
Product Structure Bdn
o | OV
P = Purchazed Sub
D = Documentation
M QAD

30

This example shows the difference in how a component in a product structure is affected by its structure code

and type.

» When item A has a Purchase/Manufacture code of Manufactured and both components have blank structure

type codes, all lower-level costs roll up correctly

» When component B has its structure type code changed to Document, only the lower- level costs for
component C are rolled up to item A; lower-level costs for component B are not rolled up to item A. The same
effect occurs if the structure code for a component is set to Planning.

Questions? Visit community.qad.com
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Reject and Loss Costing

- Two distinct methods, three options

- Loss costing (method 1)
- Planning vield on order quantities (Routings & Processes) (option 2)
- Planning scrap on component issues (Product Structures & Formulas) (option 3)

- Reject costing (method 2)
- Reporting scrap (Production Operations Reporting) (option 1)

* Remember: Scrap and Yield are used for planning purposes

M QAD 31

In all of the calculations so far we have assumed that the production yield is 100%. But what happens if it is
not? How do cost calculations account for yield losses? You have three options for accounting for losses

* Reporting scrap in Production Operation Reporting
* Planning yield on order quantities in Routings

* Planning scrap on component issues in Product Structures & Formulas

The functionality can be categorized into two distinct methods, however: loss costing and reject costing. It is
advisable to review the effects of yield versus scrap and select one method on a higher level basis (per product
line, site, or domain).

It is important to keep in mind that yield and scrap are used for planning purposes (to ensure that you buy
enough components to make enough product), which then requires special costing consideration.

Note Manually changing the Yield% field in the Item Planning screen for manufactured items will result in
unexplained method variances if the planning yield does not equal the yield of the rolled-up routing and
product structure.
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Loss Costing

ltem cost is inflated for yield (parent item)
Expected yield (planned for)
Cost of expected lost items included in inventory

- Variances against expected yield in material usage variance
(when reported)

MQAD 32

Loss costing means that the costs of lost items are factored into the good items received after production.

In QAD Enterprise Applications you can specify a yield% in Routings for each operation—the percentage of
good items you expect to receive complete from the operation. If an operation has an 80% yield and you start
with 100 items, you only expect to complete 80. However, from a cost perspective, you expect to issue
enough materials and to incur enough labor, burden, and subcontract costs to make all 100. Using the yield
percentage, you can factor these costs into the parent item.
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Loss Costing

 Loss costing reflected in either:

- Yield % in Routings & Processes
- Specified as the expected percentage of good assemblies produced
- Used when an assembly is scrapped during the manufacturing process
- Scrap % in Product Structures & Formulas
- Specified as a percent of a component
- Used if components are scrapped during the manufacturing process

MQAD 33

Loss costing is reflected in either:

* Yield% in Routings Specified as the expected percentage of good assemblies produced Used when an
assembly is scrapped during the manufacturing process

* Scrap% in Product Structures & Formulas Specified as a percent of a component Used if components are
scrapped during the manufacturing process

In QAD Enterprise Applications, loss costing affects either:

* The yield percentages in the routing

Whenever there are losses of parent items occurring in the production process, use yield in
Routingse Or, the scrap percentages in the product structure

For a component, you can specify a percent in Product Structures & Formulas
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Implementing Loss Costing (Yield Percent)

PIQAD MasterSchedulerw |3 ~  Planning & Scheduling =  Production Performance ~  Production Preparation =  Scheduled Orders = More = Q & wsausacor @+

Routings & Processes DefaultView » <4 New [ Delete Actions ~ More =

E 01020 : E
Routing ~1 Description
Main  Operations  Item Routing Assignment - =%
20 ~ Operations %’
01040 + New it et [ Details More v
&
S Operation Description Standard Operation Start Date End Date Yield Percent Work Center Machine
]
01040-002 10| ASSEMBLE COMPO... 90.00% | 1000 1001
o
01040-003 20 | TEST FINISHED UNIT 80.00% | 1050 1001 A
oreeo-00a 30 PACK FOR SHIPPING 10000% 1060 1001
01040-005
e
01040-006 Each operation’s yield percentageis multipliedtogether, giving the expecteditem
~ Item Routing Assignment | yield
01040-007 . I
- Toiqrynqnuiuciunng yield in this example = 72% ( based on 90% x 80%)
+ New et Datal Mors
01040-008
> » e
M QAD 34

Loss costing using yield percent is expressed as a percentage of usable parts produced in the manufacturing
process and the yield is entered in Routings.

* Routing Cost Roll-Up multiplies individual operation yield percentages and posts the manufacturing yield to
item data, Items, and Production Orders

* If MRP is to plan for increased requirements due to the yield being less than 100%, then the Yield% field in
item planning, Items, must be set manually; or set the Roll-Up Item Yield field to Yes in Routing Cost Roll-
Up

» Manufacturing yield is calculated as:

Yield% for Op 10 * Yield% for Op 20 * Yield% for Opn ...
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Calculation of Costs for Yield
Example: page 116
Lower-level n Product Structure / Formula Costs sz2y/2021
costs when 1oush use 110802 AM
- S 10100 CastSat  Standard
= $516 27032 Parent 01020 EA M
‘ Implantable Ultra Rev. A This Level 0.00 2,992.36111 9.44785 0.00 0.00 3.001.80896
(based on sR12021 Lower Level [[ss8:29605 16.26561 023088 0.00 027778 |  s16.270%2
80% op 20 x Yield 72% Unit Total 490.49605  3,00862672 967673 0.00 027178 3518.07928
90% op 10)
359.87516 | 72% = 11.71124 / 72% = 16.26561 0.16823 / 72% = 0.23088 0.20/72%=0.27778
499.49605
Lower-level
costs when
1d = 100% m Product Structure / Formula Costs Py
Y QAD 10USA USD 8:35:05 AM
= $37] -95263 Sie 10100 Cost Set Standard
Level  Componant liem QyPer UM TPM  Matedal Labor Burden  Overhosd  Subconvect Cost Total
Parent 01020 EA M
Implantable Ultra Rev. A This Level 0.00 2.262.50 7.19125 0.00 0.00 2,269.69125
1211672015 Lower Level [Ceeeersis 171124 0.16623 0.00 020 | sriesas
Unit Total 359 87518 227421124 735748 0.00 020 284184388
M QAD 35

Lower-level and this-level material, labor, burden, and subcontract costs increase when yield is less than
100%, as shown in the example in the figure above.

Example The example shown above and used on the next few pages is based on an order for 10 units of item
01020, which is manufactured in three operations. The yield at operation 10 is 90% and the yield at operation
20 is 80%, the yield at operation 30 is 100%.

In the report for item 01020 with 100% vyield (the lower image) the lower level material cost is 371.95263.
The report for 72% yield shows lower level material cost as 516.27032. 371.95263/.72 = 516.27032. The
same logic applies to the other lower-level costs.
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Effect of Yield Losses on This-Level & Lower-Level Costs

Poge 113
Product Structure / Formula Costs s2v2021
10USA USD 12810 AM
sm 10100 Cost Sat Swandar
Level  Gomponsnt ism QyPer UM T PM | Msterst | Labar Buden  Overesd  Subconwact  CostTotal
Parent 01020 EA M
Implaniable Ura Rev. A This Level 000 299236111 44785 000 000 3001.608% ﬁ
5212021 Lower Level 499.49605 16.26561 0.23088 0.00 o778 swzozz | This-Level Costs
Yield 72% Unit Tetal 3,008 52672 967873 000 ozrrs asteonens ke |
[ 50010 10 EA M
Acoustic Transducer A This Lovel 000 5875 08107 000 020 s | Lower-Level Costs
s212021 Lowsr Level 5527518 603824 008517 000 000 6139656
nit Total 5527518 171124 016623 000 020 6735263
Ext Tetal 171124 016623 000 00 6735263
1 80009 10 EA P
Probe Housing Rev. A This Level 275 0.00 000 000 000 2875
s212021 Lower Level 000 0.00 000 000 000 000
nit Tetal 275 0.00 000 000 000 2875
Ext Tetal 0.00 000 000 000 875
1 60051 10 EA P . i P
o oo e e sreo o woo - - 0 || EXample: Material_costs for item 01020
SRz Lower Level 000 000 oo 000 oo 000 Lower Level (LL) + This Level (TL) =
Unit Total 27500 000 00 000 000 27500
Ext Total 000 000 000 o000 27500 (55.27516 [ 72%) + (28.75 [ 72%) + (275.00 /
T e oo v 72%) + (0.85 [ 72%) = 499.49605 (LL) + O (TL) =
‘Shipping Carion This Lovel 085 000 000 000 000 085 A99 49405
212021 Lowsr Level 000 0.00 000 000 000 000 .
nit Total 065 0.00 000 000 000 08s

MQAD 36

Yield losses affect both lower-level and this-level costs.

« At the lower level, you lose components, increasing lower-level material, labor, and burden costs. Lower-
level costs are calculated, for each component, as:

(Material Cost / Yield%) + (Labor Cost / Yield%) + (Burden Cost / Yield%) + (Subcontract / Yield%) + (OH/
Yield%)

* At this level, you lose parent items, increasing this-level labor, burden, and subcontract costs

Total costs are simply the sum of this level and lower level costs
In the example in the figure above, the lower-level costs for item 01020 are:

Material = (55.27516 / 72%) + (28.75 / 72%) + (275.00 / 72%) + (0.85 / 72%) = 499.49605 (LL) + 0 (TL) =
499.49605

Labor and Burden are calculated in the same manner.

(Note: yield percentage does not affect this-level overhead or subcontract)
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Usage and Method Variances

F1QAD CostAccountingManager¥  |A% =  Inventory ~  Production v  ProductCosting Requisitions v CostAnalysis w  More v Q &3  10USA 10USACO o - ; -

Production Order Accounting Close Default Report = Schedule =  BurstSettings  More ~

v Filter zdex ) Trem Hunber Sie ey Drdezed Quy Complewed  Quy Rejece 50/Jeb  Projecw Edf
oz-000s | szain 1,000.0 1,000.0 0.0 5/23/2021
Effective Date - ||equals - 5232021 | BECHAN! SHE) BLISTER PACKED
Site - ||equals « || 10-100 ql x - 6L Reference Typ Dr Acew €0 Dezcripuion € Bcew €€ Descripwion Bmouns
rodh m - " - al s - [| wsssesasooooss wo-crosz 1606 0100 TORK IN PROCESS 5500 5030 LABOR AB3ORBED s0.00
roduction Line £quals : W0990930000062 WO=CLOSE 1800 0100 WORK IN FROCESS 400 5030 EURDEN ABSORBED 100.00
1 [ _ | woasoracooonez wo-crose 1600 0100 TORK IN PROCESS 5500 5020 LABOR AB3ORBED 10.00
Include WO/Rep/Both = ||equals > ||Both | WOFFOFI0000064 VO-CLOSE 1500 0100 WORK IN PROCESS s500 5020 LABOR ABSORBED 50.00
WH9I0IIN0000ES VO-CLOSE 1600 0100 TORK IN PROCESS 400 5020 EURDEN ABSOREED 20,00
Cum Order End Date * ||equals - 5232021 | ¥ 0990920000066 PO-CLOE 00 0100 PORK N PROCEES <000 BUBDEN ABSORBED <0 00
— 1C990220000079 WO-CLOZE 5048 0100 MATERIAL UBAGE UARIANCE 1600 0100 WORK IN PROCESS -206.11
Production Order * ||equals - al = 1699099000000 ¥O-CLOSE 5045 0100 MATERIAL USAGE UARIANCE 1600 0100 WORK IN PROCESS -a.2 || Total =
1990920000081 VO-CLOSE 5045 0100 MATERIAL USAGE UARIANCE 1600 0100 WORK IN PROCESS -5.82
m « |[equats . al = 1099099000002 Hathed Change 6200 0100 METMOD CHANGE UARIANCE 1600 0100 WORK IN PROCESS -w0.ea || - $352.50
Item Number - |[equals - Q| = +
Example
Project + ||equals - Q = + x . . . o s v
+ Material Usage Variance (component 04-0005): { [LL Mat'l - (LL Mat'l/ Yield %)] x Giy} +
Sales/Job * ||equals - Q) = + x {[LLLbr- (LLLbr/ Yield % )] x Qty } + { [LLBdn - (LLBdn / Yield %)] x Qty }
Transfer Work in Process = ||equals > ||No | = + > {[0.47-(0.47 /72%) | x 1,000 } +
. - {10.02-(0.02/72%]) 1 x 1,000 } + { [0.04 - (0.04 / 72%) ] x 1,000} = - 206.11
|Print Account Detail ~ ||equats = |lves ll| - +
Print GL Summary - equals - || No - | = + .
* Meth Change Var:={[TL Lbr- (Op n Lbr/ Yld % + Op n+1 Lbr/ Yield % )] x Qty} +
Update * ||equals * || No | = +

{[lLBdn- (OpnBdn/ YId% + Opn+l Bdn / Yield %)] x Qty }
{[0.11 - (Op 10Lbr0.06 / 72% | + (Op 20 Lbr0.05 /80%) ] x 1,000 } +
=) {[0.28 - (Op 10BdN0.18 /72% ) + [Op 20 Bcn 0.1/ 80% ] ] x 1,000} =

M QAD 37

- 130.84

Usage and Method Variances

The increased number of assemblies needed to produce the required quantity of good units results in a
material usage variance for lower-level components and a method change variance for this- level items
affecting material, labor, and burden costs.

* The Lower-Level Material Usage Variance is calculated for each component as:

{ [ LL Material - (LL Material / Yield %) ] x Qty} + { [ LL Labor - (LL Labor / Yield %) ] x Qty} +
{ [ LL Burden - (LL Burden/ Yield %) ] x Qty }

*» The Method Change Variance is calculated for this level as:

{ [ TL Material - (TL Material / Yield %) ] x Qty} + { [ TL Labor - (TL Labor/ Yield %) ] x Qty} +
{[TL Burden - (TL Burden/ Yield %) ] x Qty }
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Cost of Lost Items Stays in WIP

Yield % = 72%

RCT - WO
Lunz cost 133333 | Extended Cost DR 1500 (Inventory)
CR 1550 (WIP)

Accounts

Qty x (Total GL Cost)
1,000 x 1.33333 = $1,333.30

ltem cost inflated fo
13 include cost ofitems lost

l—Difference = $373.30 = var

Unit Cost 095 Extended Cost RCT - WO
Accounts DR 1500 (Inventory)
CR 1550 (WIP)
i Qty x (Total GL Cost)
GL Transaction Type Account Sub-Account BC Debit BC Credit 1 'Oou x 0-96 = 5960

RCT-WO 1500 Mech 960,00 0.00

RCT-WO 1550 Mech 0.00 960.00

Inventory Transactions

The Inventory Transactions, shows that the cost of the items lost in production is left in WIP as variances until
Production Order Accounting Close.

Example In the figure above, the item’s cost when its yield is 100% is $960 and $1,333.30 when its yield is
72%. The difference between them is $373.30, which is the total of the Material Usage and Method Change
variances shown in the figure on the preceding page.

m
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Loss Costing (Scrap%)

Costing Setup

Loss Costing (Scrap%)

F1QAD Cost AccountingManagerv |2 w  Inventory v  Production v  ProductCosting w  Requisitions v  CostAnalysis w  More w Q & wosausacor @~
Product Structures & Formulas DefaultView v 4 New  Actions ~ More v €
E 01020 Implantable Ultra Rev. A EA No E
Product Structure =1 Descrip o '
Main ‘Components Item Structure Assignment Where-Used = -3 -,
01010 Medical
01011 Supplies As of Date 5/24/2021 & Enter planned scrap % in Product [
Structures & Formulas, MRP will plan
=z Y to compensate forthe scrap. &
g2 surgical Level C ipti Serap %| Op Start Effective End Effect
01030 Consum [+ v 2 60012 Electrodes Position 3 0.00 10 7/19/2010 e
01040 Industri: em | v 2 60012 Electrodes Position 4 0.00 10 7/19/2010 S
01040-001 Industric o - 2 60012 Electrodes Position 5 0.00 10 7/19/2010
01040-002 Industri; Qiem |« 2 60012 Electrodes Position 6 0.00 10 7/19/2010
01040-003 Industri: tem |v 1 60009 Probe Housing Rev. A | \D.DDI I 10
01040-004 Industri; - 1 60051 Microprocessor IM .. m Cancel 0.00 10
01040-005 Industri; o - 1 90093 Shipping Carton 0.00 30
Specity the operation atwhich the scrap occurs
> » & particularly if using repetitive type of production.

Loss Costing: Scrap Percent

Loss costing using scrap percent is the inverse of loss costing using yield percent and is used to indicate the
expected additional quantities of this component required to produce the parent. The scrap percent is entered
in Product Structures & Formulas.

* Quantity per and scrap percentage are used by the Product Structure Cost Roll-Up, for calculating the cost of
the parent item

— If the Operation field is left blank, then the system assumes that all components are issued at the first
operation; therefore cumulative yield losses apply to all components. This is normally the case on all BOMs
that will be used with machining or processing production orders.

— If an operation code is entered in the Operation field, then, for cost calculations, the system considers the
operation at which the components are normally issued. Cumulative yield loss applies only to those
components that have been issued up through that operation. This is appropriate for assembly type BOMs
where components are used at various stages in the routing.

m
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Lower-Level & Total Costs

Costing Setup
Lower-Level & Total Costs
Page 173
—E Product Structure / Formula Costs Pl Example
10USA USD 4:53:18 AM
Sme 10100 CostSet Standard + Lower Level Material Cost:
Level  Component ltem QiyPor UM TFEM  Malerial Labor Burden  Overhead  Subconbact Cost Total [ Mat'l for Compenent A / ( 100% - Scrap %) ]
Paront 61020 EA M + Mat'l for Component N + ...
Implantabia Utra Rev. A This Lowel 000 | 206236111 0.44785 00 000 300180806 55.27516+ [31.94444 / (100%- 10% )] + 275.00 + 0.85
st Lower Lovel 499.46605 1626561 023088 00 027778 st6.27002 = 499.49605
Yield 72% Unit Total 40040605 | 3,008.62672 967673 000 02rme 5180728
1 50010 10 EA M
‘Acoustic Transducer A This Level 0.00 5675 0.08107 0.00 0.20 5.95607
52172021 Lower Level 5527516 6.03624 0.08517 000 0.00 61.39656 « Total Material Cost: Lower Level + This Level
Unit Total 5527516 171128 0.16623 000 020 67.35283 49949405 + (1 = 499.49405
Ext Total 171124 0.18623 000 020 6735263
1 80009 10 EA P
Probe Housing Rev. A This Lewel 2875 000 0.00 0.00 0.00 2875
s21r2021 Lowes Lovel 000 000 a0 000 000 000
Unit Total 2875 000 0.00 000 0.00 2875
Ext Total [ srsua 000 00 000 000 3198448
1 60051 10 en  ®
Micropeocessoe M Rav. A This Level 27500 [ o0 000 000 275,00
52112021 Lowes Lovel 000 000 o0 00 000 0.00
Unit Total ® 00 a0 000 000 75,00
Ext Total 000 a0 000 000 275,00
1 90083 10 eA
Shipping Carton This Lavel 085 000 a0 000 000 085
52112021 Lowes Lovel 000 000 000 000 000 0.00
Unit Total 0.00 000 0.00 000 085
Ext Total 0.65 0.00 000 0.00 000 0.5

M QAD 40

Lower-Level and Total Costs Calculations

Example The lower-level and total costs shown in the figure above are based on 10% scrap for item 01020.
The calculations are given below.

* Lower Level Material

— [Material for Component A / (100% - Scrap%) ] + Material for Component N + ...
55.27516 + [ 31.94444 / (100% - 10% )] + 275.00 + 0.85 = 499.49605

* Lower Level Labor

— [Labor for Component A / (100% - Scrap%) ] + Labor for Component N + ...

[ 11.71124 / (100% - 10%) ] + 0 + 0 = 16.26561

* Lower Level Burden

— [ Burden for Component A / (100% - Scrap%) ] + Burden for Component N + ...
[0.16623 / (100% - 10%) ] + 0 + 0 = 0.23088

* Lower Level Subcontract

— Subcontract for Component A / (100% - Scrap%) ] + Subcontract for Component N + ...
[0.20/ (100% - 10%) ] + 0+ 0=0.27778

« Total Material

Questions? Visit community.qad.com m


http://community.qad.com/

144 QAD Web Ul Quick Start Training Guide

— Lower Level + This Level

499.49605 + 0 = 499.49605

* Total Labor

16.26561 + 2,992.36111 = 3,008.62672
* Total Burden

0.23088 + 9.44785 = 9.67873

* Total Subcontract

0.27778 +0=0.27778

aabD
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Costing Setup

Scrap % = 10%

Material: 0.56223

Labor: 0.13222
Burden: 0.32444
Overhead: 0.00 Cx Project:

Subcontract: 0.00

ICost. Total: 1. llnhl

GL Reference:

IC990930000089

Flu\l.: 1,018 8% I

Scrap % = 0%

0.51 Dr Rect:
0.13 Cr Roct:

Burden: 0.32

Dr Project:

Overhead: 0.00 Cx Project:

Subcontract: 0.00

Cost Total: 0.96

RCT-WD
1500 0100

1600 0100

GL Reference: IC991004000008

Fmount: 96000

M QAD

Transactions Detail

The Transactions Detail, shows that the cost of the items lost in production stays in WIP until Productioin
Order Accounting Close. How the value of the lost items is included, though, is different than in the earlier
example using yield percent. In that case, the value of lost items is included in material usage and method

Cost of Lost Component Stays in WIP

RCT - WO

DR 1500 (Inventory)

CR 1600 (WIP)

Qty x (Total GL Cost)

1,000 x 1.01889 = $1,018.89

ltem cost inflated to
include cost of items
scrapped

RCT - WO

DR 1500 (Inventory)
CR 1600 (WIP)

Qty x (Total GL Cost)
1,000 x 0.94 = 5940

change variances. But when scrap percent is used, the value is reflected in the increased quantity, thus
increased cost, of a component required to produce a parent item—quantity of 1.1111 of component is now

required versus standard quantity of 1.

Questions? Visit community.qad.com
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Reject Costing

Costing Setup

Reject Costing

ltem cost is not inflated

- No changes to route or product structure
Planned yield (100%)

Cost of scrap fracked in GL Scrap account
Scrap is Reported at

- Shop Floor Control, Production Order Receipt, Unplanned Issue, or
Quality Management

Issue to decide...

- Report as COGS or Expense?
- Do not use reject and loss costing at the same time

M QAD 42

In reject costing, you do not specify any yield percentages in the operations. Instead, the costs of scrap are
tracked in a special Scrap account. Unlike when using loss costing, in reject costing you are reporting the
actual scrap occurring in the production process.

m Questions? Visit community.qad.com


http://community.qad.com/

Costing Setup 147

Reject Costing

Costing Setup

Reject Costing

09001 Airbag pl09001 2474953

Quantity Reason Reason Description

S Finish Q. Finish is defective

¥ Order Consumption + Used for product lost in process

+ The quantity lost can be reported as Scrapped Qty in the Production
Order Receipts and written off to the Scrap account

More = Calculate Consumption

In QAD Enterprise Applications, reject costing can affect:
* Production Order Receipt report scrap in Production Operation Report
* Shop Floor Control

When recording rejects in SFC, only those units that are recorded as rejects in both SFC and in one of the
production order receipt transactions have corresponding transactions reflecting that loss for the GL. (An entry
is created to debit Scrap and Credit WIP.) Rejects recorded in SFC alone are recorded for reporting purposes
only and have no consequence for the GL.

» Unplanned Issues

Another way of sending something to scrap is to use unplanned issue to scrap, which means that you must
change the default accounts to the Scrap account

* Quality Management

Quality order items that fail inspection are scrapped. The Scrap account for the product line is debited and the
Inventory account defined in Inventory Account Maintenance for the product line at the inspection site and
location is credited

Questions? Visit community.qad.com m
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Using Scrap Account

Costing Setup
Using Scrap Account

Inventory Data

Site: train Begin Balance: 20,780.0
Loc: 200 0Oty Change: 330.0

Lot /Serial: Qty Short: 0.0

Inv Status: Begin Lec Bal: 20 780.0

Supplier Lot: Toc Qty Change: 390.0
Grade fRssay: pTre TIvET
Ref:

RCT - WO

| DR 1500 (Inventory)
CR 1600 (WIP)

(5id Qty - Scrapped Qty) x Total GL Cost
(1000 - 10) x 0.96 = $950.40

Labor: 0.13
Burden: 0.32
Overhead: 0.00

Subcontract: 0.00

Cost Total: 0.96

RICT-WO RJCT - wo
Material: Dr Rcct: 5800 0100 —
Labor: 0.13 Cr Roct: 1600 0100 | L DR 5800 (Scrqp)
Suvden: 032 Beysmre CR 1400 (WIP)
Overhead: 000 Cr Project: er Scruppedx (Toiq| GL Cost -
Subcontract: 0.00 GL Reference: IC%%91001000022 OH
10 x (0.96 - 0) = $960
Cost Total: 0.36 @:
MQAD 44

Transactions Detail

* At production order issue and during manufacturing, WIP is debited the full standard quantity standard cost
(for each lower-level component and this-level item)

Total GL Cost x Standard Qty
(0.51 x 1,000) + (0.13 x 1,000) + (0.32 x 1,000) + (0.00 x 1,000) = $960

» Upon completion of production, Inventory is debited the actual quantity of good units (standard quantity -
scrapped quantity) standard cost (see RCT-WO in figure above)

(Standard Qty - Scrapped Qty) x Standard Cost
(1000 - 10) x $0.96 = $950.40

* Scrapping is booked by crediting for the number of scrapped units (standard cost - overhead), and debiting
the Scrap account for the same amount (see RICT-WO in figure on the preceding page)

Number of Scrapped Units x (Standard Cost - Overhead)
10 x ($0.96 - 0) = $9.60

m Questions? Visit community.qad.com


http://community.qad.com/

Costing Setup 149

» A disadvantage of using scrap with production order type of production orders is that scrap incurred at all
stages of manufacture is valued at full GL cost

* In the Repetitive type of production orders, scrap is valued at the cumulative cost up to the operation where
the scrap is incurred

Summary

As you can see, loss costing and reject costing lead to different item costs. In the case of loss costing, the item
costs will be higher. This also has an influence on margin calculations and on the calculations of Cost of
Goods Sold. Please note this when making the decision between scrap and yield costing.

It is important that you notice that loss and reject costing should not be used at the same time. You will have
to decide which of the two methods fits your business environment best.

Questions? Visit community.qad.com
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Components of Item Cost Summary: Material

Costing Setup

Dependent On

Components of Item Cost Summary: Material

Defined In

Material/purchase price
Quantity Per

Scrap %

Phantom

Pur/Mig

Structure Type

Yield %

Issue Policy

M QAD

QAaD

lfems

Product Structures & Formulas
Product Structures & Formulas
ltems

[fems

Product Structures & Formulas
Routings

ltems

45

Questions? Visit community.qad.com
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Costing Setup

Dependent On
Work Center Labor Rates

Work Center Setup Rates
Run Time per Unit

Setup Time per Lot/Batch
Order Quantity

Subcontract Cost

M QAD

Components of Item Cost Summary: Labor

Defined In

Work Centers
Work Centers
Routings
Routings
Items

Routings

Questions? Visit community.qad.com
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Components of Item Cost Summary: Burden

Costing Setup
Components of Item Cost Summary: Burden

Dependent On Defined In

Work Center Labor Burden Rates Work Cenfers

Work Center Labor Burden Percent  Work Centers

Work Center Machine Burden Rate Work Cenfers
Machines/Operation Work Centers, Routfings

(plus all of the items listed under Labor,
except Subcontract)

M QAD 47
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Routing Cost Calculations: Review

Costing Setup
Routing Cost Calculations: Review

Labor Cost Per Operation

Set-Up Cost = (Set-Up Hrs / Order Qty) x WC Set-Up Rate
Run Cost = Run Hrs x WC Labor Rate
Labor Cost = Set-Up Cost + Run Cost

Labor Burden Cost Per Operation

Set-Up Burden
Burden = (Set-Up Hrs / Order Qty) x WC Lbr Bdn Rate

Burden % = (Set-Up Hrs / Order Qiy) x WC Set-Up Rate x WC Lbr Bdn%

Run Cost Burden
Burden = Run Hrs x WC Lbr Bdn Rate
Burden % = Run Hrs x WC Lbr Rate x WC Lbr Bdn%

Machine Burden Cost Per Operation

Set-Up = (Set-Up Hrs / Order Qty) x (Mach / Op) x WC Mach Bdn Rate
Run = Run Hrs x WC Mach Bdn Rate

M QAD 48
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Review

Costing Setup
Review

Setup Overview

Inventory & Production Control
ltems Setup & Effects

« Departments

Work Centers

Routings

Product Structures & Formulas
Reject and Loss Costing

M QAD 49
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Mastery Question — Multiple Choice

Costing Setup

Mastery Question — Multiple Choice

1. Which of the following is the correct manufacturing costing
setup sequence?

A. Departments, Work Centers, Machines, Routings
B. Work Centers, Machines, Departments, Routings
C. Departments, Routings, Work Centers, Machines
D. Routings, Departments, Work Centers, Machines

MQAD 50

m
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Mastery Question — Multiple Choice

Costing Setup

Mastery Question — Multiple Choice

2. Which of the following is NOT a source of cost information that
the system uses to calculate coste

A. Yield at each operation

B. Item order quantity

C. Efficiency and utility of each machine

D. Labor and setup rates for each work center
E. Variable burden at each work center

MQAD 51
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Mastery Question — Multiple Choice

Costing Setup

Mastery Question — Multiple Choice

3. Routing Cost Roll-Up roll up all phantom items but the labor,
burden, and subcontfract costs of them are not included in
the parent item'’s cost.

A. True

B. False

M QAD 52
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Exercise: Costing Setup

Costing Setup
Exercise: Costing Setup
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In this exercise, you will set up items, product structures, departments, work centers, and routings.

1. Review Inventory Control and make sure the Current Cost is the Last in the Inventory Accounting frame.

2. Review Production Control and make sure the Post Scrap to GL field is selected.

3. Use Items to create item master records as below and enter item costs in the current cost set (not the GL.).
Enter Order Quantity 10 only for item 09001.

Item No Description Product Line Site Location Pur/Mfg | Material Cost
09001 Airbag 10 10-100 010 L 0.00
08001 Cushion 20 10-100 020 L 0.00
08002 Inflator 20 10-100 020 P 10.00
08003 Control Unit 20 10-100 020 P 10.00
07001 Fabric 20 10-100 020 P 20.00
07002 Nylon Rope 20 10-100 020 P 20.00
4. Use Product Structures & Formulas to create the Airbag and Cushion. For each component, the quantity
per is 1.
Product Structure:
Airbag
I
! | }
Cushion Inflator Control Unit
I
| l
Fabric Nylon Rope
Product Structure 09010
Component 08001
Quantity Per 1
Operation 10
Component 08002
Quantity Per 1
Operation 20
Component 08003
Quantity Per 1
Operation 30
Product Structure 08001
Component 07001
Quantity Per 1
Operation 10
Component 07002
Quantity Per 1
Operation 10

Use Departments to create a new department D09001 with the default GL chart of accounts.

Questions? Visit community.qad.com
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6. Use Work Centers to create a new work center WC09001 with the following field values:
Work Center WC09010
Department D09001
Backflush Location 020
Setup Rate 10.00
Labor Rate 10.00
Machine Burden Rate 20.00
Labor Burden Rate 30.00
Work Center WC09020
Department D09001
Backflush Location 020
Setup Rate 0.00
Labor Rate 10.00
Machine Burden Rate 20.00
Labor Burden Rate 30.00
Work Center WC09030
Department D09001
Backflush Location 020
Setup Rate 0.00
Labor Rate 10.00
Machine Burden Rate 20.00
Labor Burden Rate 30.00
Work Center WC08001
Department D09001
Backflush Location 020
Setup Rate 0.00
Labor Rate 10.00
Machine Burden Rate 20.00
Labor Burden Rate 30.00

7. Use Routings & Processes to create a new routing 09001 with the following field values:

Routing 09001
Operation 10

Work Center WC09010
Setup Time 1.0

Run Time 0.1
Milestone Operation Yes
Operation 20

Work Center WC09020
Setup Time 0.0

Run Time 0.0
Subcontract Cost 10.00
Operation 30

Work Center WC09030
Setup Time 0.0

Run Time 0.1
Milestone Operation Yes
Routing 08001
Operation 10

Work Center WC08001
Setup Time 0.0

Run Time 0.1
Milestone Operation Yes

QaAD
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CHAPTER 4

Costing Process
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Costing Process
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Overview

Costing Process

Overview

Standard Costing Process Overview
Routing Cost Roll-Up

Product Structure Cost Roll-Up
Current Cost Set Move to GL Set
Cost Roll-Up Freeze/Unfreeze

WIP Material Cost Revaluation
Sales Order Cost Revaluation

m
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Costing Process

Product Costing Setup Process Flow

Enter lem
Costs
Material, OVH
Cost Roll-Up
Teeze/Unfreezs
Enter Product
Structures
Product Move
Structure Current
— Cost Cosks fo
Enter Roll-Up GL Costs
Work Center |—
Rates/Burden
Revalue
Enter Routing Routing _ |—»| WIP Pél::'enal
Setup/Run Cost
Time Roll-Up
Revalve
Enter Sales Order
Standard —_ cost
Order Quantity
@ [o¥N»} g

Questions? Visit community.qad.com
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Standard Costing Process

Costing Process

Standard Costing Process

Roll Up Roll Up Product Move Current Freeze

Routing Costs Structure Costs Costs to GL GL Costs

Revalue WIP Vel

Sales Orders

MQAD 4

The costing process is essentially a two-step process for items other than purchased parts.

* The first step is to run the Routing Cost Roll-Up which totals the labor/machine hours and cost, subcontract
cost, and burden cost; computes the cumulative operation yield for a routing or routings; and sums the this-
level labor and burden cost data for the specified cost set

* The second step is to run the Product Structure Cost Roll-Up which obtains purchased material and this-level
labor and burden costs for the item, and performs the level- by-level computation of costs for the five cost set
categories—material, labor, burden, overhead, and subcontract. The Product Structure Cost Roll-Up updates
cumulative lower- level costs for all cost categories at each assembly level.

Note Usually, roll-ups are carried out in the Current or Simulation cost set. This permits validation prior to
committing them as new GL Standards.

» Using Current Cost Set

— Following the routing and product structure cost roll-ups, you then move the current cost set to GL (use
Current Cost Set Move to GL Set), and then optionally freeze the newly established cost (use Cost Roll-Up
Freeze/Unfreeze)

* Using Simulation Cost Set

— See Cost Simulation on Cost Management chapter

m
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ltem A =
Manufactured A

Cost Calculations

C

ltems B & C = Purchased

Lower-Level Material cost

Routing Cost
Roll-up

captures this-

level labor,
burden, and
subconfract
costs

Product
Structure Cost
Roll-Up
captures
lower-level
material cosfs
associated
with
manufactured
item + This-
Level costs

MQAD 5

Cost Calculations

Costs are calculated in different ways depending on the cost level and element being defined.

* For purchased items, the standard cost is entered manually as material, this level. Overhead is an
independent cost that is also entered manually or calculated by Item Overhead Cost Update.

» Manufactured items get their this-level costs from the Routing Cost Roll-Up process, which calculates costs

for labor, burden, and subcontract. (Distribution items are treated in the same way as purchased items and
require manual input of this-level costs.)

* Product Structure Cost Roll-Up adds lower-level costs to an item. Total cost is the sum of this-level and

lower-level costs.

Questions? Visit community.qad.com
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Routing Cost Roll-Up Calculations

Costing Process

Items

Default View » 4 New

09001

Main = Site Item Aliases

F1QAD Cost Accounting Manager v [a% ~
Routings & Processes 09001

1 Delete

Intrastat ltem

Routing Cost Roll-Up Calculations

Routing Operations

Maximum Order 0

Order Multiple 0

Order Quantity 1,000

Order Period 7Q

Main  Operation Time

Operations

Default View ~

09001

+ New

Operation

Overlap Units

¥ield Percent | 100.00%

0

Description

Tooling

o

Main

| Machines per Operation

|

v Operation Time

Order Quantity

Setup Time

Run Time

Yield

Machine Per Operation

Setup Time

Run Time

1.0 |Hour =

1 Units/Hour

Setup Rate

Labor Rate

Labor Burden Rate
Labor Burden Percent
Machine Burden Rate

Auto Firm
Last Auto Firm
Queue Days

‘Wait Days

¥ Rates

0| |00:00:00

Q| 00:00:00

13

Setup Rate

Labor Rate

10.000

10.000

Scheduler

Q

| Machines per Operation

1

Setup Crew

0.00

Machine Burden Rate
Labor Burden Rate

Labor Burden Percent

20.000
20,000
0.00%

MQAD 6

Routing Cost Roll-Up is used to calculate the costs for items based on their routing (process) operations. The
roll-up uses data defined in:

* Items

* Routings

» Work Centers

What Routing Cost Roll-Up Calculations Are Based On

Routing cost calculations are used to calculate the value of this-level labor, burden, and subcontract costs per
item using the work center data to obtain hourly rates for set-up and run labor. The work center also provides
the burden rates as cost per hour for labor and machine burden, as well as a labor burden percent. The routing
records provide the set-up and run times (standard), as well as the machines per operation and operation yield
percent. The item (site) planning record provides the order quantity value, which is used to amortize set-up
cost over a standard or normal order size to obtain a realistic cost per unit value.

» When you first set up routings, Routing Cost Roll-Up enables you to verify the item cost figures and the
routing itself. The regular use of the roll-up is used to determine the current cost of an item.

Roll Up Current Cost Set First
You can roll up either current or GL costs. The default is to roll up current costs.

You can roll up GL costs when they change, but it is safer to roll up current costs and then move them using
Current Cost Set Move to GL.

QaAD
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Following fields are the major data for the Routing Cost Roll-Up Calculations:
* Order Quantity

* Setup Time

* Run Time

* Yield

» Machine Per Operation

* Setup Rate

* Labor Rate

* Labor Burden Rate

* Labor Burden Percent

* Machine Burden Rate

n
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Routing Cost Calculations: Review

Costing Process

Routing Cost Calculations: Review

Labor Cost Per Operation

Set-Up Cost = (Set-Up Hrs / Order Qty) x WC Set-Up Rate
Run Cost = Run Hrs x WC Labor Rate
Labor Cost = Set-Up Cost + Run Cost

Labor Burden Cost Per Operation

Set-Up Burden
Burden = (Set-Up Hrs / Order Qty) x WC Lbr Bdn Rate

Burden % = (Set-Up Hrs / Order Qty) x WC Set-Up Rate x WC Lbr Bdn%

Run Cost Burden
Burden = Run Hrs x WC Lbr Bdn Rate
Burden % = Run Hrs x WC Lbr Rate x WC Lbr Bdn%

Machine Burden Cost Per Operation

Set-Up = (Set-Up Hrs / Order Qty) x (Mach / Op) x WC Mach Bdn Rate
Run = Run Hrs x WC Mach Bdn Rate

QaAD
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Routing Cost Roll-Up

Costing Process

Routing Cost Roll-Up

FI1QAD CostAccountingManagerv |42 v Inventory v Production v ProductCosting »  Requisitions v CostAnalysis w  More v

Routing Cost Roll-Up
> Settings

v Filter

|Site > |lequals > J|10-100

Cost Set ~ | equals = || Current

item Number ~ |lequals ~ ||o1020

item Type i .equals et

|As of Date ~ |lequals > 5/27/2021
Roll-up Labor Time * | equals - ||Yes

éoll-up Sstup Time - .equals - || ves

Roll-up Lead Time ~ |lequats = Jlves

Roll-up Item Yield ~ | equals - || Yes

Roll-up Labor Cost .— equals v ||Yes

Roll-up Burden Cost ~ |lequats - || ves

ol el e e [l |l lollollollo

X B B R % B R XM R R XX

|Roll-up Subcontract Cost > |lequale = Jlves

B E R

Include Yield in Cost ¥ | lequals > ||Yes

M aAD 8

Key fields in Routing Cost Roll-Up are:

As of Date. Roll-up calculations only consider operations effective on the specified date. The default is the
system date.

Roll-Up Labor Time, Setup Time, and Lead Time. Often, these fields should be set to No so that the
manufacturing lead time entered in the Item Planning data is not overridden. This should be discussed with the
Planners to determine how these fields should be set. The default setting is Yes.

Include Yield in Cost. Yield is calculated by operation and the compounded yield for all operations can
optionally be used to update the item master yield for planning purposes (set Roll-Up Item Yield field to Yes).
The order quantity planned will be increased to cover the expected losses, which will require more
components and production time. This yield can be calculated into the costs (if set to Yes) or be excluded
from the cost process (if set to No).

Note QAD Enterprise Applications does not calculate a yield variance. It will calculate material and labor
usage variances and a method variance, which will include the yield variances.

Roll-up Labor/Burden/Subcontract Cost. Routing Cost Roll-Up can calculate this-level costs for individual
elements or for all elements: labor, burden, and subcontract. Normally set these fields to Yes.

Update Items Without Routings. This determines whether cost calculations include only those items with
routings, or all items. This field allows the user to clear out costs associated with obsolete routings. For
example, if a company decides to stop making an item and start to acquire it from another source, simply
deleting the routing does not clear out all of the manufacturing costs associated with this item. To reset those
costs to zero, run the routing cost roll-up with Update Items Without Routings set to Yes. If this item is a
component, then you also need to run the Product Structure Cost Roll-Up.
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Note: In the Settings, user can select Excel for the File Type. Then the out put of the Routing Cost Roll-up
will be Excel format and user can easily check the results.
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Product Structure Cost Roll-Up

Costing Process

Product Structure Cost Roll-Up

PF1QAD CostAccounting Managerw  |&% «  loventory »  Production v  Product Costing w  Requisitions »  Cost Analysis »  More =

Default Report Schedule +  Burst Settings

|Cost set = | |equals ~ || current
|item Number = ||equas - 01020
Prod Line « |lequals

|item Type ~ ||equals

X X X X X X

As of Date = |lequals - 5/27/2021
|Low Lavel Material ~ ||equals - || ves
|Low Level Labor ~ | [equals - |[ves
|LowLevel Burden ~ J{equals - Jlves
Low Level Overhead * |lequals - ‘Yes
e bonaa ) leais ~ [ es
e e | s - |[no

|Low Level Setup Time = |lequals = \Nc

Q
Q
Q)
Q
Group - ||equals - Q
=]
::ndude\'ue\d% * |lequals - ‘Yes -

R et e R R R K AR RS BHE X R B0 PRE R

|Set Cost Update Field for = | |equals « |[mrg-au

M aAD 7

a tH A+ F A F

Product Structure Cost Roll-Up is used to update the costs of parent items based on the costs of their lower-
level components.

Set Cost Update Field for All/Changed Only
« If All, this field is set to the run date for all parts

« If Changed Only, this field is set to the run date for items where costs have actually changed. This option
gives better audit trail of dates when costs changed.

Include Yield %. Determines whether yield percentages from Routings are used to calculate component item
costs. If set to Yes, component costs are adjusted to account for any yield percentage. This adjustment can be
upwards (yield < 100%) or downwards (yield > 100%).

Note If Scrap in Product Structures & Formulas is set to a value other than 0.00%, the system adds those
costs to the parent material cost lower level. Yield and scrap are separate values. If both are used, both will be
calculated into the parent costs.

Item/Product Line/ltem Type/Group. Use these fields to select the cost data to be rolled up. Leaving fields
blank selects all in the category.

As of Date. The effective date to use when selecting which parent/component relationship to display. The
default is the system date.

Low Level Costs (Material, Labor, Burden, Overhead, Subcontract). Set these fields to Yes to include lower-
level costs in the cost roll-up.

Questions? Visit community.qad.com m
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Note: In the Settings, user can select Excel for the File Type. Then the out put of the Routing Cost Roll-up
will be Excel format and user can easily check the results.
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Product Structure / Formula Costs Report
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Product Structure / Formula Costs Report

1005 + B &

Product Structure / Formula Costs

10USA USD 741:09 AM

Cost Set Current
QtyPer UM T PM Material Burden Overhaad Subcontract Cost Total
EA M
Implantable Ultra Rev. A This Level 000 3,001.80896

52712021 Lower Level 51236322 51511273

Yield 72% Unit Total 51236322 3.516.92169
50010 1.0

Azoustic Transducer A This Level 0.01692 1.07692

52712021 Lower Level 001215 56.18186

Unit Total £ 0.02007 X 57.25878
Ext Total 0.02007 I X 57.25878

50011 1.0
Ultrasound Asrary This Level 0.00 001215
82712021 Lower Level 5449516 0.00
Yield 85% Unit Total 5448518 001215
Ext Total 5448518 0.01215

60010 23342
Pepared Layered Mat This Level
502712021 Lower Level

Unit Total
Ext Total

40

Product Structure / Formula Costs report shows costs for an item and its components by structure level.
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Current Cost Set Move to GL Set

Costing Process
Current Cost Set Move to GL Set

nQAD Cost Accounting Managerw  |#® »  inventory »  Production »  Product Costing »  Requisitions »  Cost Analysis »  More w
Current Cost Set Move To GL Set Default Report = Schedule ore -

ltem Type ~ |lequals - Q| = + x

|item Group v |lequals hd Q = + x

|ABC Class * ||equals - Qf = + x

Purchasa/Manufacture ~ |lequals ql + x

Buyer/Planner ~ | lequals - Q| ® + %

Negative Change Allcwed % > ||equals - £ -+

Positive Change Allowed % ~ |lequals - = -+

|Copy Material Cost ~ | fequats - ||ves - | [ &

|Copy Labor Cost > ||equals - |[ves - | +

|Copy Burden Cost ~ |lequals - || ves -] o= +

|Copy Overhead Cost > ||equals - |\res v | ® -+

|Copy Subcontract Cost = |lequats = ||ves ~ || +

|Sum Costs to Matedial This Level for DRP ~ |lequals ~ ||ne - | e +

|Summary/Detail ~ | lequals ~ || petait - | +

:Updale * | lequals b |Ves v | % -+

=

F1QAD 1

Use Current Cost Set Move to GL Set to copy costs from the current cost set to the general ledger (GL) cost
set at a specified site.

Every item has at least two cost sets: GL and current. When costs change, update and verify the current costs
first, then use Current Cost Set Move to GL Set to reflect the change in the GL cost set. At the beginning of
each fiscal year, most companies set current and GL costs equal. You can do this with GL Cost Set Move to
Current Set.

This function can take a long time to process.

You must specify a site. Records are selected based on the selection criteria you enter. The system first looks
for item data specific for the site. If none is found, the system uses the item master record.

You can enter values in the Negative Change Allowed % and Positive Change Allowed % fields to indicate
the percentage change to allow on all costs copied. GL costs are updated only if the difference between the
costs lies within this tolerance range.

When one cost set is copied to another, costs may already exist in the target cost set. If so, costs are updated
only if the difference between the costs lies within this tolerance range.

Total cost for an item is made up of elements in five cost categories: material, labor, burden, overhead, and
subcontract. You can copy all or some of the cost elements from one cost set to another. Each cost element is
copied from the current cost set to the GL cost set, provided the difference between the two total costs does
not exceed the range specified in the Negative Change Allowed % and Positive Change Allowed % fields.

When the GL cost set assigned to a site is updated using this function, inventory is revalued to reflect the new
costs. To reflect this cost change in work in process (WIP), run WIP Material Cost Revaluation.
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When a site is the source for GL costs at other sites, updating the active GL cost set automatically generates
cost adjustment (CST-ADJ) transactions at any target sites. You cannot update GL costs at a target site, since
these costs are referenced from the source site. For more information on linked sites, refer to information on
Linked-Site Rules in your Costing user documentation.

You may want to back up the database prior to updating costs, particularly GL costs.

QAD Enterprise Applications maintains at least two cost sets for each item-site pair: current, which reflects
today’s cost for an item, and GL, which is used for all general ledger transactions. At the beginning of the
year, many companies set current and GL costs to be equal. You can do this with Current Cost Set Move to
GL Set.

When costs change, update and verify the change in the current costs first, then use Current Cost Set Move to
GL Set to reflect the change in the GL cost set. Current Cost Set Move to GL Set is most commonly used only
at regular, widely spaced intervals; usually annually.

Sales order and work-in-process are not revalued automatically. To revalue them, you must use Sales Orders
action Revalue Cost or WIP Material Cost Revaluation. This should be done whenever standard costs change.

Moving current costs can have significant effects on the general ledger. All changes to GL costs create a GL
cost adjustment, updating the value of inventory.

Note This function should be permission controlled.
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Cost Roll-Up Freeze/Unfreeze
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Cost Roll-Up Freeze/Unfreeze

FI1QAD CostAccountingManagerv |42 v Inventory v Production v ProductCosting »  Requisitions v CostAnalysis w  More v
Cost Roll-Up Freeze & Unfreeze

» Settings

v Filter

|Site * |lequals - ||10-100
|Cost Set - | laquals « || standard
item ~ ||equals ~ ||01020
Prod Line ~ | |lequals -

Item Type - |lequals

Item Group v | equals

Purchase/Manufacture  ~ ||equals

X X X X X X

Buyer/Planner = |lequals

|Freeze/Untreeze ~ | lequals ~ || Freeze

P ellellel|ellellellelle
o N X R TR N R ORI PR

At

{Update ~ ||lequals w || Yes

M aAD 12

Cost Roll-Up Freeze & Unfreeze freezes standard (or other) cost sets for fiscal year control over costs or
selectively unfreezes items to allow cost updates for new/revised items.

Once standard GL costs are established, use Cost Roll-Up Freeze & Unfreeze to prevent the system from
recalculating the costs the next time routing or product structure roll-ups are performed. For example, you
may want to set standard costs or create a reference cost set that does not change over a specific period. Any
cost set can be frozen.

Freezing standard costs provides fiscal-year control over those costs. You can freeze approved or verified
standard costs at the start of your fiscal year, and then track cost changes in variance accounts through the
year. At the close of the fiscal year, copy the current cost set to the standard set. Freezing costs also improves
processing speed during cost roll-up calculations. After item costs are calculated and frozen, all subsequent
cost roll-up calculations simply use the frozen cost.

Freezing costs only prevents the system from recalculating costs. It does not prevent manual changes in item
cost data maintenance functions, cost set copy functions, or operation cost calculation.

To introduce an item with wholly new components mid-year, add the items, structure, and routing, then roll up
as usual and freeze the item’s standard costs. To add or change components in an existing structure or to
change a routing mid-year, unfreeze the affected items including components and parents. Roll up the revised
structure and routing and refreeze.

When a changed item is optional in the structure or routing or if its parent can use other unchanged
subassemblies as a direct replacement, be careful to unfreeze the parent without unfreezing unchanged
subassemblies.
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For the correct calculation of co-product costs, freeze the costs for by-products once those by-product costs
have been determined. When by-product costs are not frozen, the cost of a base process item may not be equal
to the costs of the co-/by-products that it produces. This is because the costs for a by-product may have been
recalculated after the costs were calculated for one or more of the co-products. This can result in co-product
costs that do not tie to the cost of a by-product.

For example, you can set standards or create a reference cost set that won’t change over the year. Any cost set
can be frozen. Running the Cost Roll-Up Freeze & Unfreeze simply marks item costs for this cost set and site
as frozen. When routing and product structure cost roll-up functions encounter an item with frozen cost, they
use that cost rather than recalculating it.

The reason for doing this is best illustrated by an example. If you have a common manufactured subassembly
X that is used in products A and B, and you add another product C that uses this subassembly, when you roll
up the cost of product C, the system will automatically roll up the cost of all of C’s components first,
including subassembly X. And, if the product structure/BOM or routing has changed in any way, subassembly
X can get a new cost, meaning that you will also need to recalculate costs of items A and B. If you do not
want this to happen, use Cost Freeze to freeze the cost of manufactured subassemblies such as item X.

Freezing your costs can also speed up roll-up calculations. Once item cost is calculated and frozen, all
subsequent cost roll-up calculations at this site for this cost set simply use the frozen cost.

Note The freezing process requires careful control to ensure that subassemblies that do require rolling up are
unfrozen. It could be difficult to carry out this check on complex BOM structures.

Warning The cost freeze only prevents costs from being recalculated by the system. It does not prevent
manual changes in item cost data maintenance functions, cost set copy functions, or operation cost calculation.

Cost Unfreeze

When frozen costs need to be recalculated using the roll-up functions, simply run Cost Freeze/Unfreeze to
mark the costs as no longer frozen. Or copy the costs to another cost set and roll up that cost set.

Use the Cost Roll-Up Freeze Status browse to review cost total for items, when updated, and whether costs
are frozen or unfrozen.
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Revalue WIP
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Revalue WIP

FI1QAD CostAccountingManagerv |42 v Inventory v Production v ProductCosting »  Requisitions v CostAnalysis w  More v

WIP Material Cost Revaluation Default Report ~ Schedule =  BurstSettings  More ~
» Settings

v Filter

Account * ||equals
|Sub-Account * |lequals
|Cost Center ~ | laquals

Project equals
|Production Order equals
D equals

|item Number equals ~ ||o1020

pllellpl|lolLllellellL
X X X X X X X X 0

sl B R

|Site equals

|GL Effective Date equals - s/27/2021 @

|Summary/Detail equals = || Datail

s

o [Ja||a]|a]|afla]]e]]le

Updste =quals |

M aAD 13

WIP Material Cost Revaluation revalues production orders when standard costs change or when additional
materials are issued. Use this program to revalue open production orders when standard costs change when:

sStandard costs change after you release a production order.
*Additional materials have been issued to work in process (WIP).

Standard component costs are recorded on production orders at release when the status is E, A or R. When
materials are issued to the order, the standard cost of those materials is posted to WIP from the production
order bill.

WIP Material Cost Revaluation updates the production order bill with the currently effective GL cost. Any
difference between the unit cost of the components issued and the standard cost is posted as a material rate
variance. WIP Material Cost Revaluation does not update product structures or labor and burden costs.

Execute this program before closing orders with Production Order Accounting Close to prevent
unaccounted material rate variances.

Depending on the number of orders selected for processing, this function can take some time to complete. The
program creates transactions in Inventory History and Operation History tables that represent the GL
transactions created when closing out the WIP value of the production order. You should

execute WIP Material Cost Revaluation before closing orders with this program to prevent unaccounted

for material rate variances.

GL Transactions

GL transactions are stored in the unposted transaction table until they are posted. Review unposted
transactions with Unposted Transactions. The GL reference begins with WO.
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This program:
* Debits the WIP account from the production order

« Credits the Material Rate Variance account from the production order
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Revalue Sales Order Cost
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Revalue Sales Order Cost

F1QAD CostAccountingManagerw |8 v  Inventory »  Production v  Product Costing v  Requisitions Cost Analysis w  More Q & wsaiusscor @+

Sales Orders DefaultView = 4 New  #Edt  Acions » More » €

Sales Order starts with "10510052" X -IE3 @

Pick Allocated =
Sales Order~1 Sold-To Sort Name BT Ship Allocated Order Date Due Date Purchase Order Salesperson Currency Site Quote
10510052 1061001 Medilogic 10c1(ted 572772021 572872021 sl 105P02 uso

Copy to Quote

Allocate
Confirm
Reprice (]
Check Credit

Revalue Cost

Release to Production

25 « | Records per page 1-1e1 &

M QAD 14

The system uses the prevailing GL cost when a sales order line item is shipped and also changes the cost in
the sales order line item record. However, GL costs on open sales order item records entered before the cost
change are not automatically changed when GL costs are changed. This situation could impact any reports that
show margin. Consequently, you can use Sales Orders action Revalue Cost to change the GL cost of these
records so that gross margin reports will reflect the proper difference between GL costs and selling price.

Use the Sales Order Gross Margin report to see the gross margin for all open sales order line item quantities
by line item and order. Gross margin is based on the net price charged for the item and the item cost as stored
on the order as it is entered.
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Review

Costing Process

Review

- Standard Costing Process Overview
Routing Cost Roll-Up

Product Structure Cost Roll-Up
Current Cost Set Move to GL Set
Cost Roll-Up Freeze/Unfreeze

WIP Material Cost Revaluation

Sales Order Cost Revaluation

M QAD 15
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Mastery Question — Multiple Choice

Costing Process

Mastery Question — Multiple Choice

1. Which of the following is the correct sequence for cost
processe
A. Freeze GL Costs, Roll-up Routing cost, Roll-up Product
Structure cost

B. Freeze GL Costs, Roll-up Product Structure cost, Roll-up
Routing cost

C. Roll-up Routing cost, Roll-up Product Structure cost, Freeze
GL Costs

D. Roll-up Product Structure cost, Roll-up Routing cost, Freeze
GL Costs

MQAD 16
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Mastery Question — Multiple Choice

Costing Process

Mastery Question — Multiple Choice

2. You move the Current cost set to the GL cost set:
A. At the end of each shop floor calendar day
B. Every month end
C. Every quarter
D. On an annual basis

M QAD
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Mastery Question — Multiple Choice

Costing Process

Mastery Question — Multiple Choice

3. During routing cost roll-up, you can roll up all of the following
elements EXCEPT:

A. Material cost

B. Lead fime

C. Burden cost

D. Item yield

E. Subconfract cost

M QAD E
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Exercise: Costing Process

Costing Process

Exercise: Costing Process
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Costing Process

In this exercise, you will roll up routing costs, roll up product structure costs, move current costs to GL, freeze
GL costs, revalue WIP, and revalue sales orders.

1. Use Routing Cost Roll-Up to roll up the routing cost in the current cost set in site 10-100 for product item
08001 and 09001 in site 10-100.

2. Use Routing Costs to report the routing costs in the current cost set in site 10-100 for product item 08001
and 09001 and set the order quantity to 10.

. Page 1/2
(@ Routing Cost Report 77212021
QAD 10USA USD 6:53:26 AM
Routing 08001
op 10
WorkGr  SetupTime  Setupcost  Setup Rate LbrBin%  LbrBdnRate  Lbr Burden Total
Machine Order Qty UnitRun  Labor Rate LaborCost o berOp  MchBdnRate  Mch Burden Burden SLTLEs
WC08001 0.0 0.00 0.00 0.00% 30.00 3.00
100 010 10.00 1.000 1 20.00 2.00 5.00 0.00
Routing Total 1.000 5.00 0.00
Routing 09001
op 10
WorkCtr  SetupTime  Setupcost  Setup Rate LbrBdn%  LbrBdnRate  Lbr Burden Total
Maching OrderQly  UnitRun  LsborRate "2 C°%  mMonperOp  MchBdnRate  MchBurden Burden ~ Subcontreot
wec09010 10 10.00 10.00 0.00% 0.00 0.00
100 010 10.00 2.000 1 10.00 2.00 200 0.00
op 20
WorkGr  SetupTime  Setupcost  Setup Rate LbrBin%  LbrBdnRate  Lbr Burden Total
Machine OrderQty  UnitRun  LsborRate 227 C%%  penierOp  MchBdnRats  Mch Burden Burden  Subcontract
wec09020 00 0.00 0.00 0.00% 0.00 0.00
100 0.00 10.00 0.000 1 10.00 0.00 0.00 10.00
op 30
WorkGr  SetupTime  Setupcost  Setup Rate LbrBin%  LbrBdnRate  Lbr Burden Total
Machine Order Qty UnitRun  Labor Rate LaborCost o berOp  MchBdnRate  Mch Burden Burden SLTLEs
wc09030 00 0.00 0.00 0.00% 0.00 0.00
100 010 10.00 1.000 1 10.00 1.00 1.00 0.00
| Routing Total 2.000 3.00 10.00 I

3. Use Product Structure Cost Roll-Up to roll up the product structure cost in the current cost set in site 10-
100 for product item 08001 and 09001.

4. Use Product Structure & Formula Costs to report the product structure costs in the current cost set in site
10-100 for product item 08001 and 09001.

Page 1/4
(@] Product Structure / Formula Costs sz
QAD 10USA USD 6:28:37 AM
Site  10-100 Cost Set Current
Level Component ltem QtyPer UM TPM  Material Labor Burden Overhead  Subcontract Cast Total
Parent 08001 EA L
Cushion This Level 0.00 1.00 5.00 0.00 0.00 6.00
712212021 Lower Level 40.00 0.00 0.00 0.00 0.00 40.00
Unit Total 40.00 1.00 5.00 0.00 0.00 46.00
1 07001 1.0 EA
Fabric This Level 20.00 0.00 0.00 0.00 0.00 20.00
712212021 Lower Level 0.00 0.00 0.00 0.00 0.00 0.00
Unit Total 20.00 0.00 0.00 0.00 0.00 20.00
Ext Total 20.00 0.00 0.00 0.00 0.00 20.00
1 07002 1.0 EA
Nylon Rope This Level 20.00 0.00 0.00 0.00 0.00 20.00
712212021 Lower Level 0.00 0.00 0.00 0.00 0.00 0.00
Unit Total 20.00 0.00 0.00 0.00 0.00 20.00
Ext Total 20.00 0.00 0.00 0.00 0.00 20.00
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Page1/2
m Product Structure / Formula Costs rzcen
QAD 10USA USD 8:02:48 AM
Site  10-100 Cost Set Current
Level Component ltem QtyPer UM T PM Material Labor Burden Overhead  Subconfract Cost Total
Parent 09001 EA L
Airbag This Level 0.00 3.00 3.00 0.00 10.00 16.00
72312021 Lower Level 60.00 1.00 5.00 0.00 0.00 66.00
Unit Total 60.00 4.00 8.00 0.00 10.00 82.00
1 08001 10 EA L
Cushion This Level 0.00 1.00 500 0.00 0.00 6.00
72312021 Lower Level 40.00 0.00 0.00 0.00 0.00 40.00
Unit Total 40.00 1.00 5.00 0.00 0.00 46.00
Ext Total 40.00 1.00 5.00 0.00 0.00 46.00
1 08002 10 EA
Inflator This Level 10.00 0.00 0.00 0.00 0.00 10.00
72312021 Lower Level 0.00 0.00 0.00 0.00 0.00 0.00
Unit Total 10.00 0.00 0.00 0.00 0.00 10.00
Ext Total 10.00 0.00 0.00 0.00 0.00 10.00
1 08003 10 EA
Control Unit This Level 10.00 0.00 0.00 0.00 0.00 10.00
7r2aiz021 Lower Level 0.00 0.00 0.00 0.00 0.00 0.00
Unit Total 10.00 0.00 0.00 0.00 0.00 10.00
Ext Total 10.00 0.00 0.00 0.00 0.00 10.00

189

5. Use Current Cost Set Move to GL Set to move the costs of item 08001 and 09001from current cost set to

GL cost set.

6. Use Cost Roll-Up Freeze & Unfreeze to freeze the GL cost set for item 08001 and 09001.

7. If you have any WIP items, use WIP Material Cost Revaluation to revalue the WIP material cost.

8. Use the action Revalue Cost in Sales Orders to revalue the GL costs in the sales orders.
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CHAPTER 5

Purchase Costing
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Purchase Costing
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Overview

Purchase Costing

Overview

* Purchasing/AP Life Cycle

« Purchase Order Entry

Purchase Order Line Types
Automatically Updating Current Costs
« Purchase Price Variance

Purchase Transaction
Purchase-Related Variance

AP Transactions

AP-Related Variances
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Purchasing/AP Life Cycle

Purchase Costing

Purchasing/AP Life Cycle

Create Route Purchase Approve Receive
Purchase Orders Orders Purchase Orders Purchase Orders

Return Purchase Enter Supplier
Orders Invoice

Functions in both Purchasing and Accounts Payable modules affect costs and generate variances. On the
purchasing side, costs are not affected and general ledger transactions are not created until you actually record
a purchase receipt or return. At this point, Inventory (or Expense) is updated and the purchase amount
accrued.

In a standard cost system, a PO receipt is booked at standard cost and the accrual is booked at actual. Any
difference is a variance. On non-base currency POs, some of this variance can be a result of exchange rate
fluctuations. The rest is booked as a Purchase Price Variance. Returns do the reverse.

Note Return to Supplier (RTS) functions in the Service/Support Management module can have the same
effect as purchasing receipt and return functions if they update inventory. These functions are not covered
separately here.
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Purchase Order Entry

PFIQAD CostAccounting Managerw |8 »  Iwentory »  Production =  ProductCosting »  Requisitions = CostAnalysis »  More = Q @ wsanusaor @+ &

Purchase Orders Default View = 4 New  [J Delete Actions + More ~ €
E P1010011 1051002 Bridgeville Industries 1,365.2s USD Pending E
Order Number =1 Site ’ )
Main ~  Orderlines  Receiving  Biling ~  Totals =  Notes -] -
R1021 10-100
~ i 0
R1020 10-100 Main @
R1019 10-100 Supplier | 1051002 Q Order Date 5/30/2021 &
Bridgeville Industries &
R1018 10-100
3390 Linco Road P
Due Dat r
Stevensville, Ml 49127 ue Date 5/30/2021 @& °
R1017 10-100 USA - TAX PURPOSE Close Date
o
R1016 10-100 Site [10-100 Q| Uhtrasound Mfg Site Remarks A
R1015 10-100 Entity | 10USACO USA DIVISION
RI014 10-100 Ship-To | 10-100 Q Confirmed [
QMI -USA Division Currency [USD | US Dollar
pobuws3 30 Ridgedale Avenue
bws2 East Hanover, NJ 07936 Requester Q
pobws. -
USA - TAX PURPOSE Entered By |demo. Demo Super User
pobws1 Number Format Key field: Buyer Q| BLANK
5 o a Site (from which PO was issued) [ route | s | - I

M QAD 4

Site. Each purchase order is associated with a site for inventory reporting. In turn each site is assigned to an
entity for financial and tax reporting. GL transactions for sites are posted to the entity for the site.

* During AP Supplier Invoice create, GL transactions for AP are created for the site (entity) identified on the
PO

* If you do not enter a site in the header (the first frame), you must manually enter a site for each line item.
The site in the header frame is the site from which the PO was issued. The site in the next frame, the line item
frame, is the site to which the line item quantity will be delivered.

» Also AP will be posted to the default entity specified in the Base Control.

» Whenever line items are shipped to sites assigned to different entities, QAD Enterprise Applications creates
intercompany transactions. If a PO header site is specified, intercompany transactions are created during PO
receipt for the inventory intercompany accounts setup in the financial system. If a PO header site is not
specified, intercompany transactions are created during AP supplier invoicing for the AP intercompany
account. (Intercompany transactions are discussed in the financial documentation.)
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Purchase Order Entry

Purchase Orders P1010011 > Order Lines
Purchase Order Lines

Order Number ~! Linw

Default View ~ + New M Delete  Actions v  More ~

P1010011 1

Main ~  Billing ~*  Charges ~

Subcontract  Accounting

10s1002 Bridgeville Industries

60001 Durable Plastic Housing

Notes -3

v Line Order Options
Import/Export
Taxable @

Consignment

Update Ava/Last Cost (3

~ Billing
v Credit

Credit Terms Interest %

Fixed Price
ERS Option |1 - Disabled

ERS Price List Option |0 - Default

Key field:
Update Avg/Last Cost (Applies to
Current Cost only)

Update Avg/Last Cost. The Update Avg/Last Cost field applies to Current costs only. It can be used to change
the current cost at receipt time or to not let the change go through to current cost for this PO line item receipt.

Questions? Visit community.qad.com
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Purchase Order Entry

1 » Order Lines

Purchase Order Lines Default View v 4 New [ Delete  Actions

E P1010011 1051002 Bridgeville Industries 60001 Durable Plastic Housing

Linv

Main ~  Biling ~  Charges ~  Subcontract Notes -]

~ Accounting

Type: Receive Type | Inventory ~
Inventory,
Memo, or
Subcontract Inventory Account | 1500 Mech

Inventory Mechanical

Purchase Account

~ Notes

+ New t & Details More ~ Key field:
Purchase Account, Inventory
Account, Type

Receive Type. The line item type controls the accounting processes. The receive type can be Inventory, Memo,
or Subcontract. If the receive type is Inventory, this is considered a normal inventory purchase subject to
variances if using the standard costing method or averaging if using the average costing method.

Purchase Account. Purchase orders do not create GL entries until purchase order receipt, but the receipt and
subsequent supplier invoicing use accounts maintained in the purchase order for memo items or the product
line for most inventory items.

The usage and origin of the Purchases account varies depending on the kind of PO line item.

» Non-inventory (memo) items: Used as debit account in purchase order receipts. (PO receipts debit the
Purchase account and credits Expensed Item Receipts.) The account defaults from the requisition in
Requisitions, if one exists, or the account associated with the supplier record in Suppliers, if it does not.

* Inventory items (PO receive type = Inventory): Not used. In purchase order receipts, the debit account is the
Inventory account for the item’s product line, Product Lines or Inventory Accounts.

* Inventory items (PO receive type = memo): Used as debit account in purchase order receipts. If an inventory
item is purchased as a memo item, the Purchase account defaults from the product line Purchases account,
Product Lines.

Project. You can use an optional project to track orders or individual line items purchased to support specific
company activities. The project in the order header displays as the default for line items but can be changed
for individual lines.
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Purchase Order Line Types

Inventory
Line ltem Type Effect GL Entries at Receipt GL Type
Inventory Inventory Yes DR Inventory IC

CR PO Receipts

Subcontract Subcontract No DR Cost of Productio IC
(No Production CR PO Receipts
Order)

|

(With Production Subcontract No DR Cost of Froductio C
Order) CR PO Receipfts
DR WIP WO
CR Cost of Production
Expensed Memo No DR Purchase Expense IC
(memao) CR Expensed Item
Receipts
M QAD 7

Purchase order line items are categorized by type, set by the system when you enter the item. Type determines
whether the receipt affects inventory and which GL transactions are created.

Inventory. The normal type of purchase order is an inventory purchase. On these, Type is Inventory. When the
items are received, they are put into inventory, valued at standard or average cost, and a purchase accrual is
created. Both the purchase accrual (PO receipts) and inventory accounts come from the product line of the
purchased item: either Product Lines or Inventory Accounts.

Note The item number specified on the line must be valid.

Memo. When you enter PO lines for non-inventory items (for example, purchases of office supplies or
services), the system automatically flags these as type Memo. These items are set up in Items with the Memo
Order Type set to a code other than Inventory. Memo lines do not affect inventory. The expensed Purchases
account (from the supplier record) on the PO line item is the default debit account, but you can change it to
another expense or asset account. If you purchase parts that have valid item numbers for non- production use
(for example, for experimental or prototype purposes), then you must manually set the PO line type to M; the
Purchases account defaults from the product line record.

Subcontract. Another type of purchase is a purchase of subcontract manufacturing operations. Like inventory
items, subcontract services are set up in the item master; however, they are received to production orders
rather than to inventory. During order entry, the system prompts you to enter the production order number,
production order ID, and operation for the subcontract item. See “Subcontract POs” for further discussion of
subcontract purchases.

mn
Questions? Visit community.qad.com


http://community.qad.com/

198 QAD Web Ul Quick Start Training Guide

Automatically Updating Current Costs

Purchase Costing
Automatically Updating Current Costs
F1QAD CostAccountingManagerv |8 v  inventory =  Production v  Product Costing Requisitions = Cost Analysis = More Q @ wsanusacor @ &~
Inventory Control Default View ~  More + €
Compliance Customer Consignment Inventory ¥ Item Attributes i A Supplier C Supplier Consi ACCO... ‘Obsolete Inventory ~ - -
v Inventory Accounting Qo
Create GL Transactions [ Current Cost from Accounts Paya... [ &
Transfer Clearing Account | 1670 Q| Mech Q.|| Cost Center D Roll Up Local Phantom’s This Lev... & ?
Summanized Joumnal h
o
A
¥ Item Attributes Current Cost = Last Current Cost from AP = Yes
A S Def: ive - B . lay $) fi for Results ... .
fribute Status Dafaut |Active « Ifthere are 100 units of jtem |2 Seecfeton forResulie.. « [f update from AP is set to
Non-conforming Status Default | N-Y-N Q A on hond W\Th a CUrrenf COSf Use Inventory Reference as Sublot YeS Gnd fhe SUppl\'er inVO\.Ce \.5
Attribute Sequence ID |ATID Q| wem anioel of $10 and a PO for 100is voucheredfor 100 at $9.45,
Auto Lot Sequence ID |iuD Q| rem ot received with a PO price of then the current cost for all
o 2.50, then the current cost for 200 units would now be
v Serialization all 200 units would now be $9.45/unit
Enable Serialization [ $950/Unﬁ
M QAD 8

Note Current cost is used for comparative analysis only. Current cost and the extended value of inventory at
GL cost can be reviewed in the Inventory Valuation Report.

Purchase order receipts update the current cost information if you have set the current method to Average or
Last in the Inventory Control.

Current Cost Set to Last

When you set your current cost method to Last, the update is very simple. Upon each PO receipt, the purchase
order cost for that receipt is set as the new current cost for the item.

Optionally, you can also update the current cost upon each receiver matching transaction for the item, which
will use the supplier invoice amount to update the current cost.
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PO Update Avg/Last Set to No

Purchase Orders P1010011 > Order Lines Updcle Avg/qu| cos' = NO

Purchase Order Lines Default View * 4 New [ Delete Actions v More v
* If you do not want costs to be

E o100 ! 1051002 Br) ypdated based on a specific PO fsing

Order Number * Line fransaction, you can set this flag
m Billing =  Charges ~  Subcomtract  Accounting  Notes | to No

~ Line Order Options quning

eenEger * If you also have the Update

from AP flag set tc Yes in the
Inventory Conftrol File, then the
AP supplier invoice will update

Taxable @

Consignment

Update Avg/Last Cost

~ Billing current costs, even though the
PO receipt does not update
costs.

~ Credit

Credit Terms Interest %

Update Avg/Last Set to No

There may be times when you do not want to update the current cost based on a specific PO transaction. This
may be due to having to pay an unusual price for the item because of a short-term change in business
conditions. In this case, in Purchase Orders, you can set the PO line so that it does not update based on the
Avg/Last cost.

Warning If you also have the Update from AP flag set to Yes in the Inventory Control then, even though the
PO receipt does not update the current cost, the AP supplier invoice transaction will update the current cost.
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L]
Updating Current Costs: Average
F1QAD CostAccountingManagerv  |& »  Inventory »  Production v  ProductCosting »  Requisitions w  CostAnalysis More w Q & 10usa 10usaco v e - a -
Inventory Control Default View ~  More + €
Compliance Customer Consignment Inventory ¥ Item Attributes i A Supplier C Supplier Consiy ACCO... ‘Obsolete Inventory ~ - -
v Inventory Accounting Qo
Current :ost|A,.régg - I Sum Lower Level Costs into Mate...
Create GL Transactions [ Current Cost from Accounts Paya... [ i &
Transfer Clearing Account | 1670 Q| Mech Q.|| Cost Center Q Roll Up Local Phantom’s This Lev... B ?
Summarized Journal -
A
¥ ltem Attributes Current Cost = Average Current Cost from AP = Yes
Attribute Status Default | Active = ) ) 5 esults.. @ . . . . .
* If there are 100 units of item A with If the supplier invoice is
Non-conforming Status Default | N-Y-N Q s Sublot
a current cost of $10 vouchered for 100 at $9.45,
A 5 D Q
ttribute Sequence | l.mD Item Attribu and a PO for 100 is received then the current  cost would now
Auto Lot Sequence ID | ILID Q| item Lot Ns . . .
with a PO price of $2.50, then be $9-72ﬁ{){] x ($9.50 - 9.45)]
v serialization the Current cost would now be $9.75- 200 =$9.725
Enable Serialization (5 $9.25: =$9.75
200
1100 % $101 < (100 ¥ $9 501 B3 <
1 i T 1 T Ll
10

M QAD

For the average current cost update, the current quantity on-hand is multiplied by the current cost, and the
receipt quantity is multiplied by the PO cost. This total is divided by the new total quantity on-hand to obtain
the new average cost.

As in the previous example, you can elect not to update your current cost during purchase order entry, but the
AP Supplier Invoice will update the costs here if the Current Cost from AP field has been set to Yes in
Inventory Control.
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Purchase Price Variance

F1QAD CostAccounting Managerv  |&% v  Inventory »  Production v  ProductCosting »  Requisitions w  Cost Analysis v More w Q @ wusatusacor @~ a -

Tax Rates Default View 4 New [ Delete Actions + More =

E 15 US Sales Tax 1/1/2008

Main  TaxDetails  TaxGroups  TaxAccounts =  Notes L]

2. » B

v Tax Details

Accrue Tax at Receipt @

Accrue Tax at Usage
Sales Tax Absorbed
v Tax Groups

Customer Invaice | 10SALES

Fradie iata | 1ncaree

Non-Recoverable Tax
» Accrual tax af receipt

Debit Purchase Price Variance
Credit Purchase Order Receipts

Q. USA SALES GROUP

ol nen caree moniio

Minimum Taxable Amount 0.00 Tax Status | =~ Q
Maximum Taxable Amount 000 Tax Reason &
| Percent Recoverable 0.00% | Tax Method |01 - Calls txmeth01.5; use Min/Max base amt = -
Update Tax Allowed @ Discount Tax at Payment h
Allow Tax Included & Discount Tax at Invoice A

AP Tax Retained
Suspended,/Delayed Taxes

Domestic Reverse Charge

Absorbed Invoice

Akenrhad Cradit Nata

M aQAD 11

Purchase Price Variance (PPV) is the difference between the actual price paid to buy an item and the standard
price, multiplied by the actual quantity of units purchased.

In the tax setting, if tax accrual at receipt, the non-recoverable tax will be recorded in Purchase Price Variance
(PPV) account.
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Purchase Transactions

erv & <  iwentory «  Production »  ProductCosting »  Requisi|

v Taxes

. Mo v @
[ Details More = =
09011 20 Tax Amount=2.25
Order Level Tax Environment Item Tax Amaount Description
Main ~  Site ~  ltemAliases  Intrastatitem  Produstion Scheduling UsA Cushion
+ New More v

Category 1 Element This Level w v 4 MNew [@Delete Actons v More = € Receive Order Default View ~  More =

Burden Burden 000 P1010012 1051002 Bridgevillg P1010012 1051002

Labor Labor 0.00

Matenal Matenal 025

~ Shipment Information
Overhead Overhead 010 * Order Lines
Shipper Number
Subcontract Subcontr 0.00 + New & Detaits More
Inventary Movement Code Q
- Ttem Number Quantity Ordered Unit Price « Lines
GL Material cost = 0.25 o oo 0o o
GL Overhead cost =0.10 4rew  Eodets Mo ~ Receive Al Multi Entry
Total GL cost = 0.35
Item Item Description Qty Raceived Typ|
Qty Ordered =100 1 09011 Cushion 1000/ 1
PQ Unit Cost =0.30
Received =100

Purchase Transactions: Example

The following example illustrates the sequence of functions used and the accounts affected when purchasing
and receiving items.

Example A purchase order is issued for 100 cushion (item 09011) at $0.30 per cushion (Purchase Orders).

* The total standard cost for this item is $0.35 as shown in Iltems —the GL material cost of $0.25 plus the
Overhead amount of $0.10

» Because the PO unit cost is different than the standard GL cost, it will generate a Purchase Price Variance
upon PO receipt

« The total non-recoverable tax amount is $2.25

m
Questions? Visit community.qad.com


http://community.qad.com/

Purchase Costing 203

Purchasing — Transactions Detail

Purchase Costing

Purchasing - Transactions Detail

F1QAD CostAccountingManagerv |82 v  lwventory »  Production w  Product Costing =  Requisitions w  Cost Analysis »  More w Q &  10Usa 10UsACO ~ e &

Inventory Transactions Default View »  More = &

E : 09011 Cushion 10-100 Ultrasound Mfg Site RCT-PO P1010012 : E

Transaction =1 Date ) - )
Main  Inventory Accounts  E-Signature  WIP Lot Trace - -
1269104 5/31 More < %0
1269103 531 GL Transaction Type Account Sub-Account Cost Center Project BC Debit BC Credit GL Reference &
1269102 542 RCT-PO 1500 Mech 25,00 0.00 [TMP20210531/00997...
1269101 5/27 RCT-PO 2520 Mech 0.00 25.00 [TMP20210531/00997... ¢
1269100 si2r RCT-PO 1500 Mech 10,00 0.00 [TMP20210531/00997.. A
1265099 S RCT-PO 5330 Mech 000 10.00 [TMP20210531/00997...
1269098 s/24 RCT-PO 6710 Mech ADM 7.25 0.00 [TMP20210531/00997...
1269097 5/24 RCT-PO 2520 Mach 0.00 7.25 [TMP20210531/00997...
1265096 5/24 DR 1500 {Inventory) $25 DR 1500 (Inventory) $10 DR 5000 (Purchase Price Variance) $7.25 1-60f6
s |SEESEE || sometsease || EEEETIIEIE
R » p CR 2200 (PO Receipls) 525 QtyRec'd xOH CR 2200 (PO Receipts) $7.25
M QAD 13

Purchasing—Transactions Detail

You can review the transactions by using Inventory Transactions. The resulting account debits and credits are
shown for each transaction.

In this example, upon purchase order receipt (RCT-PO), the system:

* Receives the item into inventory at standard cost less overhead Qty rec’d x (standard GL cost - overhead)
100 x (0.35 - 0.10) = $25

* Applies the overhead amount Qty rec’d x Overhead 100 x 0.10 = $10
* Calculates the Purchase Price Variance (PPV)

[PO Cost - (GL Cost - Overhead)] x PO Qty Received + tax

[0.30 - (0.35 - 0.10)] x 100 + 2.25 = $7.25

Negative result = favorable variance; Positive result = unfavorable variance
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PO Returns

Purchase Orders » Return Order

Return Order Default View =  More =

P1010012 1051002 Bridgeville Industries

~ Main

RTV Number Effective Date | 5/31/2021 @
Return Full Quantity Ship-From | 10-100 Q| QMI - USA Division

Ship To | 1051002 Q| Bridgeville Industries

~ Return Items

+ New & Delete More = Return All Multi Entry

Item Item Description Qty to Return UM To Return Packing Qty Multi Entry Location

iQ 09011 Cushion 10| EA 020

PO Returns

Returns to suppliers are processed in Purchase Orders action Return Order. The purchase order does not have
to be open but must exist in the database for a return to be processed. The return transaction reverses the
inventory and GL effects of the receipt, if any, and can optionally reopen the PO or PO line.
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PO Returns - Transactions Detail

Purchasing =  Requisitons w  Suppliers »  Purchasing Attributes

More ~ &

1 QAD Purchasing Manager»  [|&* »

Transactions by Date ~

Inventory Transactions

Receipts +

10-100 Ultrasound Mfg Site

Shipping w  More » Q & 10usa 10usaco v

IS5-PRV P1010004

a-

E - 08002 Inflator E
Effective Date tem _
Main  Inventory  GL Cost E-Signature WP Lot Trace -] -,
~ Accounts DR 1500 (Inventory) $-100 DR 6710(Purchase Price Variance) $-7.5 o
9/13/2021 08002 1005 (10} x-1 = $100 ([10- (10-0)] x 10+7.5) x-1 = $7.5 %
8 . R B - - - q o+ .
9/13/2021 08002 - Gty Rec'd x (GL Cost - OH) x -1 {[PO Unit Cost- [GL Unit Cost - OH)] x PO Qty Rec’d + Tax] x-1
CR 2520 (PO Receipls) 5-100 CR 25200 (POReceipls) 5-7.5 &
EliE) DR GL Transaction Type Account Sub-Account Cost Center Project BC Debit BC Credit GL Reference
?
I1S5-PRV TMP20210913/00998...
o
IS5-PRV 2520 Mech 0.00 -100.00 TMP20210913/00998... A
155-PRV 6710 Mech ADM -7.50 0.00 TMP20210913/00996...
I155-PRV 2520 Mech 0.00 -1.50 TMP20210913/00998...
50 | Records per page 1-4oid
~ E-Signature
Nate Fatannn:
-~
e

M oAD

PO Returns—Transactions Detail

The calculations and GL entries for PO returns are listed below.
* REC-PO (for PO Return to Vendor)

— DR Inventory with a negative

— CR PO Receipts with a positive

— DR Inventory with a negative

— CR Overhead Applied with a negative

— DR PPV with a negative

— CR PO Receipts with a positive

QAD
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Subcontract POs

1 QAD  cost Accounting Manager v

[#* ~ Inventory »  Production ~  ProductCosting =  Requisitions =  Cost Analysis ~  More w Q & 10usa tousaco v Q - a -

Purchase Orders Default View = 4 New [ Delete  Actions ~ More ~

E - P1010016 1051002 Bridgeville Industries 860 USD
Order Number *1 Site ) - e
m Receiving  Biling +  Totals v  Notes 2 -
~ Order Lines %o
+ hew # Edit W Delete &' Details More «
&
Item Number Item Description Quantity Ordered uMm Unit Price Discount % Ext Net Cost Supplier It
09001A Airbag 100 EA 8.00 0.00% 80.00
o
¥ Subcontract a
Receive Type | Subcontract
v Receiving Production Order | 1015 Q
Ship-To | 10-100 Q Deliver To 1D | 2474962 Q
QMI -USA Division Terms of Trade Foint Operation wa
Ship Via | PER INSTRUCTIONS @ Subcontract Type Q
~ Auto Update Horizon 0| Days
54

Subcontract POs

Subcontract POs reference a valid item number, but rather than receiving the item into inventory, they receive
it into manufacturing as a cost of production. If no production order number is specified, the process stops
here. The entire PO cost is reported as a cost of production and accrued. However, if the PO references a valid
production order and operation, additional transactions are generated to issue the cost to WIP and to calculate
variances, if any.

Tip: For advanced repetitive type of production order, enter the cumulative production order number and 1D
in the order line.
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Subcontract (PO Receipt) - Transactions Detail

F1QAD CostAccountingManagerv |8 +  Inventory v Production v  Product Costing »  Requisitons »  Cost Analysis v More Q & 10usa 10usaco v
Inventory Transactions Default View +  More ~ €
E - 09001A Airbag 10-100 Ultrasound Mfg Site RCT-PO P1010016 : E
Transaction =1 Date - ) ) b
Main  Inventory  GLCost  Accounts  E-Signature  WIP Lot Trace 3 -
1269122 6/1
~ Accounts RCT- PO RCT- PO %o
DR 5770 (Cost of Production) DR 5450 (Subcontract Rate Variance) $6
1269120 6/1 More = $80 CR 2520 (PO Receipts) 36 &
! CR 2520 (PO Receipts)
(B2 i) L GL Transaction Type |Aceount $BDAccount Cpst Center Project BC Debit BC Credit GL Reference
1268114 6/1 L]
RCT-PO 5770 Mech 80.00 0.00 |TMP20210601/00998...
1269113 6/ ¢
S RCT-PO 2520 Mech 000 8000 | TMP20210601/0093... a
1
1esmz o RCT-PO 5450 Mech 6.00 0.00 |TMP20210601/00998...
fzesint & RCT-PO 2520 Mech 0.00 6.00 | TMP20210601/00998...
1269110 531
1-dofd
1269109 531
~ E-Signature
1269108 5/31
Nata Catannn
> » =

Subcontract (PO Receipt)—Transactions Detail
The PO Receipts transaction uses the PO unit cost as the GL amount.

* A subcontract rate variance accounts for any difference between the PO unit cost and the standard unit cost
for this operation as recorded on the Production orders routing (see page after).

* A subcontract usage variance accounts for any non-recoverable tax accrual at receipt.
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Subcontract (Component Issue) - Transactions Detail

F1QAD CostAccountingManagerv  |%% +  Inventory v  Production v  Product Costing =  Requisitions »  Cost Analysis v More w Q & 10ousatousaco v
Inventory Transactions Default View ~  More ~ €
E - 08002 Inflator 10-100 Ultrasound Mfg Site ISS-WO 1015 - E
Transaction =1 Date ) o
_ Main  Inventory  GLCost  Accounts  E-Signature  WIP Lot Trace 2 -
1269122 [
~ 0
1269121 6/1 Accounts Y
1269120 &1 More
&
ezl Ld GL Transaction Type Account Sub-Account Cost Center Project BC Debit BC Credit GL Reference
1269114 61 ’
155-WO 1550 Mach 100.00 0.00 | TMP20210601/00998...
1269113 &1 <
S 155-W0 1500 Mech 0.00 100.00 | TMP20210601/00998... 7
1269112 /1
1-20f2
1269111 &1
~ E-Signature Component Issue
1269110 5/31 DR 1550 (Work In Process)
Date s100 Category
1269109 531
Time CR 1500 (Inventory) Reason
f2s0s 5731 User Remarks
> » &

M QAD

Any components issued from the subcontract operation.
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Subcontract - Issue to WIP

=  Operation AccountingTrans
Operation Accounting Transactions
QAD 10USA USD

Site : 10-100 Entity : 10USACO
Transaction  Eff Date Type Item Number Production Order

Op
Trans Date [+] Une

GL Rafersnce Reterence ID ‘Account
249314 6/1/2021 SUBCNT  09001A 1015 20

6172021 2474962 001
SUB-2000 TMP20210601/00998003 WO21060100TNSQ | 1550
SUB-2000 TMP20210601/00998003 WO21060100TNSQ | 5770

Backflush
DR 1550 (Work In Process)

CR 5770 (Cost of Production)
$80

Subcontract Transactions: Issue to WIP

The final transactions are actually production order transactions. As such, they create GL transactions of type
WO with a description of SUB [op number] where [op number] is the production order operation.
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Variance

Purchase-Related Variance

When Calculated Cause

Purchase Price

Formula

View in Report

M QAD

PO Receipts Difference between an item’s PO
cost and its GL cost excluding GL
this-level overhead

[PO Unit Cost - (GL Unit Cost - OH)] x PO Qly Received
Negalive result = favorable variance;
Positive result = unfavorable variance

Purchase Receipt Report

20

Purchase Price Variance

Upon PO receipt, a variance is calculated that is later reflected in AP reporting. Purchase price variance (PPV)
is calculated when the item’s PO unit cost does not match its standard cost (GL unit cost).

The formula for PPV is:

[PO Unit Cost - (GL Unit Cost - Overhead)] * PO Quantity Received

Negative result = favorable variance; positive result = unfavorable variance

GL Effects

At PO Receipt, the system debits Inventory for the item’s standard GL cost minus overhead and credits PO
Receipts for the item’s PO cost. Because the two costs are different, QAD Enterprise Applications creates a
balancing entry for the PPV account.

QaAD
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Purchasing - Gl Effect

PO Receipt (Inventory ltem) GL Trans Type
DR Inventory IC
CR PO Receipts
DR Inventory IC
CR Applied Overhead
*DR PPV (Material category only) IC

CR PO Receipts

*Positive Amount = Unfavorable Variance;
Negative Amount = Faverable Variance

M aaAaD 21

Purchasing—GL Effect

* The default general ledger entry:
— Debits Inventory

— Credits Applied Overhead

— Debits Purchase Price Variance
— Credits PO Receipts Accrual

Because this is the purchase of an inventory item, these accounts are accessed based on the product line of the
purchased item—the Purchases account on the PO is not used.

» When the supplier invoice is created for the PO, QAD system calculates Accounts Payable rate and usage
variances (and price variances due to exchange rate fluctuation). This is discussed in the next section.

m
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AP Transactions

Supplier Invoice 0000002434 > GL Postings

GL Postings Default View =

1051002 Bridgeville Industries 3600 USD 202106020001 6/2/2021 RM-OK2PAY

* Main CR Accounts Payable DR PO Receipts DR AP Rate Variance CR AP Usage Variance

Inw Qty x Inv Cost Qty Rec'd x PO Unit (Inw Unit Cost - PO Unit Cost) x Inv (Inv Qty - Gty Rec'd) x PO Unit Cost
More = 90 x 0.40 = 36.00 Cost Gy (90- 100) x0.30 =- $3

100 x 0.30 = $30 (0,40 - 0.30) x 90 = $9
Line Typ... GL Account GL Description Sub-Account Tost Center Froject Turrency TC Debit TC Credit

2000 Accounts Payable Gserv usop

2500 Unapproved invoices usoD

PO Receipts usD
AP Usage Variance

AP Rate Variance

ODDoDDOD A

Unapproved invoices

Accounts Payable

Supplier Invoice, which authorize payments, are normally used at the end of the purchasing cycle after goods
are received. The supplier invoice is entered into Accounts Payable and matched with the receiver
information. Variances are calculated and the receivers are flagged as closed. This process is commonly
known as a three-way match.

Example of AP Transactions
To show the AP process, we will continue with the example given on previous page.

Example The supplier charges you for 90 cartridges at $0.40 per cartridge instead of for the 100 received at
the PO unit cost of $0.30.

* In Supplier Invoices, you enter the invoice quantity of 90 and cost of $0.40

— Because the invoice quantity is less than the quantity actually received, this generates a favorable AP usage
variance (negative amount)

— Because the invoice cost is higher than that on the PO, this generates an unfavorable AP rate variance
(positive amount)

When the supplier voice is confirmed, the system:

» Clears out the purchase accrual account (amount accrued at time of receipt)
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Qty Received x PO Unit Cost
Example: 100 x 0.30 = $30

* Accounts for the difference between the PO unit cost and the price listed on the invoice (AP rate variance)
(Invoice Unit Cost - PO Unit Cost) x Invoice Qty
Example: (0.40 - 0.30) x 90 = $9

* Accounts for any difference between the quantity received and the quantity invoiced (AP usage variance)
(Invoice Qty - Qty Received) x PO Unit Cost
Example: (90 - 100) x 0.30 = - $3

* Reports entire invoice amount to the Accounts Payable account
Invoice Qty x Invoice Unit Cost
Example: 90 x 0.40 = $36

Note If you do not want to calculate AP rate or usage variances for non-inventory (memo) purchases, set Use
Expensed Item Var Accts to No in the Financial Control and any variances are simply expensed.

n
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AP-Related Variances

Variance When Calculated Cause

AP Rate Supplier Invoices Difference between an item’s PO cost
and its invoice cost.

* Can be caused by errors made
during FO entry orincorrect quotes
received from suppliers, for example.

Formula (Invoice Unit Cost - PO Unit Cost] x Invaoice Gluantity
AP Usage Supplier Invoices Difference between an item’'s PO
receipt quantity and its invoice
quantity.

Formula (Invoice Quantity- PO Receipt Quantity] x PO Unit Cost

Purchase supplier Invoices E_xc:hclnge ro‘re_ ﬂuc‘ru_c:lﬂons be‘rween_ ‘rhe
Gain/Loss time an order is received and wheniit is
invoiced. Goes into account defined in
Purchase Gain/Loss Acct.

View in Report Matching Variance report

M aaAaD 23

AP-Related Variances—Summary

AP Rate Variance

AP Rate Variance occurs if there is a discrepancy between an item’s PO cost and its invoice cost. AP Rate
Variances can be caused by a variety of things, the most common being errors made during PO entry or
incorrect quotes received from suppliers.

» AP Rate Variance is calculated at Supplier Invoices, as:

(Invoice Unit Cost - PO Unit Cost) x Invoice Quantity

AP Usage Variance

AP Usage Variance occurs if there is a discrepancy between an item’s PO receipt quantity and its invoice
quantity. This can be caused if you close a receiver with a quantity still open or with an invoice quantity
greater than the PO receipt quantity.

» AP Usage Variance is calculated at Supplier Invoices, as:

(Invoice Quantity - PO Receipt Quantity) x PO Unit Cost

Purchase Gain/Loss

m
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The Purchase Gain/Loss account is used to track variances resulting from exchange rate fluctuations between
the effective dates of the PO receipt and the vouchering of the supplier invoice. It is calculated when the
invoice is vouchered, the account number defaults from Currencies. Purchase cost variances due to exchange
rate fluctuations are usually kept separate from purchase price variances. Because they cannot be controlled
by the supplier, they should not influence performance evaluation.

Managing Variances

Variances can arise because the supplier quote is incorrect. You can review and change these quotes in
Supplier Item Maintenance, 1.19.

» When an unfavorable variance is calculated during vouchering, MFG/PRO automatically assumes that you
will be disputing the amount with the supplier and records the variance as a hold amount

Reports

The Matching Variances report is used to view all the AP variance.
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AP - Gl Effect

Accounts Payable GL Trans Type

DR PO Receipts AP
(or Expensed ltem Receipts)

**DR AP Rate Variance AP
(or *Expensed Item Rate Variance)

«=DR AP Usage Variance AP
(or *Expensed ltem Usage Variance)
CR Accounts Payable AP

++ DR Purchase Gain/Loss AP

CR PO Receipts

*1f you don'twant to calculate AP rate and usage variance amounts for non-inventory (memao)
purchases, set Use Expensed Item Var Acctsto No in the Financial Control (Supplier Invoices),
and any variances are simply expensed.

**Positive amount = unfavorable variance; Negative amount = favorable variance

M aaAaD 24

AP—GL Effect

» The default general ledger entry when vouchering against a purchase order (excluding the GL effects of
direct taxes):

— Debits the PO Receipts account from the product line for inventory items and Base Control

— Debits the AP Usage Variance account and the AP Rate Variance account from the product line for
inventory items and System/Account Control File. Negative amounts indicate a favorable variance; positive
amounts indicate an unfavorable variance.

— Credits the Accounts Payable account from the Suppliers

m
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Material Variances

Three sources of material variances:
* Purchase Price Variance (PPV)
PUTCI‘ICISII'Ig * Purchase Gain/Loss
(due to change in exchange rates)

AP Supplier * AP Rate Variance
Invoicing + AP Usage Variance

" * Material Rate Variance (price/cost)
MCII'IUfCICfUI'II'Ig * Material Usage Variance (quantity)

M QAD 25

Material Variances—Summary

At this point, we have examined two of the three sources of material variance—Purchasing and Accounts
Payable.

« In Purchasing, material variances are identified as purchase variances—Purchase Price Variance and
Purchase Gain/Loss due to exchange rate fluctuations. Both of these indicate that the cost of the material
purchased did not match the established standards.

* In Accounts Payable, material variances are identified as AP variances—AP Rate and AP Usage Variance.
The AP Rate Variance indicates that the cost on the supplier’s invoice did not match the price on the PO; the
AP Usage Variance indicates that the quantity on the supplier’s invoice did not match the quantity received.

Another source of material variance is manufacturing. In manufacturing, material variances occur when the
cost or quantity of material issued to a manufacturing order does not match what was called for on that order.
These are identified as material rate and usage variances.

Next, we will review how costs and variances are reported in the manufacturing modules.
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Review
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Review

« Purchasing/AP Life Cycle

* Purchase Order Enftry

« Purchase Order Line Types

« Automatically Updating Current Costs
» Purchase Price Variance

« Purchase Transaction

* Purchase-Related Variance

« AP Transactions

- AP-Related Variances

M QAD 26
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Mastery Question — Multiple Choice

Purchase Costing

Mastery Question — Multiple Choice

1. When you receive a purchase order item into stock, which of
following will be the debit account?

A. Purchase

B. PO Receipts

C. Cost of Production
D. Inventory

M QAD 14
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Mastery Question - All That Apply

2. Which of following situation cause the Purchase Price
Variance (PPV)?

A. PO cost difference from the item’s GL cost
B. PO price difference from the item’s price list

C. Exchange rate difference between Purchase Order and PO
receipfts

D. Non-recoverable tax accrual at receipt

MQAD 15
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Mastery Question — All That Apply

Purchase Costing

Mastery Question - All That Apply

3. If you create a subcontfract purchase order for a AR type
production order, which of following you need to specify?

A. Cumulative Order number
B. Production Order number
C. Production Order quantity
D. Operation

M QAD
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Exercise: Purchase Costing
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Purchase Costing

In this exercise, you will create a purchase order, receive the purchase order, and return the purchase order.
You will also create a supplier invoice and do the receiver matching. You will review all the costing results

for these transactions.

1. Use Tax Rates to unselect the Accrue Tax at Receipt for the tax rate code 15 (Tax Type is US-ST).

2. Use Approval Configuration to disable the Generic Approval function for purchase orders if any.

3. Use Inventory Control to make sure the Current Cost is Last and Current Cost from Accounts Payable is

selected.

4. Use Item Site Costs to review the current costs for items 07001, 07002, 08003.

5. Use Purchase Orders to create a new purchase order with the following field values:

Supplier 1051002
Site 10-100
Order Line 1

Item Number 07001
Qty Ordered 100
Unit Price 30.00
Order Line 2

Item Number 07002
Qty Ordered 100
Unit Price 30.00
Order Line 3

Item Number 08003
Qty Ordered 100
Unit Price 20.00

6. Use the Receive Order action of Purchase Orders to receive 10 item 07001, 10 item 07002, and 10 item

08003.

7. Use Inventory Transactions to review the GL transaction details.

07001 Fabric

Main Inventory m Accounts E-Signature WIP Lot Trace ¢

10-100 Ultrasound Mfg Site

RCT-PO

P1010018

More +

GL Transaction Type

RCT-PO

RCT-PO

RCT-PO

RCT-PO

Account

1500

2520

6710

2520

Sub-Account Cost Center Project
Mech

Mech

Mech ADM

Mech

BC Debit

200.00

0.00

100.00

0.00

BC Credit

0.00

200.00

0.00

100.00

GL Reference

TMP20210725/00998...

TMP20210725/00998...

TMP20210725/00998...

TMP20210725/00996...

Questions? Visit community.qad.com
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07002 Nylon Rope 10-100 Ultrasound Mfg Site RCT-PO P1010018
Main Inventory GL Cost Accounts E-Signature WIP Lot Trace °
More ~
GL Transaction Type Account Sub-Account Cost Center Project BC Debit BC Credit GL Reference
RCT-PO 1500 Mech 200.00 0.00 TMP20210725/00936...
RCT-PO 2520 Mech 0.00 200.00 TMP20210725/00998...
RCT-PO 6710 Mech ADM 100.00 0.00 TMP20210725/00998...
RCT-PO 2520 Mech 0.00 100.00 TMP20210725/00998...
08003 Control Unit 10-100 Ultrasound Mfg Site RCT-PO P1010018
Main Inventory GL Cost Accounts E-Signature WIP Lot Trace ¢
More =
GL Transaction Type Account Sub-Account Cost Center Project BC Debit BC Credit GL Reference
RCT-PO 1500 Mech 100.00 000 TMP20210725/00998...
RCT-PO 2520 Mech 0.00 100.00 TMP20210725/00998...
RCT-PO 6710 Mech ADM 100.00 000 TMP20210725/00998...
RCT-PO 2520 Mech 0.00 100.00 TMP20210725/00998...

8. Use Item Site Costs to review the current costs for items 07001, 07002, 08003.
9. Use Return Order action of Purchase Orders to return 1 item 08003.

10. Use Inventory Transactions to review the GL transaction details.

08003 Control Unit 10-100 Ultrasound Mfg Site ISS-PRV P1010018
Main Inventory m Accounts E-Signature WIP Lot Trace ¢
More =
GL Transaction Type Account Sub-Account Cost Center Project BC Debit BC Credit GL Reference
RCT-PO 1500 Mech -10.00 0.00 TMP20210726/00998...
RCT-PO 2520 Mech 0.00 -10.00 TMP20210726/00998...
RCT-PO 6710 Mech ADM -10.00 0.00 TMP20210726/00998...
RCT-PO 2520 Mech 0.00 -10.00 TMP20210726/00998...

11. Use Supplier Invoices to create a new supplier invoice for the purchase order created in the step 5.

12. Do the receiver matching for all the receivers including the purchase order return. Enter the Matched Unit

Price 40.00 for the receiver of item 07001.

13. Use Item Site Costs to review the current cost for items 07001; it now should be 40.00.

QaAD
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CHAPTER 6

Production Costing
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Production Costing
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Overview

Production Costing

Overview

Production Orders Process Flow
Production Orders

Components Issues

WIP Material Cost Revaluation

Floor Stock

Inter-site Transfers/Multi-site Component Issues
Labor/Burden Reporting

Subconftract

Production Order Receipts

Scrap

Post Production Order Usage Variances
Production Order Accounting Close
Production Order Cost Report

QAD
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Production Orders Process

Production Costing

Production Orders Process

Production Production gr gsruégzg ; Production
Order Create Order Allocate Print Picklist Pick

Bulk Item Picklist
Print

Production Production Production
Picklist Transfer Order Release Activity Report
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Manufacturing Types

Production Costing

Manufacturing Types

* Production orders manufacturing type
- Work Order
- Repetitive
- Different production costing approach for manufacturing
types
- Work Order: GL account codes
- Repetitive: Cumulative orders

QAaD
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Production Orders — Manufacturing Type: Repetitive
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Production Orders - Manufacturing Type: Repetitive

F1QAD CostAccountingManager¥  |A® »  Inventory v  Production v  Product Costing »  Requisitions w  Cost Analysis v More v Q & wousatousacor @~

Production Orders Default View » 4 New  [f Delete Actions = More + €

E 1018 2474965 09001 Airbag 6/3/2021
Schedule Indicat... Produ
m Bill of Materials  Routing  Notes - -,
Production Order 1018 Site |10-100 Ultrasound Mg Site o
1D | 2474965 OrderType|s = | Scheduled
| Item | 09001 I Manufacturing Type |Repetitive ‘9
Description 1 | Airbag Remarks
Descri iption 2 9
v Scheduling Aﬂ
Production Line | pl09001 Q| Production Line 09001 | Quantity to Start 10.0| EA |
Order Date 532001 B If an clterate BOM Quantity to Complete 100
‘__ orrouting is Defaults from
Release Date 6/3/2021 &8 specmed thatis | Estimated Yield Percent 100.00% Routings
e D - - different than the - oot =
ue Date 6/3/2021 & BOM or routing used stimated Qty To Serap I
Need Date 6/3/2021 & to calculate GL Routing q
costs, then a
= can result
k4 » L

The system determines the default value for the Order Type by the purchase/manufacture code defined for the
item. Order type can be either blank for a work order or ‘S’ for a repetitive scheduled order. It also can be
other code like Final Assembly (F), Rework ®, Expense (E), etc..

The default value is S when the Pur/Mfg code for the item or item-site is L.

Order Type is highly coupled with Manufacturing Type. Manufacturing Type values are work order (WO) and
repetitive (Rep).

The Order Type field together with the Manufacturing Type field determine how an order is processed.
Production orders typically have type values of either blank or S. Maintain a work order by leaving the value
for type blank. In this case, the manufacturing type is set to Work Order. For repetitive orders, the value type
should be set to S. In this case, the manufacturing type is set to Rep.

Status. The production order status can be Planned, Firmed, Exploded, Allocated, Closed, or Released. The
Repetitive Activity Threshold in the Production Control specify the earliest status that must be applied to
repetitive production orders before any production activity can be processed for material issues, receipts, and
labor in the production order and shop floor modules.

Yield. Yield is the item default yield and can be changed manually. If changed, there is no automatic change
to rolled up component requirements or cost. For manually entered production orders, MRP will use the
revised yield percentage to compute a “scrap requirement” and critique the material plan accordingly. Planned
orders generated by MRP have their order quantities inflated to allow for the yield percentage.

Note Changing this yield will result in Method Variance.

BOM and Routing. These will default from the Items, and generally reflect the BOM and routing codes used
to cost the item. Approved alternates can be added if the status is Exploded, Allocated, or Released.
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Production Orders - Manufacturing Type: Repetitive

PF1QAD CostAccounting Manager~ | v  imventory +  Production v  Product Costing =  Requisitions =  CostAnalysis CostPlanning +  More Q & wusatusacor @ &~

Repetitive Cumulative Orders DefaultView » 4 New  [j Delste More =

E 1013 2474953 09001 Airbag 5/20/2021 6/19/2021 E
Site +1 Production Order ' o i
Main  Notes -] -
10-100 1006 ¥ Main ?
10-100 1015 Production Order | 1013 Routing |08001
ID | 2474953 BOM/Formula 09001 Airbag &,
10-200
Site |10-100 Ultrasound Mfg Site Created Date 5/24/2021 @
10-200 -
Item | 09001 Order Status |Released
o
10200 Description 1 Airbag Start Effective Date 5/20/2021 @@ A
10-200 1007 Description 2 End Effective Date 6/19/2021 B
10-202 Preduction Line | pl09001 Production Line 03001
10-202
v Notes
10-202
10-202 + hew t [ Details ~ More ~
-
&

Use Repetitive Cumulative Orders to manage repetitive cumulative orders, including order creation,
modification, and deletion.

The system keeps a running total for each combination of items, sites, production lines, product structures,
and routings using a cumulative order. The cumulative order tracks work-in-process (WIP) costs and
guantities for repetitive production. A cumulative order is created for a profile that defines the site, item
number, production line, routing code, BOM/formula code for the order, and start and end effective dates.

Cumulative orders account for the cost of repetitive production. The cost of production is determined by the
production order routing and production order bill for a cumulative order, together with the inventory
transactions posted against that cumulative order.

Cumulative orders can be created in the following ways:
» Automatically created by the system when you invoke a repetitive transaction
* Created one at a time when you click New in the Repetitive Cumulative Orders view

* Created in batches when you choose Actions > Bulk Create Orders in the Repetitive Cumulative Orders
view
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Production Costing
ducti d facturi : k Ord
Production Orders - Manufacturing Type: Work Order
F1QAD CostAccounting Managerv  |A® ~  Inwentory ~  Production v  ProductCosting +  Requisitions v Cost Analysis ~  More + Q & wusaiusacor @~
Production Orders Default View v 4 New [ Delete  Actions v More v @
E - 1019 2474966 09002 Airbag 02 6/7/2021 100 EA - E
Schedule Indicat... Produs R : o ce
Regulatory Attributes  Accounting  Bill of Materials ~ Routing  Notes o -,
Production Order 1019 Site |10-100 Ultrasound Mfg Site o
1D | 2474966 Order Type ~ | Discrete Q
| Item | 09002 Manufacturing Type | Work Order &
Description 1 | Airbag 02 Remarks
Description 2 ?
v Scheduling AV
Production Line Q | Quantity to Start 10.0| EA |
Order Date 6/7/2021 & Quantity to Complate 10.0
Release Date 6/7/2021 & | Estimated Yield Percent 100.00% |
Due Date 6/10/2021 B Estimated Qty To Scrap 0.0
Need Date 6/10/2021 & Routing Q
> » &

The default value of the Order Type is blank when the Pur/Mfg code for the item or item-site is M.
Manufacturing Type values are work order if the order type is blank.

QAD
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Production Orders - Manufacturing Type: Work Order

F1QAD CostAccountingManagerv  |M® v  inventory Production v  Product Costing =  Requisitions +  Cost Analysis = More v Q & wousatousacor @~

Production Orders Default View v 4 New [ Delete  Actions » More v @

E : 1019 2474966 09002 Airbag 02 6/7/2021 100 EA E
Schedule Indicat... Produ ) ) B
Main ~  Regulatory Attributes Bill of Materials  Routing  Notes Q -
Work in Process | 1550 Q Mech Q Q o
Inventory WIP Mechanical .
Material Usage Variance | 5040 Q Mech Q Q &
Material Usage Var Mechanical
Material Rate Variance 5050 Qa Mech Q Q ®
Material Rate Var Mechanical AV
Subcontract Usage Variance | 5440 a Mech [=} Q
Subcontract Usage Var Mechanical
Subcontract Rate Variance | 5450 Q Mech Q Q
Subcentract Rate Vari Mechanical
Mix Variance | 6830 Q Mech Qa Q
Mix Variance Mechanical
> » 2

The Accounting panel is available only for discrete production orders (Manufacturing Type is Work Order). It
displays the Project field as well as the following production order accounts:

» Work in Process

 Material Usage Variance

» Material Rate Variance

* Subcontract Usage Variance
» Subcontract Rate Variance

» Mix Variance

* Floor Stock

The Project field indicates an optional component of an account number defined in the GL setup functions.
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Product Structures

uet Structures & Formulas 09002 > Components

Components Default View v 4 Mew [ Delete  More ~

E 09002

Component 1

a0 Parent-Component Relatio...  Component Picking  Local Substitutions -]
]

08012 Inflator v Parent-Component Relationship

08013 Control Unit Type [item Serap %
Component | 08011 Lead Time Offset
Description 1 | Cushion Start Effective
Description 2 End Effective
Quantity Per 10/ EA Sequence Number
Structure Type - Remarks

Option Group Q Forecast % 100,00

Operation
Enter the number identifying the operation in the routing or process where this component is used.
For components, this field:

« Determines whether this component is backflushed in repetitive manufacturing. If you enter the operation
number here, this component is automatically issued (backflushed) when you report quantities for the parent
using the Report Operation Activity action in Production Operations Reporting. If Operation is blank or does
not match a defined operation, this component is not backflushed and you can issue it manually.

* Enables component yield cost calculations. Both Product Structure Cost Roll-Up and Routing Cost Roll-Up
use this field when calculating material costs. If the operation yield is less than 100% in Routings &
Processes, then material costs are increased to reflect yield loss. If Operation is left blank, the system assumes
components are issued at the first operation.

* Enables operation-based yield calculations. If the parent item is defined with Operation Based Yield set to
Yes in Items and Enable Operation Based Yield is Yes in the MRP panel of Planning Control, MRP derives
component yield percentages from the operations on the parent’s routing. The same method is used when bills
of material are exploded in production orders and configured products.

* Determines whether this component prints on picklists printed. If Operation is entered here, the component
can be picked.

When the same component is required more than once with different lead-time offsets, specify a different
operation for each occurrence. Otherwise, the component requirements for orders are summarized by
operation. When this happens, the requirement for the component is based on the shortest lead-time offset.
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Do not leave Operation blank if you are using yield costing or repetitive manufacturing. In repetitive
manufacturing, you do not need to report at this operation in order to backflush this component. Reporting at a

subsequent milestone operation backflushes this one.

When the same component is used at several operations use Reference to make each a unique record.
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Milestone Operations

Ops 10 - 30 Op 40
Non-Milestone Operations Milestone Operation
| I I |
I I | I
IOp1D Op 20 Op30| I Op40|
* If report labor at non-milestone * Labor & completed units for Ops
operation, the system issues a warning 10 through 30 reported at Op 40.
Labor, burden, and components
| backflushed at standard |

* Scrap, reject, rework quantities can be reported at both non-milestone and milestone operations in order to
track value of WIP

‘ The Milestone Operation flag is in Routings ‘

M aQAD 10

Set up the Milestone Operation field in Routings,

You can set up certain operations as milestone operations and labor reporting is done at these operations.
When a milestone operation is reported, that operation and all previous non-milestone operations are
backflushed as long as a valid operation number is entered in the Operation field in Product Structures &
Formulas; otherwise no backflushing of components will take place. Labor is automatically reported at
standard for those operations and any components associated with those operations are issued.

Certain rules govern milestone reporting:

* You can report setup, down time, reject, and scrap against milestone or non-milestone operations. In this
case, you create WIP balances at non-milestones. This allows for more accurate tracking of WIP costs and
guantities.

« Although the system lets you report labor against a non-milestone operation, a warning is issued.

« If you report scrap or rejects at non-milestones operations, it will backflush components associated with that
operation.

To report all operations at standard, set up a final “receiving” operation as the only milestone operation. The
last operation is always considered a milestone.
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F1QAD CostAccountingManagerv  |M v  inventory ~  Production v  Product Costing =  Requisitions +  CostAnalysis = More v Q & wusaiusaco>r @~

Production Control Default View »  More = &

Production Orders ¥  WiPLotTrace  Final Assembly = -,
@

Production Order Notes Reason Code Criticality | Waming ~
Routing Notes B Include Yield (3
Auto Add Item to Production Line &
Auto Add Alternate BOM Routing Next Picklist 10010
Component Issue Date Method | Order Release Date ~ Picklist Prefic RP g
Quantity Open Method | Quantity Processed ~ Co/By Quantity Complete Method |SUMMARIZE ~ Ap
Move First Operation [
~ Work Order
WO Activity Threshold |Firm Planned +
¥ Repetitive
Repetitive Activity Threshold | Firm Planned End Effective Default Method | Number of Days ~
Transfer WIP (9 End Effective Days 20
WIP Teansfer | 1600 Q Mech Q a
M QAD 1

Post Scrap to GL

Select this option to have the system post the value of the scrap quantity from a work-in-process operation
queue to the general ledger (GL).

The system determines the value of scrap at the operation based on the production order, the production order
routing, and bill. It calculates the cost of scrap by rolling up the material, run-time labor, burden, and
subcontract costs.

When the quantity is scrapped from the output queue or reject queue of an operation, the system determines
the value of scrap by including the costs for that operation. When the quantity is scrapped from the input
queue of an operation, the system determines the value of scrap as the value of the prior operation.

Work Order & Repetitive Activity Threshold

Specify the earliest status that must apply to production orders before any production activity can take place.
Valid values include the following:

* Allocated

* Exploded

* Firm Planned

* Released

The default is Released.

End Effective Default Method
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Indicate the method to use for effective dates in new cumulative orders. Valid values to enter are as follows:
» GL Period

The cumulative order start and end effective dates are set to the GL period begin-end dates for the period
corresponding to the effective date entered in the transaction.

« Calendar Month

The cumulative order start and end effective dates are set to the calendar month begin-end dates for the period
corresponding to the month of the date entered in the transaction.

* Number of Days

The cumulative order start and end effective dates are set for the number of days that cover the interval for the
transaction effective dates. When you select this method, specify a value in End Effective Days.

* Blank

The cumulative order start and end effective dates are not set.

End Effective Days

Set this field when you set the End Effective Default Method field to Number of Days.

Specify the number of days that the start and end days cover; for example, for the cumulative order to be
effective every 10 days, enter 10.
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Auto Labor Report Field

ngs & Processes 09002 > Operations

Routing Operations Default View ~ + New [ Delete  More

09002 10 wc09010  Work Center 09010

ain  Operation Time  Operation Options Costing  Alternate Work Center Run...  Notes o

Subcontract Lead Time 0 Days Total Non-Operation Time

Total Operation Time 11.00
~ Operation Options

Milestone Operation [ Setup Crew

Auto Labor 2 Run Crew

Move Next Operation (@ Overlap Units

WIP Item Yield Percent

Tooling

v Subcontract

The Auto Labor field is in Routings.

* For non-milestone operations, if set the Auto Labor field to Yes, the labor is automatically reported in the
Report Operation Activity transaction when the following milestone operation is processed..

* For milestone operations, if set Auto Labor to Yes, then the standard labor would be default in the Report
Operation Activity transaction, users could modify it. If set Auto Labor to no, then no default value in the
Report Operation Activity transaction, users need to enter the actual labor time..

Note Setup is never part of automatically reported costs in Production Operations Reporting. In Report
Operation Activity, if users select Standard Setup Time, then the system would default standard set up time
for repetitive orders, or for discrete orders which are processed first time. In Production Order Receipt, if
users select Standard Setup Time, then the system would automatically report set up time for discrete orders
which are processed first time.
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Auto Backflush

10 > Report Operation Activity

Report Operation Activity Default View =  More =

.o EA 09001 Airbag pl09001 2474980

Main =  Operation Activity = o

Employee 10-EMPO1 Q| Alex Erikson Work Center [wc09010 Q.

Effective Date 6/24/2021 Machine Q| Work Center 09010
Shift Department (0010 Q| Manufacturing
Operation mwa Unit of Measure [EA  Q
Close Operation Conversion 1.0000

Close Order

v Process & Complete

Quantity Processed Move Next Operation

Quantity Complete Auto Backflush

Total Quantity Processed

Auto Backflush
Select this field to make the system automatically handle component issue.

» When selected, the Issue Components subpanel is unavailable, and the system automatically calculates the
issue list after you click Submit.

Note: When Auto Backflush is selected and you click Submit, if there is any invalid inventory on the issue
list, the system displays an error message, asking you to manually check the inventory by clicking Calculate
Issue List in the Issue Components subpanel.

» When cleared, the system displays the Issue Components subpanel, allowing you to manually calculate the
issue list by clicking Calculate Issue List there. You can then click Modify Details to launch the Issue
Components details page for maintenance.

The default value of Auto Backflush is cleared. If you click Report Another after a successful reporting
transaction, the system defaults the Auto Backflush setting from the previous transaction.
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Component Issues

2474966, Operation 10 » Report Operation Activity

Report Operation Activity Default View

10 EA 09002 Airbag 02 2474966

Main =  Operation Activity = -

Stop Run | 00:00:00 Run Earning Code
Issue Method |Backflush +
+ new More ~ Modify Details | Calculate Issue Lis
Component Description 1 Description 2 Quantity Required Quantity Issue Issue Palicy Phantom
08011 Cushion . Backfish
08012 Inflator L 1 Backflsh

08013 Control Unit K Backfish

Use Report Operation Activity action to issue components manually or backflush the components by select
the Auto Backflush field.

When selected the Auto Backflush field to make the system automatically handle component issue, the Issue
Components subpanel is unavailable, and the system automatically calculates the issue list after you click
Submit.

Note: When Auto Backflush is selected and you click Submit, if there is any invalid inventory on the issue
list, the system displays an error message, asking you to manually check the inventory by clicking Calculate
Issue List in the Issue Components subpanel.

When cleared the Auto Backflush field, the system displays the Issue Components subpanel, allowing you to
manually calculate the issue list by clicking Calculate Issue List there. You can then click Modify Details to
launch the Issue Components details page for maintenance.

The default value of Auto Backflush is cleared. If you click Report Another after a successful reporting
transaction, the system defaults the Auto Backflush setting from the previous transaction.
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Component Issue - Transactions Detail

F1QAD Production Managerv | v  Production Performance ~  Planning & Scheduling ~  Production Preparation +  Mare Q & wusatusacor @ &~

Inventory Transactions DefaultView More » €

E 08011 Cushion 10-100 Ultrasound Mfg Site 1S5-WO E
Transaction =1 Date
Main  Inventory [EECNE Accounts  E-Signature  WIP Lok Trace o -
1269143 6/7/e
Location | 03010 Backflush location 0901( Quantity Change -1.0]
| o
2ok ST/ Lot/Serial End Balance 9990 %
Reference Begin Location Balance 100 &
1269140 6/7/ Inventory Status | Y-Y-Y Location Quantity Change -1.0
1269139 6777 Supplier Lot End Location Balance 9.0
Grade Quantity Required 10.0 5
1269138 6/7/¢ A
Assay Percentage 0.00%: Quantity Short 9.0
1269137 6/7/c
Expire Date Example
1269136 67/ " . .
Batch A quantity of 1 of an item witha GL
1269135 6/71z cost of $10 per unit iz issued
" v GLCost
1269134 &
L | Material 10,00 | Extended Material 10.00
1269133 B/T/e Labor 0.00 Extended Labor 0.00
> » =

Production Order Issue (ISS-WO) — Transactions Detail

When materials are issued by Report Operation Activity action, a general ledger transaction is created to
record the issue.

The most common situation is when materials are issued from the same site as the productioin order, creating
a GL transaction as follows.

» Component materials are issued from inventory at their total GL cost

— Credits Inventory account defined in Inventory Accounts, for the product line, issue site, and issue location
if a record exists; otherwise uses Product Lines

* This entire amount is now considered part of Work in Process
— Debits WIP account from the production order

« If the cost of the components issued does not match the frozen cost in the production order bill , a material
rate variance results. This compares the total GL cost of the item issued (it may be a substitute) to the frozen
cost. The difference is removed from WIP (credit WIP) and booked as a material rate variance (debit Material
Rate Variance).

— The frozen cost is created when the production order is Exploded, Allocated, or Released; a WIP Revalue
updates the frozen standard cost

— Floor Stock and Unplanned Issues will not create material rate variances
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Note The general ledger transaction created by a production order component issue is easily traced. Its type is
IC, indicating that it is generated by an inventory transaction and its description indicates that it was a
productioin order issue, ISS-WO, and identifies the production order number.
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Component Issue - Transactions Detail

F1QAD Production Managerv | v  Production Performance ~  Planning & Scheduling ~  Production Preparation +  Mare Q & 1ousatousacow

Inventory Transactions Default View »  More v €
E - 08011 Cushion 10-100 Ultrasound Mfg Site ISS-WO 1019
Transaction =1 Date . ' e o
. Main  Inventory  GLCost E-Signature  WIP Lot Trace -3 L)
1269143 8/7/z
1269142 are Accounts ‘°
7 More =
&
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| ?
1268139 & IS5-WO 1550 Mech 10.00 0.00 TMP20210607/00998...
A o
BT s I55-WO 1500 Mech 0.00 10.00 TMP20210607/00938... A
1269137 6/7/2
1/, 1-20f2
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v E-Signature 185 - WO
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1269134 & Qty Issued x GL Total Cost
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1269133 817/, eer CR 1500 (Inventory) $10 Remarks
> » =
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Production Order Bill of Material

F1QAD CostAccounting Manager¥  |A® +  Inventory ~  Production v  ProductCosting v  Requisitions v CostAnalysis ~  More v Q & wousatousacor @~

Production Orders Default View * 4 MNew [ Delete  Actions = More v &
E 1019 2474966 09002 Airbag 02 6/7/2021 E
Production Order ~ 1D+
Main ~  Regulatory Attributes  Accounting  Bill of Materials  Routing  Notes -] -,
1210006 25 ¥ Bill of Materials @
70004 234 + New [ Details  More Allocate
&
i &5 Component Description Operation um Qty Required Qty Open Qty Allocated Quy Per
?
70004 245 ?
08011 Cushion 10 EA 100 20 50
70004 245 ¢
08012 Infiator 10 A 100 90 90 A
70004 246
03013 Control Unit 10 EA 100 20 5.0
70004 26 1
70004 246
¥ Routing
70004 247
70004 247 + New & Details  More
> » 2

production order bills list components required for a production order. The standard bill for the item-site is
used initially, but can be changed manually. production order bills control component picking and issuing, and
provide standards against which variances are calculated.

production order explosion or release generates a bill automatically. These Bills can be modified using
Production Orders As the production order moves through manufacturing, the production order bill tracks the
status of each item number, indicating whether it is allocated, printed on a picklist, or issued. Quantity issued
is used to calculate production order cost.

Each item number is listed with the quantity required and the issue site. Quantity required is calculated by
multiplying the quantity per unit on the bill by the production order quantity, then adjusting for scrap
percentage. Site defaults to the production order site.

When using standard costing, material rate and usage variances are calculated based on the standards in
production order bill.

 Material Rate Variance is calculated when material is issued to the production order. It is the difference
between the standard item cost and the cost in the production order bill, each multiplied by the quantity
issued. Variances result from issuing items from another site where they have a different cost, issuing a
substitute, or from changing standard costs without running the WIP Material Cost Revaluation to reflect new
standards in existing bills.

Material Usage Variance is calculated by Production Order Accounting Close. The system determines Earned
Quantity, which is the expected component quantities from the production order bill to make the quantity
reported complete or scrapped. Earned quantity is compared to actual issues (at item standard cost). Any
difference is posted as a variance.

m
Questions? Visit community.qad.com


http://community.qad.com/

Production Costing 247

Material Rate Variance

Production Costing

Material Rate Variance

* Manufacturing-Related Variances

Variance When Calculated Cavuse
Material Rate Production Operation Difference between component
Reporting:Component Issue,  cosfsissued to the WO (actual) and
or Backflush component costs on the WO BOM
(std)
Formula (WO BOM Unit Cost at lssue - GL Unit Cost) x Actual Qty
Issued
M QAD 18

Material Rate Variance

Material Rate Variance is calculated as the difference between the GL cost of an item at the time it is issued to
a production order and the frozen cost of the item in the production order bill. This variance is calculated
when material is issued to a production order by Report Operation Activity..

This variance is calculated as:

(Actual Unit Cost at Issue - Std Unit Cost) x Actual Qty Issued

Questions? Visit community.qad.com m
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Issue Components - GL Effect

Component Issue from WO site GL Trans Type
DR WIP IC
CR Inventory
DR Material Rate Variance IC
CR WIP

Positive amounts = unfavorable variance;
Negative amounts = faveorable variance

M QAD
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WIP Material Cost Revaluation

e} . Page1/2
WIP Material Cost Revaluation 201
QAD 10USA USD 8:58:10 AM
Production Order 1006 Htem 08001 Quantity Recsived 120
D 2474934 Aubag
Old Material New Material Material Rate
em Quantity Issued Qty in WIP BOM Quantity i = \edoe Posiad _ _
08001 00 80 10 10.00 1200 16.00 After WIP Material Cost Revaluation
08002 10.0 -20 1.0 10.00 10.00 0.00
08003 10.0 -20 1.0 10.00 10.00
Orger Total [ _w600]

H E WIP Material Cost Revaluation M

Before WIP Material Cost Revaluation 0USA USD A A

Production Order 1006 tem 09001 Quantity Recaived 120
D 2474834 Airbag

Old Material New Material Material Rate

Hem ‘Quantity Issued Qty inWIP BOM Quantity | ot o Poswd

08001 200 80 10 12.00 12.00 0.00

08002 100 -20 10 1000 10.00 0.00

08003 10.0 -2.0 1.0 10.00 10.00

[ Order Total | o]
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WIP Material Cost Revaluation

When the standard cost has been changed after the BOM and routing have been attached to a production
order, WIP Material Cost Revaluation, is used to:

» Update the cost of unissued components on the production order bill
— No rate variance will be calculated
* Update the WIP value of issued components

— Rate variances will be calculated if the material has been issued prior to running the WIP Material Cost
Revaluation

Note This variance is not a purchase price variance. That variance, between the PO and GL cost, is posted to
the Purchase Price Variance account.

Once done, a WIP Material Cost Revaluation cannot be undone.
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WIP Material Cost Revaluation — Transactions Detail

F1QAD CostAccountingManagerv  |M® v  inventory Production v  Product Costing =  Requisitions +  Cost Analysis = More v Q & wousatousacor @~

Inventory Transactions Default View »  More v €
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0
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&
7
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v E-Signature WIP-ADJ
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WIP Material Cost Revaluation—Transactions Detail

WIP Material Cost Revaluation,, updates the production order bill with the currently effective standard GL
cost.

For material that has been issued prior to running the WIP Material Cost Revaluation:

* Any difference between the component issue unit cost and the standard cost is posted as a material rate
variance

WIP Material Cost Revaluation does not update product structures or labor and burden costs.
GL Effect

Debits the WIP account from the production order and credits the Material Rate Variance account found on
the production order parent’s Product Line record.
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Floor Stock — No Pick, No Issue

F1QAD CostAccountingManagerv  |A® v  Inventory Production v  Product Costing =  Requisitions ~  CostAnalysis = More v Q & wusaiusacor @~

Items <No Stored View> v 4 New [ Delete  Actions v More v
E - 07009 20 Fastener E
Item a1 Description : . .
Main ~  Site v  ItemAliases Intrastatitem  Production Scheduling m Service v -] -
v Picking 'Y
Allocation Policy DETAIL = | Detail Allocation Allocate Single Lot
Transfer Allocation Policy Drop ~ | Drop Allecation Key Item &’
Pick Policy |No Pick = | Do net Pick Picking Multiple 0 @
Issue Policy |No Issue = | Do Not Issue Picking Minimum 0
Production Picking Order | Default ~ | Default Picking Maximum 0 A
Ascending/Descending | Ascending
¥ Service
Model Q System Type Q
Service Group Q Usage Code Q
Service Category | 1000 Q| Inventory items Installed Base
<]

Floor Stock

Floor stock items are bulk issue items—nuts and bolts, for example—that are part of the product structure, but
that are usually inexpensive and easily replaced; there is not a need to keep track of them individually.

Floor Stock: Set-up
To use an item as floor stock, change the Issue Policy to No Issue and Pick Policy to No Pick in Items.

Notes: The floor stock items will be not included in picklist as its pick policy is No Pick. But it would be
printed on Production Order Sheet without picklist assigned.
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Floor Stock - Issues Unplanned

Inventory Detail > Issue Unplanned

Issue Unplanned <Mo Stored View> *  More

+ New W Delete More « Multi Entry

Item Description 1 Description 2 Quantity um Conversion Site Location Debit Account =2 Dr Sub-Acct=! Dr Cost Ctr

07009 Q  Fastener 1000 EA 100000 10-100 Q 020 1600 Q' Mech

50 w | Records per page

To issue the floor stock components out of inventory to production orders, use Issues—Unplanned action in
Inventory Detail. The default debit account is automatically set to the Floor Stock account of the component
item’s product line. (Note that this might not be the same as the parent item’s Floor Stock account. For this
reason, the Floor Stock Account should be the same for all product line records. Upon Production Order
Accounting Close, the cost of any floor stock items is debited to WIP and credited to the Floor Stock account
specified on the order.
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Floor Stock - Transactions Detail

F1QAD CostAccounting Managerv |8 +  lnwventory Production ~  Product Costing =  Requisitions =  CostAnalysis +  More + Q @ wousausaor @~
Inventory Transactions Transactions by Date *  More +
07009 Fastener 10-100 Ultrasound Mfg Site ISS-UNP E
Effective Date Htam )
Main  Inventory  GLCost E-Signature  WIP Lot Trace ] -,
v Accounts S
?
More ~
&
GL Transaction Type Account Sub-Account Cost Center Project BC Debit BC Credit GL Reference
?
ISS-UNP 1600 Mech 1.000.00 000 TMP20210913/00998...
o
ISS-UNP 1500 Mech 0.00 1.000.00 TMP20210913/00998... A
50 = | Records per page 1-20f2
v E-Signature
Date Category
Time Reason
User Remarks
o
54

Floor Stock—Transactions Detail

Effects on the GL

Because the cost of bulk issue items is included in the rolled-up GL cost of the finished item, it is necessary to
adjust WIP for the cost of these items. Otherwise this cost would get written off incorrectly to variance.

* Floor stock is calculated as the standard cost per unit multiplied by the quantity required. This quantity is
posted at standard cost to WIP (debit) and Floor Stock (credit).

— If there is more floor stock issued than the standard calls for, the additional value becomes a method
variance

Note These items have been issued and should not be cycle counted back into stock.

Tip If quantity tracking is desired as well as cost tracking, rather than issuing the items by Issues—Unplanned,
transfer them to a “floor” location. Periodically cycle count this location and debit the appropriate Floor Stock
account at that time (rather than Inventory Discrepancy).

Note One issue that may not be apparent regarding Floor Stock is that floor stock accounts used by the
Production Order Accounting Close are associated to the productioin order, which is determined by the
product line of the parent item. If the floor stock component is associated to a different product line, then, if
the floor stock accounts vary by product line, you might be crediting a different floor stock account than was
debited by the issue transaction.
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Intersite Transfers

Entity 1000
ITEM X L
SITE A SITE B Receivingsite absorbs

COST # COosT difference, if any

ITEMX ITEMX

$10 Transfer $15
Variance Intercompany Acct

Transfers betweensites in

. different enfities are tracked
Transfer Clearing Acct using the Cross-Company

. . Inventory Controlaccount
* Withinsame entity defined for the Domain and

* Acctset up inInventory Conftrol the Intercompany codes of
¢ Differencesin cost reported the appropriate entities.
to Transfer Variance Acct;
set up in Sites Eniiiy 2000
M QAD 25

Intersite Transfers and Multi-Site Component Issues Variances

The same item used at different sites may have a different GL cost per site. When inventory is moved between
sites, the movement is accounted for either through the Transfer Clearing account (for transfers within the
same entity) or through the Intercompany account (for transfers between different entities). Differences in
costs at sites in the same entity are posted to the Transfer Variance account for the site; differences in costs at
sites in different entities are posted to the Material Rate Variance account.

Note On a production order component issue, rather than report differences in cost between two sites to the
Transfer Variance account, differences are reported to the production order, crediting the Material Rate
Variance account.
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Inter Site Transfer - Transactions Detail (Issving Site)

F1QAD CostAccountingManagerv  |M® v  inventory Production v  Product Costing =  Requisitions +  Cost Analysis = More v Q & wousatousacor @~

Inventory Transactions Default View »  More v €

E 08002 Inflator 10-200 |Auto Industrial Mfg 1S5-TR E
Transaction =1 Date ' o
Main  Inventory  GLCost  Accounts  E-Signature  WIP Lok Trace
-] -,
1269155 6/8
Material 12,00 Extended Material 1,200.00 .
1269153 68 Burden 0.00) Extended Burden 0.00 &
12691 Overhead 0.00 Extended Overhead 0.00
1269152 68 erhea Fnded Buernes Qty Change =- 100 (issuing)
1269151 68 Subcontract 0.00 Extended Subcontract 0.00 4
Unit Cost 12,00, Extended Cost 1.200.00 o
1269150 68 I1s5- TR A
1269149 ge ¥ Accounts DR 1670 (Transfer Clearing) 1200.00
(1.00x12)
1269148 6/8 More = CR 1500 (Inventory) 1200.00
1269147
9 &8 GL Transaction Type Account Sub-Account Cost Center Project BC Debit BC Credit GL Reference
1269146 6,
= I155-TR 1670 Mech 1.200.00 0.00 | TMP20210606/00995...
1269145 6/8
ISS-TR 1500 Mech 0.00 1,200.00 | TMP20210608/00998...
> » =

Example Transfer 1,00 Inflator item 08002 from site 10-200, where the GL standard cost of the item is 12.00,
to site 10-100 where the item has a GL standard cost of 10.00.

Note Location transfers within a site have no GL effect as there can be only one GL cost at a site. The
Inventory Transactions shows the accounts affected by the inventory transfer.

There is only one GL transaction at the Issuing site.

» The components are issued from Inventory (credit Inventory 1200) at the standard GL cost of the 12.00, and
rather than putting them directly into inventory at the receiving site, the system debits then 1200.00, to the
transfer clearing account (1670).
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Inter Site Transfer - Transactions Detail (Receiving Site)

FIQAD Cost Accounting Manager¥  |A% »  Inventory v  Production v  Product Costing w  Requisitions w  Cost Analysis v More w Q & wsaiusaor @~

Inventory Transactions Default View ~  More ~ €

E 08002 Inflator 10-100 |Ultrasound Mfg Site RCT-TR E
Transaction 1 Date ) )
m Main  Inventory  GLCost  Accounts  E-Signature  WIP Lot Trace -3 -
Overhead 0.00 Extended Overhead 0.00 5
1269154 6/8 @
Subcontract 0.00 Extended Subcontract 0.00 —
. Gty Change =100 (Receiving) |
1269153 9 Unit Cost 10,00 Extended Cost 1,000.00 &
1269152 6/
"2+ Accounts RCT-TR
1269151 6/8 DR 1500 (Inventory} 1,000.00 ®
More ¥ 1,000 x 1.00 s
1269150 68 CR 6820 [TRV) A
\aperae . 6L Transaction Type Account Sub-Account Cost Center Project it GLR
CST-TR
be CST-TR 8820 MECH 1.200.00 0.00 | TMP20210608/00998...
DR 4820 (TRV) 1200.00
[1.00x12) CST-TR 1670 Mech 0.00 1.200.00 | TMP20210608/00938...
CR 1670 [Transfer RCT-TR 1500 Mech 1,000.00 0.00 | TMP20210608/00998...
Clearing)
- M e RCT-TR 6820 MECH 0.00 1.000.00 | TMPZ0210608/00938...
> » e

Next, the items are transferred to the books at the receiving site. Because inventory transactions generate
“matched pairs” of transactions, the following two transactions will be generated even if costs at the
respective sites are identical.

* The intersite transfer is recorded (credit transfer clearing, 1670, 1200.00). Because we do not know yet if the
costs are the same, the entire standard GL cost at the sending site is booked to Transfer Variance Account
(debit Transfer variance 6820, 1200.00).

» The same items are put into inventory at the receiving site at the standard GL cost at that site. (debit
inventory, 1500, 1,000.00) The offsetting entry is to Transfer Variance (credit 6820, 1,000). When the GL
standard costs are different, the difference ends up in this account.

* In this example, the total value of inventory is revalued downwards, thus generating a debit (unfavorable)
variance

This transaction points out the disadvantage of moving inventory from a high cost site to a low cost site. Any
variance accrues to the receiving site.
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Inter Site Production Order Issue

uction Order 2474966, Operation 10 > Report Operation Activity > Issue Components

Issue Components Default View =  More =

09002 Airbag 02 08011 Cushion Backflsh 10-100 2474966

v Main
Total Quantity Required 1.0 Issue Method |Allocated

Total Quantity Issue 10

+ New 1 Delete More = Calculate Issue List

Component/Substitute Item Site Location Lot/Serial Reference Quantity Available Quantity Issue Expire Date

08011 10-200 Q 020 999.0

In Production Operations Reporting, use Report Operation Activity action to do the production order
components issues.

It is possible to issue items to a production order from a non standard site. In the graphic the production order
is issuing 1 item 08011. The production order is released at site 10-100 and all components are expected to be
issued from site 10-100. However a shortage is discovered and inquiry reveals the required items at site 10-
200, which site agrees to supply the item. The site 10-100 cost of the 08011 is 10.00 and the cost at site 10-
200 is 12.00. In this case the system atomically generates several inventory transactions.

m
Questions? Visit community.qad.com


http://community.qad.com/

258  QAD Web Ul Quick Start Training Guide

Inter Site Production Order Issue — Transaction Detail

Production Costing

Inter Site Production Order Issue — Transaction Detail

GL Transaction Type Account Sub-Account it Cost Center Project BC Debit BC Credit GL Reference

IS5-TR 1670 Mech 12.00 0.00 TMP20210609/00938.
IS5-TR 1500 Mech 0.00 12.00 TMP20210609/00996...
GL Transaction Type Account Sub-Account Cost Center Project BC Debit BC Credit GL Reference
CST-TR 6820 MECH 1200 0.00 TMP20210809/00998..
CST-TR 1670 Mech 0.00 1200 TMP20210609/00998...
RCT-TR 1500 Meach 10.00 0.00 TMP20210603/00398...
RCT-TR 6820 MECH 0.00 10.00 TMP20210609/00998...
GL Transaction Type Account Sub-Account Cost Center Project BC Debit BC Credit GL Reference
155-WO 1550 Mech 10.00 0.00 TMP20210609/00996...
1S5-WO0 1500 Mech 0.00 10.00 TMP20210609/00996...
M aQAD 29

As seen in the previous example the system generates the material issue from the supply site the material
receipt at the demand site and then the production order issue. The detail of the transactions are shown on the
next graphic.

In the issue step, the 08011’s are credited to inventory (1500) at the GL cost of site 10-200, 12.00 and debited
to transfer clearing 1670.

Then received at site 10-100 with a debit to transfer variance (5820) of the 12.00 and a credit to transfer
clearing (1670). Then a debit to inventory (1500) at the site 10-100 cost of 10.00 and a credit to transfer
variance (6820).

The items are then issued to work in process with a debit to WIP (1550) at the site 10-100 GL cost of 10.00
and a credit to inventory (1500).

This leaves a balance of 12-10 = 2 in the transfer variance account which accrues to the receiving site. As it is
a positive number it is unfavorable.
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Multi-Site Component Issues — GL Effect

Intersite Transfer - Sending Site GL Trans Type
DR Intercompany (if different entifies) or IC
DR Transfer Clearing (if same entity)
CR Inventory

Intersite Transfer - Receiving Site
DR Material Rate Variance (if different entities) IC
CR Intercompany or
DR Transfer Var (if same entity)

If | CRTransfer Clearing
variances
exist

DR Inventory
CR Material Rate Variance (if different entities) or
CR Transfer Var (if same entity)

DR Inventory (whenno varin cost exists between sites/entities)
CR Intercompany (if different entities) or
CR Transfer Clearing (if same entity)

Issue to Production Order - Receiving Site

DR WIP IC
CR Inventory

M QAD
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Production Costing
Summary: Intersite Transfers and Component Issues
Account Set up in:
WO component issue Material Rate
from non-WO site - Variance
Transfer
Inventory transfer .
between sites - Variance L=
e . Transfer
Transfer within same entity - Clearing
Transfer between two entities ‘ Intercompany m
M QAD 2

Summary: Intersite Transfers and Multi-Site Component Issues

As seen in the previous example, transfers between sites in different entities are booked to the Intercompany
account and if there is a variance, it is a Material Rate Variance. Transfers between different sites in the same
entity are booked to the Transfer Clearing account and if there is a variance, it is booked to the Transfer
Variance account.

* An issue of material from a site different than the production order site operates in much the same way as a
transfer of materials from one site to another. Rather than booking any GL cost difference to the Transfer
Variance account, though, a production order issue books any difference in cost to the Material Rate Variance
account.
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Labor Reporting

2474965, Operation 30 > Report Operation Activity

Report Operation Activity Default View = More =

0. EA 09002 Airbag 02 2474966

Main =  Operation Activity ~

v Operation Activity
Employee [10-EMPO1 Q.| Alex Erikson Work Center |we03030 Q
Effective Date 6/11/2021 Machine Q| Work Center 09030
Shift Department (0010 Q| Manufacturing

Operation 3Q Unit of Measure [EA  Q

Closs Operaticn Canwersion 10000

Close Order

~ Process & Complete

Quantity Processed Move Next Operation (3

Quantity Complete Auto Backflush

Labor Reporting

There are three ways to handle labor accrual:

1 Report actual setup and run times

2 Accept standard setup and report actual run time

3 Accept standard setup and run times

This section examines the first scenario—the effects of reporting actual setup and run times. Later, you will
see both the effects of accepting standard setup and run times, and reporting actual setup and run times.

Reporting Actual Setup and Run Times

Report Operation Activity report the quantity completed and the actual labor time spent on a particular
production order and operation.

* All labor feedback transactions must specify a production order, operation, employee, and work center
» Each can specify set-up, run, and down time

— Down time (or non-productive labor) is not related to a production order and has no effect on WIP or
variances. It is posted as a miscellaneous Cost of Production, which attracts burden absorption.

You can flag close operation or/and close order.
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You can close the operation or order even when the processed quantity is 0 (zero). For a discrete or scheduled
order, you can enter the specific order information in the Order Selection subpanel and click Calculate
Consumeption. If there is no processed quantity, the system displays the specified order in the grid; otherwise,
the system follows the current consumption logic in use.

If you enter information about a discrete order in the Order Selection subpanel, the system always locates the
order after you click Calculate Consumption, irrespective of whether it has a processed quantity in this
transaction.

When Close Operation is selected, the status of the milestone operation and its affiliated non-milestone
operations are changed to Closed. The system automatically removes component requirements, allocations,
and shortage allocations linked to this operation, as it expects that you will not record any additional activity
(material issue or labor transaction) against the operation of the order or lower-level non-milestone operations.
If there is any picked allocation for components, the system converts the picked allocation into a picklist
master record.

After closing an operation, the system creates GL transactions like Labor Setup, Labor Run, Burden Setup,
and Burden Run Usage Variance if there is any different labor or setup time reported other than the standard
one. Note that closing a scheduled order does not lead to creation of GL transactions.

When Close Order is selected, the status of the order is changed to Closed, with all operations associated with
the order closed. The system automatically removes component requirements, allocations, and shortage
allocations, as it expects that you will not record any additional activity (material issue or labor transaction)
against the order or operations.

Variances occur whenever actual rate or time does not match the standard.
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Labor and Burden Absorption

* The timing for labor and burden absorption is based on user
report labor

« If there is labor reporting, then calculated at (SFC) Shop Floor
Confrol through Production Operations Reporting

« Variances are calculated when operation reported

M QAD 33

Labor and Burden Absorption
The timing for labor and burden absorption is based on user report labor.

When user do report labor, the absorption will occur at the time labor is reported for each operation. This is
independent of the amount received on the production order.

At the same time the absorption occurs, any variances calculated will be posted.

Questions? Visit community.qad.com E
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Labor Calculations

= Operation AccountingTrans

Operation Accounting Transactions iy

QAD 10USA USD 7:09:50 AM

Sits :10-100 Entity : 10USACO
Transaction  Eff Date Type Iteen Number Production Ordec  Op
Trans Date o Line.
GL Reference Refarence ID Account

249327 ®17/2021 LABOR 09002 1018 10
BAT2021 2474966

LBR-2000 TMP20210617/00998039 WO21061700TNEQ 1550
LBR-2000 _ TMP20210617/00998039 WO21081700TNEG 5120

BON-2000 TMP20210617/00998040 WO21061700TN6R 1550
BDN-2000 TMP20210617/00998040 WO21061700TNER 5220
249328 B/17/2021 SETUP 09002 1018 0
872021 2474966
LBR-1000 TMP20210617/00998041 WO21061700TNES 1550
LBR-1000 _ TMP20210617/00998041 WO21061700TNES 5120
BDN-1000 TMP20210617/00098042 WO21061700TNET 1550
BDN-1000 TMP20210617/00998042 WOZ1061700TNET 5220

Labor (Set-up) Labor (Run)

* 1 hrzet-up x 10 = 10.00 * 1 hrrunx 10.00 = 10.00

* DR 1550 (WIP) + DR 1550 (WIP)

* CR5120 (Labor Absorbed) * CR 5120 (Labor Abzorbed)

Labor = Actual Hrs x Actual Rate |

Labor Calculations

Set-up and run times are treated the same, but if reported at the same time, the system creates two sets of
entries—one for set-up and one for run time.

* The actual amount of labor is posted to WIP (debit) and Labor Absorption (credit), and is calculated as:

Actual Hrs x Actual Rate

If employee pay rates are not loaded into the system, the standard rate at the work center where work was
reported is used.

Example Employee Whitehead spends 1 hour set-up time and 1 hour run time at a pay rate of $10.00 per
hour. The results and calculations are shown in the figure above.

Non-Productive Labor

Non-Productive Labor includes any time not spent in production (for example, preventative maintenance,
meetings). These costs are not considered part of WIP and they don’t contribute to manufacturing variances.
Down time and non-productive labor cost are reported directly to the Cost of Production account (debit) and
to the Labor Absorption account (credit). An operation history record of type DOWN is generated.

Note Operation transaction history provides the basis for many history reports within QAD system,
efficiency, utilization, and downtime for example.
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Labor Rate Variance Calculations

= Operation AccountingTrans

240330 &17/2021 LABOR 09002 1018 we09010
B712021 2474986
LBR-2000 TMP20210617/00998043 WO21061700TNEU 1550 Mech
LBR-2000 _ TMP20210617/00098043 WO21061700TNEU 5120 Mech _ mfg
LBR-2001 TMP20210617/00998044 WO21061700TNEV 5150 Mech  mfg
LBR-2001 _ TMP20210617/00998044 WO21061700TNEV 5120 Mech  mfg
BDN-2000 TMP20210617/00998045 WO21061700TNEW 1550 Mech
BDN-2000 TMP20210617/00998045 WO21081700TNEW 5220 Mech  mig
249331 6M17/2021 SETUP 09002 1018 10 we08010
81772021 2474986
LBR-1000 TMP20210617/00998046 WOZ1061700TNEX 1550 Mech

LBR-1000 _ TMP20210617/00998046 WO21061700TNEX 5120 Mech
LBR-1001 TMP20210617/00998047 WO21061700TNEY 5150 Mech mig
LBR-1001__ TMP20210617/00998047 WO21061700TNEY 5120 Mech  mig

BDN-1000 TMP20210617/00098048 WO21061700TNEZ 1550 Mech
BDN-1000 TMP20210617/00998048 WOZ1061700TNEZ 5220 Mech mig

Labor Rate var =
[(Act Set-Up Rate - Std Set-Up Rate) x Act Set-Up Hrs] + [(Act Run Rate - 5id Run Rate) x Act Run Hrs]

Operation Accounting Transactions faie

10USA USD 73315 AM

Enity : 10USACO
Account  Sub-Acct CC  Project Effactive Transaction Type ‘GL Reference Reference ID
1550 Mech /1772021 249327 LABOR LBR-2000 TMP20210617/00998038  WO21061700TNEQ

Labor Rate Variance

Labor Rate Variances are posted if the employee pay rate does not match the standard pay rate at the work
center where the work was reported.

Calculations

Labor Rate Variance is calculated at the time shop floor labor feedback is reported (only if actual employee
pay rates are entered) as:

[(Act Set-Up Rate - Std Set-Up Rate) x Act Set-Up Hrs] + [(Act Run Rate - Std Run Rate) x Act Run Hrs]

» When variance posting occurs, a positive (unfavorable) or negative (favorable) variance is debited to the
Labor Rate Variance account and credited to WIP

— The Labor Rate Variance is posted at the same time that labor is posted.

Example Because employee Whitehead’s pay rate of $15.00 per hour is different than the standard pay rate
of $10 per hour, there is a labor rate variance, as shown in the figure.

Questions? Visit community.qad.com m
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Labor Usage Variance Calculations

=  Operation AccountingTrans

240340 6/17/2021 WO-VAR 09002 1019
617/2021 2474066
LBR-2002 TMP20210617/00998064 WO21061700TNTF
LBR-2002  TMP20210617/00998064 WO21061700TNTF
BDN-2002 TMP20210617/00998065 WOZ1061700TNTG
BDN-2002 TMP20210617/00998065 WO21061700TNTG
249341 17/2021 WO-VAR 09002 1019
611772021 2474966
LBR-1002  TMP20210617/00996066 WOZ1061700TNTH
LBR-1002 TMP20210617/00998066 WOZ21061700TNTH
LBR-2002 TMP20210617/00998067 WOZ21061700TNT! mig
LBR-2002 TMP20210617/00996067 WOZ1061700TNTI
BON-1002 TMP20210617/00938068 WO21061700TNT) 5240 mig
BDN-1002  TMP20210617/00996068 WOZ1061700TNT) 1550
BON-2002 TMP20210617/00998069 WOZ1061700TNTK 5240 mig
BDN-2002 TMP20210617/00998068 WO21061700TN7TK 1550

Labor Usage Variance = [ ( Actual Set-up Hrs - Std Set-up Hrs) x std Set-Up Rate] +
[(Actual Run Hrs - *std Run Hrs) x Std Labor Rate]

*Std Hrs = Run Hrs/Unit x (Qty Completed + Qly Rejected)

Operation Accounting Transactions Pt

10USA USD 8:14:37 AM

Labor Usage Variance

Labor Usage Variances are posted when actual set-up and/or run time differ from the time it should have
taken to set up and/or make the number of units reported as complete (referred to as earned hours).

Calculations

If the production order is a discrete order (type is Work Order), the Labor Usage Variance is calculated at the
time shop floor feedback is reported as:

[(Act Set-Up Hrs - Std Set-Up Hrs) x Std Set-Up Rate] + [(Act Run Hrs - Std Run Hrs) x Std Run Rate]
where: Std Run Hrs = Run Hrs/Unit x (Qty Completed + Qty Rejected)

» When variance reporting occurs, a positive (unfavorable) or negative (favorable) variance is debited to the
Labor Usage Variance account and credited to WIP

— The Labor Usage Variance is normally posted at the same time that labor is posted.

» When labor is reported with no completed units, no labor was earned. The total amount not attributable to
set-up is flagged as unfavorable variance. The set-up portion only posts the true variance amount and is
unaffected by units. The unfavorable variance is offset later by a favorable variance when completed items are
reported. In an operation that takes 12 hours to finish, shift one reports 8 hours and zero complete. All 8 hours
is unfavorable variance. Shift two works 4 hours and completes 100 units. It should have taken 12 hours, so
shift 2 shows an 8 hours favorable variance.
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Example The one-hour set-up time that employee Whitehead reported is standard, so there is no variance
recorded. The 1.5 hour run time, though, is not standard—1 hour is standard—so a labor usage variance is
created, as shown in the figure.

If the production order is a repetitive order (type is Repetitive), the Labor Usage Variance is calculated at
Production Order Accounting Close or Post Production Order Usage Variance.

n
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Labor Reporting - GL Effect

Set-up and Run Time Gl Trans Type
DR WIP wo
CR Labor Absorbed
DR Labor Rate Variance WO
CR WIP
DR Labor Usage Variance WO
CR WIP

Positive amount = unfavorable variance;
Negative amount = favorable variance

The credit and variance accounts are derived from the Dept. record of the work center being processed

« Post Labor Usage Variances by Post Production Order Usage Variances

M aQAD 37

Labor Reporting—GL Effect
The default general ledger entry:
* Debits WIP

* Credits Labor Absorbed

— The credit account is derived from the Department record of the work center being processed

Upon shop floor reporting, labor usage and rate variances are calculated (see following note). If the variance
amount is positive, then it is an unfavorable variance; if the amount is negative, then it is a favorable variance.
The variance accounts are derived from the Department record (Departments).

Note The Labor Usage and Rate variances are posted at the same time that labor is posted.
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Down Time - GL Effect

Downtime

GL Trans Type

Op Hist Record

DR Cost of Production for Dept.
CR Labor

wo

DOWNTIME

Because labor time entered here is not for direct production, the
labor tfime is not used to update the cum order

Down Time Reporting

Use Report Labor action in Production Operations Reporting, to register labor spent due to nonproductive
activities associated with a manufacturing operation, such as machine breakdown or material shortage. The

value of labor is added to Cost of Producti

on.

* A GL record is generated for the labor reported
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Non-Productive Labor Feedback - GL Effect

Time Reported for an Employee GL Trans Type Op Hist Record

DR Cost of Production WO DOWN
CR Labor (for department)

Time reported for an employee
at a work center

DR Cost of Production wo DOWN
CR Labor (for depariment)

DR Cost of Production
CR Labor Burden
(work cir burden rate and/or work cir percent and labor rate)

Time reported for a work center

There is no financial effect

M aQAD 39

Non-Productive Labor Feedback—GL Effect

Use Report Non-Productive Labor action Production Operations Reporting, to record non-productive labor for
an employee or down time for a work center. For an employee, it is time not directly related to set-up or
production; time spent in meetings, waiting for work, cleaning up, preventative maintenance. For a work

center, it is idle time.

» Time can be reported for an employee, an employee at a specific work center, or a work center. The
financial effects are different for each.
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Burden Calculations

Operation AccountingTrans:

Page1/2

Operation Accounting Transactions w2021

QAD 10USA USD 7:09:50 AM

Site : 10-100 Entity : 10USACO
Transaction  Eff Date Type Item Number Production Order Op
Trans Date o Line
GL Reference Reference ID Account
249327 617/2021 LABOR 08002 1018 10
872021 2474966
LBR-2000  TMP20210617/00998039 WO21061700TNGQ 1550
LBR-2000  TMP20210617/00998039 WO21081700TNEQ 5120
BDN-2000 TMP20210617/00998040 WO21081700TNER 1550
BDN-2000 TMP20210617/00998040 WO21061700TNER 5220
249328 617/2021 SETUP 09002 1018 10
&17/2021 2474986

LBR-1000 TMP20210617/00998041 WO21061700TNES 1550
LBR-1000 __ TMP20210617/00998041 WO21081700TNES 5120

BON-1000 TMP20210617/00998042 WO21061700TNET 1550
BON-1000 _ TMP20210617/00998042 WO21061700TNET __ 5220 Mech ___mfg

{Set-up Hrs/Qty x [Lbr Bdn Rate + (Actual Set-up Rate x Lbr Bdn %) + (Mach/Op x Mach Bdn Rate]]} +
{Run Hrs/Unit x [Lbr Bdn Rate + (Actual Lbr Rate x Lbr Bdn %) + Mach Bdn Rate]} = Bdn/Unit
Gty Completed x Burden per Unit = Burden Absorbed Dollars

Burden Calculations

Burden is the variable overhead associated with production operations, and the Burden account is used to
accumulate accrued burden for a department. Each operation may have labor burden and/ or machine burden
depending on how variable overhead is applied. Machine burden is applied as a machine hour rate; however,
labor burden may be applied either as a labor burden rate and/or as a percentage of direct labor cost.

Example Continuing with the example, the burden associated with employee Whitehead’s one hour of set-up
and one hour of run time is shown in the figure above.
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Burden Rate Variance Calculations

= Operation AccountingTrans

249330 6/17/2021 LABOR 09002 1019
8172021 2474966
LBR-2000 TMP20210617/00898043 WOZ21061700TNSU 1550  Mech
LBR-2000 TMP20210617/00998043 WOZ1061700TNGU 5120 Mech
LBR-2001 TMP20210617/00996044 WOZ1061700TNGV 5150  Mech
LBR-2001 TMP20210617/00996044 WOZ1061700TN6V 5120  Mech

BDN-2000 TMP20210617/00996045 WOZ1061700TNGW 1550  Mech
BDN-2000 TMP20210617/00998045 WO21061700TNEW 5220  Mech
249331 6/17/2021 SETUI 1019 0 w0010

enr021 2474966
LBR-1000 TMP20210617/00098046 WOZ1061700TNGX 1550  Mech
LBR-1000 TMP20210617/00998046 WO21061700TNEX 5120 Mech
LBR-1001 TMP20210617/00998047 WO21061700TNEY 5150 Mech
LBR-1001 TMP20210617/00998047 WO21061700TNGY 5120 Mech
|_smuonn TMP20210617/00398048 WOZ1061700TNGZ 1550 Mech
BON-1000 TMP20210617/00998048 WOZ1061700TNGZ 5220  Mech

[(Act Set-Up Bdn - Sid Set-Up Bdn)x Act Set-Up Hrs] + [[Act Run Bdn - Std Run Bdn) x Act Run Hrz ]

Where:

Act set-Up Bdn = (Act Sel-Up Rate x Lbr Bdn%) + Lbr Bdn Rate + (Mach Bdn x Mach/Op) Page2i3
std set-Up Bdn =(sid Set-Up Rate x Lbr Bdn%) + Lbr Bdn Rate + (Mach Bdn x Mach/Op) 1712021
Act Run Bdn = (Act Run Rate x Lbr Bdn%) + Lbr Bdn Rate + Mach Bdn Rate 73315 AM
std Run Bdn = (sid Run Rate x Lbr Bdn%) + Lbr Bdn Rate + Mach Bdn Rate

Enity : 10USACO
Account  Sub-Acct CC Project Effective Transaction Type ‘GL Reference Reference 10
1550 Mech 1772021 249327 LABOR LBR-2000 TMP20210617/00998033 WO21061700TNEQ

Burden Rate Variance

Burden Rate Variances are posted only if burden is calculated as a percentage of labor cost and the employee
pay rate is different than the work center standard.

Calculations

* It is calculated at the time shop floor feedback is reported as:

[(Act Set-Up Bdn - Std Set-Up Bdn) x Act Set-Up Hrs] + [(Act Run Bdn - Std Run Bdn) x Act Run Hrs]
where:

Act Set-Up Bdn = (Act Set-Up Rate x Lbr Bdn%) + Lbr Bdn Rate + (Mach Bdn Rate x Mach/Op) Std Set-Up
Bdn = (Std Set-Up Rate x Lbr Bdn%) + Lbr Bdn Rate + (Mach Bdn Rate x Mach/Op)

Act Run Bdn = (Act Run Rate x Lbr Bdn%) + Lbr Bdn Rate + Mach Bdn Rate
Std Run Bdn = (Std Run Rate x Lbr Bdn %) + Lbr Bdn Rate + Mach Bdn Rate
Note The Burden Rate Variance is normally posted at the same time that labor is posted.

Example Because employee Whitehead’s pay rate of $15 per hour is different than the work center standard
of $10 per hour, a burden rate variance is created, as shown in the figure.
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Burden Usage Variance Calculations

=  Operation AccountingTrans

249340 8172021 WO-VAR 09002 1018
61772021 2474966
LBR-2002 TMP20210617/00998064 WO21061700TNTF
LBR-2002  TMP20210617/00998064 WO21061700TN7F 1550 Mech

BDN-2002 TMP20210617/00998065 WOZ1061700TNIG 5240 Mech
BDN-2002  TMP20210617/00998065 WO21061700TN7G 1550 Mech
240341 6/17/2021 WOVAR 09002 018 0 Wo09010
81772021 2474966
LBR-1002  TMP20210617/00998066 WOZ1061700TNTH 5140 Mach
LBR-1002 TMP20210617/00998066 WO21061T0DTNTH 1550 Mech
LBR-2002 TMP20210617/00998067 WO21061700TN7I  $140 Mech mig
LBR-2002 TMP20210617/00998067 WOZ1061700TNTI 1550 Mech
BON-1002  TMP20210617/00998088 WO21061700TNTS 5240 Mech mfg
BON-1002  TMP20210617/00998068 WO21061700TNTJ 1550 Mech
BDN-2002 TMP20210617/00998069 WO21061700TNTK 5240 Mech  mfg
BDN-2002  TMP20210617/00998060 WO21061700TN7K 1550 Mech

Burden Usage Variance = [[Actual Set-Up Hrs - Std Set-Up Hrs) x Set-Up Bdn] + [(Actual Run Hrs - $td Run Hrs) x Run Bdn
Where:

Sel-Up Bdn = (Std Set-Up Rate x Lbr Bdn%) + Lbr Bdn Rate + (Mach Bdn Rate x Mach/Op)
Run Bdn = (5td Run Rate x Lbr Bdn) + Lbr Bdn Rate + Mach Bdn Rate

Operation Accounting Transactions st

10USA USD B:14:37 AM

Burden Usage Variance

Usage variance results if the actual hours do not match the standard hours required on the routing. The extra
burden on those hours is a burden usage variance. This variance applies to burden calculated by any of the
three allocation methods—burden rate, burden percentage, or machine hours.

Calculations

If the production order is a discrete order (type is Work Order), the Burden Usage Variance is calculated at the
time shop floor feedback is reported as:

[(Act Set-Up Hrs - Std Set-Up Hrs) x Set-Up Bdn] + [(Act Run Hrs - Std Run Hrs) x Run Bdn]
where:

Set-Up Bdn = (Std Set-Up Rate x Lbr Bdn%) + Lbr Bdn Rate + (Mach Bdn Rate x Mach/Op)
Run Bdn = (Std Run Rate x Lbr Bdn%) + Lbr Bdn Rate + Mach Bdn Rate

* The Burden Usage Variance is normally posted at the same time that labor is posted.

Example Because employee Whitehead’s actual run time (1.5 hour) does not match standard run time (1
hour), a burden usage variance is created, as shown in figure.

If the production order is a repetitive order (type is Repetitive), the Burden Usage Variance is calculated at
Production Order Accounting Close or Post Production Order Usage Variance.

Questions? Visit community.qad.com m
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Burden — GL Effect
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Burden - GL Effect

Burden Absorption GLTrans Type
DR WIP wo
CR Burden Absorbed
DR Burden Rate Variance wWo
CR WIP
DR Burden Usage Variance WO
CR WIP

Positive amounts = unfavorable variance;
Negative amounts = favorable variance

The credit account is derived from the Dept. record of the work center being processed

* As with labor rate variances, burden rate variance is not calculated unless actual pay
rate is set up in Employees

M QAD 43

Burden—GL Effect

The default general ledger entry:
* Debits WIP

* Credits Burden Absorbed

— The credit account is derived from the Department record of the work center being processed

Upon shop floor reporting, burden usage and rate variances are calculated (see following note). If the variance
amount is positive, then it is an unfavorable variance; if the amount is negative, then it is a favorable variance.

Note The Burden Usage and Rate variances are normally posted at the same time that labor is posted.

m
Questions? Visit community.qad.com


http://community.qad.com/

Production Costing 275

Labor Rate Variances

Production Costing

Labor Rate Variances

Variance When Calculated Cause

Labor Rate SFC feedback, Production Operations Difference between actual
Reporting employee payrate and WC
* Variances are calculated when operation pay rate standard
reported * View employee pay ratein
» Labor and burden rate variances employees; view WC ralein

. Waork Centers
calculated only if actual pay rates have
beenset upin Employees
Formula [{Act Set-Up Rate- Std Set-Up Rate] x Act Set-Up Hrs] +
[{Act Run Rate- Std Run Rate) x Act Run Hrs]
View in Report Production Order Costs
MQAD 44
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Labor Burden Rate Variances

Production Costing

Variance

Labor Burden Rate

Formula

View in Report

M QAD

QAD

Labor Burden Rate Variances

When Calcvulated Cavuse
SFC feedback, Production Operations Equivalent fo labor rate
Reporting variance with burdenrates

factoredin; calculated if
burdenrate has also been
calculated as a % of lbr cost

* Yariances are calculated when operation
reported

[{Act Sef-Up Bdn - $td Set-Up Bdn) x Act Sef-Up Hrs| +
[{Act Run Bdn - $td Run Bdn) x Act Run Hrs]

Where:

ActSet-Up Bdn = [Act Set-Up Rate x Lbr Bdn%| +

Lbr Bdn Rate + [Mach Bdn Rate x Mach/Op)
Std Set-Up Bdn = (5td Set-Up Rate x Lbr Bdn%)/ +

Lbr Bdn Rate + (Mach Bdn Rate x Mach/Op)
ActRunBdn= [Act Run Ratex LbrBdn%) +

Lbr Bdn Rate + Mach Bdn Rate
StdRunBdn=  [Std Run Rate x Lbr Bdn%| +

Lbr Bdn Rate + Mach Bdn

Production Order Costs

Questions? Visit community.qad.com
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Variance

Labor Usage

Formula

View in Report

M QAD

Labor Usage Variances

When Calculated Cause
Discrete order: SFC feedback, Production Difference between actual lbr
Operations Reporting hrsreported and the std time

that should have been
required to complete the
quantity received

Repetitive order: Variances are calculated
when Post Production Order Usage Variances
or Production Order Accounting Close
* View both actual and
earned  hoursin Production

[(Act Set-up Hrs - Std Set-up Hrs) x Std Set-Up Rate] + Orders
[{Act Run Hrs - Std Run Hrs) x Std Lbr Rate]

Std Run Hrs = Run Hrs/Unit x (Qty Complete + Qty Reject)

Production Order Costs

Questions? Visit community.qad.com
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Labor Burden Usage Variances

Production Costing

Labor Burden Usage Variances

Variance
Labor Burden Usage

Formula

View in Report

M QAD

QAD

When Calcvulated Cause

Discrete order: SFC feedback. Production
Operations Reporting

Equivalenttolabor usage
variance with burden rates

Repetitive order: Variances are calculated factoredin

when Post Production Order Usage Variances or
Production Order Accounting Close

[{Act Set-Up Hrs - 5td Setf-Up Hrs] x Set-Up Bdn] +
[[Act Run Hrs - §td Run Hrs) x Std Run Bdn]
Where:

Set-UpBdn= [Std Set-Up Rate x Lbr Bdn%) + Lbr Bdn Rate +
(Mach Bdn Rate x Mach/Op)

Run Bdn = (Std Run Rate x Lbr Bdn%) +
Lbr Bdn Rate + Mach Bdn Rate
Production Order Costs

Questions? Visit community.qad.com
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Subcontract — GL Effect

Production Costing

Subcontract - Gl Effect

Subcontract PO Receipt GLTrans Type
DR Cost of Production (COP) IC
CR PO Receipts

Issue to WIP
DR WIP WO
CR Cost of Production
DR Subcontract Rate Variance wo
CR WIP

Positive amounts = unfavorable variance
Negative amounts = faverable variance

* If purchase order, of type “Subcontract,” does not reference a production order, then
subcontract amount staysin COP

M aQAD 48

Subcontract—GL Effect

Along with material issues, labor, and burden, there is one other source of cost on a production order—
subcontract cost, which is the cost that an external supplier charges for processing a manufacturing operation
for you. We saw this earlier, when we discussed purchasing, but let’s quickly review it again here.

» The materials are received on a purchase order and the actual cost accrued (credit PO Receipts). Because the
PO is flagged as Subcontract, the cost is posted to Cost of Production (debit).

— If the purchase order receipt transaction specifies a valid production order and operation, then this
transaction is processed to issue the materials to WIP

* The actual cost is taken out of the Cost of Production account (credit) and put into WIP (debit) where it
belongs

* Then the actual cost on the PO is compared to the standard (frozen) subcontract cost specified on the
production order routing. If there is a difference, it is posted as a Subcontract Rate Variance. The amount is:
(Subcontract PO Unit Rate - Subcontract Frozen WO BOM Unit Cost) x Qty Received

 Upon production order receipt, the total standard cost less overhead is subtracted from WIP and posted to
inventory

» Upon Production Order Accounting Close:

—all Material and Subcontract Usage Variances are subtracted from WIP and posted to production order usage
variance

—any cost remaining in WIP is posted to production order Method Change Variance

mn
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Subcontract-Related Variances
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Variance

Subcontract Rate

Formula

Subcontract Usage

Formula

FMQAD

Subcontract-Related Variances

When Calculated

PO Receipt, Purchase Orders action
Receive Crder

* Calculated only if WO number and
operation are specified

(Subcontract PO Unit Rate - SubcontractFrozen V\}%g% &?’_}Ts

Rate) x Qfy Received

Production Crder Accounting Close

[Qty Rcvd on PO - (Qty Complete + Qty Reject]] ¥ SOEERYREG

Frozen WO BOM Unit Rate

Subcontract-Related Variances—Summary

Subcontract Rate Variance

Cause

Difference between actual
subcontractrate (PO price) and the
subcontractrate enteredin the
routing detail

* View both actual and standard
subcontractratesin PO

Difference betweenthe

subcontracted quantities received

and the production order quantity

completed. This variance canbe

due to vield differences, rework
irements, etc.

49

On subcontract purchase orders, there are no Purchase Price Variances (PPV). Instead of PPV, the system
debits the Subcontract Rate Variance account.

The total amount posted as Subcontract Rate Variance is:

(Subcontract PO Unit Cost - Subcontract Frozen WO BOM Unit Cost) x Qty Received

where subcontract WO BOM unit rate is the rate entered in Routings

Subcontract Usage Variance

This variance is generated upon Productioin Order Accounting Close, and tracks the difference between the
guantity invoiced on a subcontract PO and the quantity completed in work in process.

The total amount posted as Subcontract Usage Variance is:

[Qty Received on PO - (Op Qty Complete + Op Qty Reject)] x Subcontract Frozen WO BOM Unit Cost

* Any cost remaining in WIP is posted to production order Method Change Variance

QaAD
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Production Order Receipt

Production Costing

Production Order Receipt

Production Order 2474966, Operation 30 » Report Operation Activity

Report Operation Activity Default View = More ~

1o EA o EA 09002 Airbag 02 10-100 2474966

Operation Activity ~

~ Receive

Total Quantity to Receive 10 ea Lot Control

Total Quantity Received 10 EA

+ New C More =

Location Lot/Serial Reference Quantity Conversion

010

Production Order Receipt
In Production Operations Reporting:

* You can use Report Operation Activity action to do the receive if it is the last operation of the production
order. Once items have passed through all of the manufacturing operations, the finished units are received into
stock.

* You can use Receive Order action to do the receive for the production order. This action processes every
operation and receive the units into stock for the production order.

« If you have done all operations report but have not done the receive, you can use Report Operation Move
action to move the units from the last operation to stock.

m
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Production Order Receipt — Transactions Detail
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Production Order Receipt - Transactions Detail

F1QAD Purchasing Managerv  |% v  Purchasing v  Requisitions v  Suppliers v Purchasing Attributes =  Receipts ~  Shipping v  More Q @ wousausaor @~
Inventory Transactions Default View =  More = €
E 09002 Airbag 02 10-100 Ultrasound Mfg Site RCT-WO 1019 E
Transaction =1 Date
Main  Inventory  GLCost  Accounts  E-Signature  WIP Lot Trace ] -
1269164 6/1¢
¥ Accounts J
%
1268162 6/17 More =
&
(RS S GL Transaction Type Account Sub-Account Cost Center Project BC Debit BC Credit GL Reference
]
126915 g Y
o915 o RCT-WO 1500 Mech 92.00 0.00 | TMP20210618/00998...
12691 < U
SIS G RCT-WO 1550 Mech 0.00 92.00 | TMP20210618/00998... A
1269157 6/
1-20f2
1269156 6/¢
v E-Signature
1269155 (743
Date Category
1269154 BfE
Time Reason
1269153 7] Ve Remarks
> » e

Transactions Detail
Production order receipt generates two GL transactions.

* First, it increases Inventory (debit) and decreases WIP (credit) for the total standard GL cost (including
overhead) of the finished item at that site

» We removed the total standard cost of the item from WIP, including this-level overhead. But this-level
overhead was not posted to WIP, so if we stopped here, our subsequent variance calculations would be
incorrect. So, in a second GL transaction, this-level Overhead amount is put back into WIP (debit) and
absorbed by posting it to the Overhead Applied account (credit). This ensures that usage and method variances
are not created for overhead amounts.

As with other transactions, for ease of audit, the GL transaction is identified as a type IC with the description
set to RCT-WO followed by the production order number. The corresponding inventory transaction is
identified as type RCT-WO as well.

Note Finished items may be received into a site other than the production order site. When this happens, the
system still processes the receipt into the production order site. Then it processes an inventory transfer.

m
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Production Order Receipt — GL Effect

Production Costing

Production Order Receipt - Gl Effect

Receipt GLTrans Type
DR Inventory IC
CR WIP
DR WIP IC

CR Overhead Applied

M QAD 52

Production Order Receipt—GL Effect
* The default general ledger entry:

— Debits Inventory

— Credits WIP

— Debits WIP

— Credits Overhead Applied

m
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Scrap — Reject Costing

Production Costing

Scrap - Reject Costing

Production Order 2474966, Operation 10 > Report Rejects & Scrap

Report Rejects & Scrap Default View ~  More ~

00 EA o EA 09002 Airbag 02 10-100 2474966

Rejects & Scrap = -3

Quantity Reason Description Reject to Operation Reject to Operation Description

+ New Woelete  More v

Queue Quantity Reason Reason Description =1

QOutput 1.0 Cracked Parts are cracked

Use Report Operation Activity action to report scrap at operation level in Production Operations Reporting. It
backflushes the scrapped units and records all costs at the operation. There must be a quantity in the input
gueue operation in order to record scrap with this transaction.

m
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Scrap — Transactions Detail (Reject Costing)

Production Costing

Scrap - Transactions Detail (Reject Costing)

=  Operation AccountingTrans

Operation Accounting Transactions

QAD 10USA USD

Site : 10-100 Entity : 10USACO
Transaction  Eff Date Type tem Number Production Order Op
Trans Date ) Line
GL Reference Referance ID Ascount
249351 /202021 SCRAP-O 09002 1019 30
62002021 2474966
SCRAP  TMP20210620/00996076 WO21062000TNTR 8000
SCRAP  TMP20210620/00996076 WOZ1062000TNTR 1550

When you record scrap, the system optionally creates GL transactions for quantities scrapped or rejected at an
operation, based on the setting of the Post Scrap to GL field in Production Control.

When Quantity Open Method is Quantity Processed, for scrapped quantities, the system creates consumed
transaction history transactions (CONS-WO)— regardless of the operation—for scrapped amounts and
increments the quantity scrapped on these orders regardless of the scrap operation. And it doesn’t have any
GL impact.

Note: If Quantity Open Method is set to Quantity Completed in the Production Orders panel of Production
Control, the system does not create an inventory history transaction record with type CONS-WO when an
item is scrapped.

For scrap transactions, the system automatically rolls up and totals material, run-time labor and burden, and
subcontract costs by operation. The system determines the value of the scrap at the operation where it is
scrapped, based on the production order reporting the scrap and the order’s routing and bill data.

When the quantity scrapped is from the output or reject queue (SCRAP-O or SCRAP-R type), the system
scraps at the value of the operation where material is scrapped. When scrapped out of the input queue
(SCRAP-I type), the system scraps at the value of the prior operation.
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Rework

Production Costing

Rework

+ GL effects are the same as
- Issue components
- Report labor
- Report receipts

M QAD 55

The Labor Rework, GL effects for production order labor, issues and receipts are the same as Report Labor,
Issue Components, and Production Order Receipts.

m
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Post Production Order Usage Variances
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Post Production Order Usage Variances

Post Production Order Usage Variances

10USA USD

1026 / 2474380

08001 Airbag

10-100  Ultrasound Mig Site
PIOS00T

Active

Processed ftem
Quantity ltem Description
1.0 08001 X [ 12,00 12.00
Cushion

Total Floorstock Component Expense: 12.00

Run Labor Usage Variance
Processed  Standard Run Standard  Actual Labor Variance To
Quantit Time Lab . Variance Hours Labor Rate  Total Variance Post

10 10 10 20 10 10.000 10.00 10,00

* Canrecord usage variances prior to closing cum order

+ If Update setto No, can view usage variances in report form first without updating
database

Post Production Order Usage Variances

Use Post Production Order Usage Variance to calculate and post accumulated usage variances in production
orders.

This function calculates and recognizes the following variances:

» Component Material Usage Variance

* Run Labor Usage Variance

* Run Labor Burden Usage Variance

* Setup Labor Usage Variance

* Setup Labor Burden Usage Variance

* Floor stock Component Expense Note the following when this function posts variances:
 The GL transaction type for production order variances is WO-VAR.

« This function does not create Subcontract Usage Variances, Mix Variances, or Method Variances; these
variances are created by Production Order Accounting Close.

The following sections provide more information on the variance types. Each topic includes a table that
depicts the transaction type, the GL transaction type, the debited and credited accounts, and the program or
condition that creates the variance. Use the information in the table to help you decipher transaction/costing
information that displays in reports.

Component Material Usage Variance

m
Questions? Visit community.qad.com


http://community.qad.com/

288  QAD Web Ul Quick Start Training Guide

When using standard costing, material usage variances are calculated based on the standards in the production
order bill. Some production orders start out with a different production order bill. Rework orders have only
one billed item, the item being reworked. Expense orders have no bill. To calculate variances, you must enter
a standard bill. The system calculates material usage variance from the difference between the total quantity
issued for a component and the expected quantity on the production order bill and the general ledger cost for
the item.

The system determines Earned Quantity, which is the expected component quantities from the production
order bill to make the quantity reported complete. Earned quantity is compared to actual issues (at item
standard cost). Any difference is posted as a variance. The calculation is as follows:

(Actual Qty Issued — [qty per (wod_bom_qty) * (qty completed + gty scrapped)]) * Frozen Std Unit Cost
(wod_bom_amt)

Run Labor Usage Variance

The system determines labor usage variances for the reported setup and run hours by the difference between
the total actual setup and run labor hours and the expected setup and run labor hours for the production
operation. The system uses the expected labor rates for the work center on the production order routing
operation.

The labor run usage variance is as follows per operation:
Ibr_usage var= [Actual Run Hrs - Std Run] * Std Run Rate
Run Labor Burden Usage Variance

The system determines labor usage variances for the reported setup and run hours by the difference between
the total actual setup and run labor hours and the expected setup and run labor hours for the production
operation. The system uses the expected labor rates for the work center on the production order routing
operation.

The run labor burden usage variance is as follows per operation:
run time * ((run rate * (bdn pct/100)) + bdn rate + mch bd rate)
Setup Labor Usage Variance

The system determines labor usage variances for the reported setup and run hours by the difference between
the total actual setup and run labor hours and the expected setup and run labor hours for the production
operation. The system uses the expected labor rates for the work center on the production order routing
operation.

The setup labor usage variance is as follows per operation:
Ibr_usage_var = (Actual Setup Hrs - Std Setup) * Std Setup Rate
Setup Labor Burden Usage Variance

The system determines labor usage variances for the reported setup and run hours by the difference between
the total actual setup and run labor hours and the expected setup and run labor hours for the production
operation. The system uses the expected labor rates for the work center on the production order routing
operation.

The setup labor burden usage variance is as follows per operation:

Questions? Visit community.qad.com
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setup labor burden usage variance =(Actual Setup Hours - Operation Standard Setup Hours) * [(Frozen
Work Center Run Rate * Frozen Work Center Labor Burden %) + Frozen Work Center Labor Burden Rate +
Frozen Machines Burden Rate]

Floor Stock Component Expense

Floor stock is inexpensive, easily replenished components such as screws, usually stocked on a factory floor
and used as needed, without requisition. Floor stock is added to the WIP value of the production order, using
the quantity processed at each operation.

The calculation is as follows:

[qty per (wod_bom_gty) * (gty completed + gty scrapped)] * Frozen Std Unit Cost (wod_bom_amt)

Questions? Visit community.qad.com
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Material Usage Variance

Production Costing

Material Usage Variance

Variance  When Calculated Cause
Material Usage Post Production Order Usage Difference between the actual
Wariances or Production Order quantity of componentsissued
Accounting Close and the standard quantity
required

Formula {Actual Qtylssued - [Qty Per x (Qty Complete + Qty
Reject]]} x 5td Unit Cost

M QAD &7

Material Usage Variance

Material usage variance is generated when there is a difference between the actual quantity of components
issued/backflushed and the standard quantity required.

This variance is calculated at Post Production Order Usage Variances, or Production Order Accounting Close.
{Actual Qty Issued - [Qty Per x (Qty Complete + Qty Reject)]} x Frozen Std Unit Cost

» Alternate structures and issues of non-standard components will also create material usage variances, and if
the costs differ from standard, a method change variance will be charged for that difference

» Specifying an alternate BOM/routing at Production Operations Reporting will generate a new cumulative
order

m
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Production Costing

Post Production Order Usage Variances - Gl Effect

Op Hist Record

CR WIP

Negative amounts = faverable variance

M QAD

Questions? Visit community.qad.com

Floor Stock GL Trans Type
DR WIP \\[e]
CR Floor Stock
Component Mat’'l Usage Var
*DR Material Usage Variance WO
CR WIP
WIP Mat’'l Usage Var
*DR Scrap WO
CR WIP
Run Labor Usage Var
*DR Labor Usage Variance WO

*Positive amounts = unfavorable variance;

FLOORSTK

MUV-CMP

MUV-WIP

RLUV

58
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Post Production Order Usage Variances — GL Effect

Production Costing

CR WIP

Negative amounts = favorable variance

M QAD

Run Lbr Burden Usage Var GL Trans Type
DR Burden Usage Variance WO
CR WIP
Set-up Lbr Usage Var
*DR Labor Usage Variance Wo
CR WIP
Set-up Lbr Burden Usage Var
+DR Burden Usage Variance WO
CR WIP
Subcontract Usage Var
*DR Subcontract Usage Variance wo

* Positive amounts = unfavorable variance;

Post Production Order Usage Variances - Gl Effect

Op Hist Record

RBUV

SLUvV

SBUV

suv

59
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Production Order Accounting Close
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Production Order Accounting Close

F1QAD CostAccountingManager¥ |~ +  Inventory +  Production ~  Product Costing =  Requisitions »  Cost Analysis Q & wusaiusacor @~

Production Order Accounting Close Default Report v Schedule v  BurstSettings  More ¥
> Settings

~ Filter

Effective Date ~ ||equals - 6/28/2021 &
Site ~ ||equals - Q

Production Line - ||equals - Q|

=]
al
ID - ||equals - Q|
Q|
q
al

Accounting close both discrete andrepetitive cumulative

Include WO/Rep/Both - jals ~ || Both "
= LE production orders

Cum Order End Date * ||equals o 6/28/2021

Production Order v ||equals hd

item Number ~ ||equals

Project ~ ||equals -

X X X X X

Sales/Job v ||equals hd

Transfer Work in Process = ||equals * ||No

Print Account Detail ~ ||equals || ves

¥ R ¥ % ¥ R % %[ ® % % |¢@

+ A+

[l

Print GL Summary - ||equals - |{Ne

M QAD -10]

Production Order Accounting Close clears work in process (WIP) amounts, calculates and posts variances,
and closes outstanding operations for closed production orders.

Execute this program regularly or at least at the end of each fiscal period as defined in your General Ledger
(GL) calendar. This program works with all types of production orders.

When selecting records to run this function, the Effective Date must be in an open GL calendar period.

This program creates transactions in Inventory History and Operation History tables that represent the GL
transactions created when closing out the WIP value of the production order. You should execute WIP
Material Cost Revaluation before closing orders with this program to prevent unaccounted material rate
variances.

The system does not close final assembly orders with open sales order lines.
Accounting close makes the following updates to closed orders:
1. It marks production order operations as complete.

2. For standard costing only, accounting close uses the total quantity received against this production order to
calculate material and subcontract usage variances. For example, if 80 units are received but material was
issued for 100 units, the excess material cost is posted to material usage variance.

3. Floor stock is added to the WIP value of the production order, using the quantity processed plus the
guantity scrapped at each operation. This is the cost of any component item with an Issue Policy set to No
Issue.
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4. For standard costing only, any amount remaining in WIP is posted to the Method Variance account. Usually
this results from using non-standard routings and BOMs. It may also reflect in-process losses resulting from
labor on materials that were rejected.

5. Current costs are updated to reflect the actual cost of labor, burden, and subcontracts.

6. Optionally, WIP is transferred from semi-processed repetitive CUM orders to the next CUM order for the
following period.

n
QAD Questions? Visit community.qad.com


http://community.qad.com/

Production Costing 295

Discrete Production Order Accounting Close

Production Costing

Discrete Production Order Accounting Close

+ Completes Open Operations
- Marks all operations complete
- No more labor can be recorded against production orders
- Unreported operations closed at standard

- Adjusts quantities completed at open operations to match the total of completions plus rejects
at production order receipt

« Posts Floor Stock
- Floor Stock added to WIP before variances calculated, i.e. variances exclude floor stock

+ Calculates Usage Variances
- Qty required for gty reported less gty issued equals usage variance

» Clears Qut WIP Balance

- Sets any remaining WIP balance to zero. Any amount left in WIP reported as method variance

M aQAD 61

Production Order Accounting Close is usually run at the end of each GL calendar period as part of the period-
end closing process. The accounting close serves several functions:

Completes Open Operations. Marks all operations complete. No more labor can be recorded against this
production order. Any unreported operations are closed at standard. Adjusts quantities completed at open
operations to match the total of completions plus rejects at production order receipt.

Posts Floor Stock. Costs of components flagged as Issue Policy No & Pick Policy No are added to WIP before
variances are calculated. Thus floor stock cost is not included in variance.

Calculates Usage Variances. Calculates material and subcontract usage variances. Total quantity issued is
compared to total quantity required to make quantity reported complete (receipts plus rejects). Any difference
is a usage variance.

Clears Out WIP Balance. Sets any remaining WIP balance to zero. Any amount left in WIP at this point is
reported as a miscellaneous method variance that cannot be traced to any specific source (for example,
material or labor, rate or usage). Method variances can result from the use of alternate bills and routings,
different lot sizes, in-process loss, or changes in GL costs (without revaluing WIP). Because costs of
component issues are tracked by operation, a method variance occurs if you issue components at an operation
different than the one recorded in the bill.
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Discrete Production Order Accounting Close
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Discrete Production Order Accounting Close

= QAD_PredOrdAcctiClose

Production Order Accounting Close

10USA USD

Time: 072746

Page:1/3

Site 10100 Utrasound Mig Site
Production Order 1D

W1215090 2434068

Production Order 1D

W1215093 2434071

Production Order 1D

03140028 2474810

Production Order 1D

1008 2474934

GL Referonce.

WO21062100THTZ
WO21062100THS0
WO21062100THS1
WO21062100THE2
WO21062100THE3
WO21062100THE4
IC21062100TNSS
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Cumulative Production Order Accounting Close
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Cumulative Production Order Accounting Close

=  QAD_ProdOrdAcctClose

Production Order Accounting Close
10USA USD

Site 10-100 Uttrasound Mfg Site
Quantity to  Quantity to Actual Qty
Production Order 1D MigTyps  ProdLine  Hem Start  Complete Completed

1021 2474875 Rep PI0S0O1 09001 1.000.0 00
Airbag
Credit
GL Reference Debit Account Sub-Account Cost Center  Project

WOZ1062100TNIK 5140 Mech mig 1550
WOZ1062100TNIL 5240 mig 1550
WOZ1062100TNIM 5140 Mech mig 1550
WO21062100TNSN 5240 mig 1550
WOZ1052100TNSO 5140 mig

WO21062100TNIP 5140 mig

WOZ1062100TNSQ - 5240 mig

WOZ1062100TNSR - 5240 mig

IC21062100TNES. 1550

IC21062100TNST 6800

FEREREEEER

Repetitive Cumulative Orders must be closed for accounting purposes in order to clear out WIP. Normally the
repetitive cumulative order close is run as part of your period-end procedures. It creates the same GL
transactions as the discrete production order accounting close.

The repetitive cumulative order accounting close will close all repetitive cumulative orders regardless of
whether they have been “completed” or not. This completes any unreported operations, but it closes them at
zero cost. If all components have been issued at the first operation, or if you have not completed all production
in each operation, you could incur significant variances.

The repetitive cumulative order accounting close also creates GL entries for usage and method variances
accumulated since the previous Post Accumulated Usage Variances report.

» Orders with blank End Effective dates are not selected by Production Order Accounting Close

* You can transfer WIP balances to another repetitive cumulative order or write off balances to Method
Change Variance

If Transfer WIP is set to Yes, then any amount on the old repetitive cumulative order is transferred to the new
cumulative order through the Transfer Clearing account. Any difference between the old cumulative order
WIP and the new cumulative order WIP will create a method change variance.

If Transfer WIP is set to No, then any amount on the old cumulative order is cleared through the method
change variance account

The processing sequence for each order selected by Production Order Accounting Close is:

» Execute Post Accumulated Usage Variances

m
Questions? Visit community.qad.com


http://community.qad.com/

298 QAD Web Ul Quick Start Training Guide

» Set cumulative order status to Closed

* Create CLOSE operation history record

* Transfer WIP, if necessary

* If WIP transferred, create TRANSFER operation history

* Post any remaining balance in WIP to Method variance

QaD
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Transfer Work in Process

Production Costing

Transfer Work in Process

Example:
To produce item 02-0005, itrequires two operations:
Op 10and Op 20

* Op 10is completed and Op 20 is started in one period;
Op 20is continved into the next period

Perlod 11/01/00- ! Period 12/01/00-

Op 10 Op 20 : Op 20
Process 5,000 Process 3,000 Process 2,000
Eff =11/30/00 Eff=11/30/00 : Eff = 12/01/00
Input Queus 5000 Input Queue 2,000
Cutput Queue 3,000 Qutput Queue 5,000
CR: WIP i CR: Transfer Price Var
DR: Transfer Price Var ' DR: WIP

\ ¥ 4

WIP Transfer

M QAD 64

If the Transfer Work in Process field is set to Yes in Production Order Accounting Close, then the system
transfers WIP balances to the next appropriate cumulative order—that is, an order with the same item number,
site, and production line.

* The system adds the WIP queue quantities from the order being closed to the WIP Input Queue balance
guantities of the receiving order. Depending on quantities completed at each operation, the transfer could be to
the same operation in the new order or to the next operation.

* The system reinstates the WIP value by debiting the new cumulative order WIP account and crediting the
old cumulative order WIP Transfer account (specified in the Production Control File)

« If the cost of the WIP queue inventory at this operation is different than the cost of the receiving operation,
the system calculates and records the difference to Method Change Variance

WIP Transfer Inhibitors

Below are listed some factors that will prevent a WIP transfer from taking place, thus necessitating some
manual adjustments to effect the transfer.

» A cumulative order already exists in the next period, but is closed

 An operation with the same number as the transferring operation does not exist on next period’s cumulative
order

 An operation number match between both cumulative orders is found, but the transferring operation is not
the first operation whereas the operation on the new order is the first operation

mn
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Material Usage Variance

Production Costing

Material Usage Variance

Variance When Calculated Cause

Material Usage Production Order Accounting Close Difference betweenthe
actual quantity of
components issued and the
standard quantity required

Formula {Actual Qtylssued - [Qty Per x (Qty Complete + Qty
Reject]]} x 5td Unit Cost

M QAD 65

Material usage variance is generated when there is a difference between the actual quantity of components
issued/backflushed and the standard quantity required.

This variance is calculated at Production Order Accounting Close. This variance is calculated as:
{Actual Qty Issued - [Qty Per * (Qty Completed + Qty Rejected)]} * Frozen Std Unit Cost

Alternate structures and issues of non-standard components will also create material usage variances, and if
the costs differ from standard, a method change variance will be charged for that difference.
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Method Variance During Operation Report

Production Costing

Method Variance During Operation Report

+ Causes of method variance include;

- Moving from the output queue of the last operation to finished material
inventory

- Switching to alternate BOM or routing
- Rounding differences

- Standard quantity for setup cost per unit varies from backflushed
qguantity

M aQAD 66

Method variance is calculated and recorded upon the following transactions:
» Cumulative Order Close

* Production Order Receipt

» Rework Report

* Move Report

Causes of Method Variance

« In the Receipt transaction and Move transaction, method variance can be generated when moving from the
output queue of the last operation to finished material inventory. Method variance is calculated as the
difference between the final operation cost contained in the cumulative order and the current GL standard cost
of the finished material, extended by the quantity being reported.

« In Cumulative Order Close, method variance can be generated when transferring WIP quantities to new
cumulative orders. Method variance is calculated as the difference between the operation cost in the former
cumulative order operation and the operation close of the future cumulative order operation, extended by the
guantity transferred.

* Rounding of costs held in several decimal places could result in a non-zero balance in the WIP account. This
is changed to a Method variance at Cumulative Order Close.
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Method Variance During Accounting Close

Production Costing

Method Variance During Accounting Close

* Any value left in WIP after Production Order Accounting Close
is relieved from WIP and posted to Method Variance account
of parent

« Causes
- Changes to BOM or routing without cost recalculation
- Alternate structures or routings
- Item substitutions
- Order quantity (non-standard; Items)

- Floor stock issued (non-standard quantity)

M aQAD 67

After Production Order Accounting Close, no value should be left in WIP for the order accounting closed. If
any value is left in WIP after the Production Order Accounting Close has processed variances and floor stock,
then this value will be relieved from WIP and posted to the Method Variance account of the parent item.

Causes of Method Variance

Some causes of method variance are:

* Changes to the bill of material or routing without recalculating new costs
» Use of alternate structures and/or routings or item substitutions

* Order quantity (non-standard)

* Floor stock (non-standard quantity issued)

» Manually changing the Yield% in the Item Planning screen for manufactured items so that the planning yield
does not equal the rolled-up routing and product structure yield

» Batch quantity in Product Structures & Formulas not the same as order quantity in Items

» Wrong Quantity Per on production order BOM (Production Orders)

If setup cost is calculated as part of standard labor and burden, a method variance occurs for the difference
between the standard order quantity on the item planning record and production order quantity.
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Production Order Accounting Close — GL Effect

Production Costing

Production Order Accounting Close - GL Effect

Floor Stock GL Trans Type

DR WIP IC
CR Floor Stock

Material & Subcontract Usage Variances

DR Mat'l Usage Variance IC
CR WIP

DR Subcontract Usage Variance WO
CR WIP

WIP Reconciliation

DR Method Variance IC
CR WIP

Positive amounts = unfavorable variance;
Negative amounts = favorable variance

M aQAD 68

The calculations and GL transactions created by the Production Order Accounting Close are listed below.
* Floor stock is calculated as:

[(Qty Revd + Qty Rejected) * Qty Per] * Std Cost Per Unit

This quantity is posted at standard cost to WIP (debit) and Floor Stock (credit).

» Material Usage Variance is calculated. If unfavorable, WIP is decreased (credit) by this amount and the
variance is posted to the Material Usage Variance account (debit). The amount is equal to:

Actual Qty Issued - [(Qty Completed + Qty Rejected) * Qty Per] * Frozen Std Unit Cost

« Subcontract Usage Variance is calculated in the same way as Material Usage Variance, comparing the
number of subcontract items received to the number that should be required. It is calculated as:

[Qty Received on PO - (Op Qty Completed + Op Qty Rejected)] * Subcontract Frozen WO BOM Unit Cost

* WIP is now set to zero. Any outstanding WIP amount is removed from WIP (credit) and posted to the
Method Variance account (debit).

Note The GL transaction is WO-CLOSE wo#. Transaction type is IC or WO, as indicated.
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Production Order Cost Report
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Production Order Cost Report

Production Order Cost Report

QAD 10USA USD

Production Order 1025 1D 2474879
Production Line pi05001  Production Line 08001
Ttern Number 09002 Sales/Job
Arbag 02
Order Status 2 Suppler

Accumulsted  Expected Accrued
Cost  Varance

100.00 0.00
000
000

50.00
100,00 50.00

000
000
000
0.00
000

000
000

0.00

155.00

The Production Order Cost Report,, is designed for accountants and managers who need to analyze the costs
and variances associated with production orders. This report is normally used for reporting closed production
orders. It identifies production order costs, grouping them into five categories— material, labor, burden,
subcontract, and method change.

 Material costs are supported by data from inventory transactions for production order components

« Labor, burden, and subcontract costs are supported by transactions for production order operations

Note If this report is run for production orders before they have been processed by Production Order

Accounting Close, the variances calculated for those production orders may be incomplete.
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Accum Qty, Expected Cost, Accum Cost, Balance

Production Costing

Accum Qty, Expected Cost, Accum Cost, Balance

Production Order Cost Report waaoer

QAD 10USA USD 4:52:36 AM

Production Order 1025 ID 2474979
Production Line pl02001 Production Line 09001
Item Number 05002 Sales/Job Order Date 6/21/2021 sTD
Airbag 02 Release Date 6/21/2021
Order Status R Due Date 6/24/2021

Accumulated Expected Usage Consumed
Quantity Variance  Operation Cost

10.0 1 L 1 L 0.00 1 100.00
10.0 0.00 100.00
0.00 X 100.00

0.00 300.00

0.00

0.00 X 100.00
100.00

0.00
0.00
0.00
0.00

0.00
0.00

Accumulated Quantity

For Material, Accumulated Quantity is the actual quantity of components issued to this production order or
parent items processed by operation. For Labor and Burden, Accumulated Quantity represents the quantity
reported complete in Production Operations Reporting.

Expected Cost: Material

The material section of the report lists all the components associated with the production order.
* The Expected Cost is:

(Qty Complete + Qty Reject) x Frozen Qty Per x Frozen Std Cost

If this amount is zero, you probably did not receive or scrap anything against this production order. If you
have received something and the value is still zero or the wrong value, then check the frozen quantity per and
standard cost. These can be viewed and updated in Production Orders.

Expected Cost: Labor

The expected labor cost is the standard run and set-up hours multiplied by the work center rate.
Expected Cost: Burden

Burden is calculated as an application against labor. A labor variance has an associated burden variance.

The burden values are calculated the same way as labor, except the burden application rate is used. The
accumulated quantity is the units reported complete in that operation.

Expected Cost: Subcontract

Questions? Visit community.qad.com E
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Subcontract is similar to material in the way that it is handled.
» The Accumulated Quantity is the quantity received on the purchase order

» The Expected Cost for subcontract is the quantity completed plus rejects multiplied by the subcontract cost
from the routing operation

» The Accrued Variance is the variance the system has already recognized. It should be equal to the total of
the rate variance posted and the usage variance posted columns.

» Accumulated cost is the actual purchase order cost multiplied by the quantity received
Accumulated Cost: Material

The accumulated cost of material is the actual cost of the production order. It is the actual quantity issued
multiplied by the standard cost that was in effect at the time of the issue.

Accumulated Cost: Labor
The accumulated cost for labor is the actual hours multiplied by the actual pay rate.

The actual pay rate is the employee’s pay rate from payroll if available, or the work center rate if payroll is not
available.

Accumulated Cost: Burden
The accumulated cost for burden is the actual quantity completed multiplied by the actual burden rate.
Balance

Balance is the accumulated cost minus the rate and usage variances.
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Accrued Variance, Rate Variance, Usage Variance
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Accrued Variance, Rate Variance, Usage Variance

Production Order Cost Report waaoer

QAD 10USA USD 4:52:36 AM

Production Order 1025 ID 2474979
Production Line pl02001 Production Line 09001
Item Number 05002 Sales/Job Order Date 6/21/2021
Airbag 02 Release Date 6/21/2021
Order Status R Due Date 6/24/2021

Accumulated
Quantity
100

100

Accrued Variance

The accrued variance is the variance the system has already recognized. It should be equal to the total of the
rate variance posted and the usage variance posted columns.

Rate Variance Posted: Material

The material rate variance posted is the standard cost of the component at the time of issue minus the frozen
standard cost of the components multiplied by the quantity issued. This is calculated at the point of issue.

» Favorable variances display as negatives

— A negative indicates a credit balance. A credit balance for income statement accounts like variances are
favorable.

 Unfavorable variances show as positives
Rate Variance Posted: Labor

The rate variance posted for labor is the difference between the work center rate and the actual pay rate
multiplied by the actual hours.

Rate Variance Posted: Burden

The burden rate variance for labor is the difference between the work center rate and the actual pay rate
multiplied by the actual hours and the labor burden percent.

Rate Variance Posted: Subcontract

Questions? Visit community.qad.com m
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The Subcontract Rate Variance is the actual purchase order cost minus the subcontract cost from the routing
multiplied by the quantity received. It is calculated at the point of receipt (see figure above).

(Subcontract PO Unit Cost - Subcontract Frozen WO BOM Unit Cost) x Qty Received
Usage Variance Posted: Material

The material usage variance posted is calculated during an accounting close. If you have not run an
accounting close, the usage variance will be zero.

* The usage variance is the actual quantity used minus the quantity that should have been used multiplied by
the frozen standard of the component

— The quantity that should have been used is the quantity completed plus the quantity rejected multiplied by
the frozen quantity per

— The frozen standard is used rather than the standard currently in effect because the rate variance already
adjusted for the differential. If the current standard is used, it will effectively calculate the rate variance twice
for the quantity over or under issued.

Usage Variance Posted: Labor

The usage variance posted for labor is the difference between the actual hours and the standard hours
multiplied by the work center rate. These variances can be calculated at Post Production Order Usage
Variances, or at accounting close.

Usage Variance Posted: Burden

The usage variance for burden is the difference between the actual hours and the standard hours multiplied by
the work center burden rate. These variances can be calculated at Post Production Order Usage Variances or at
accounting close.

Usage Variance Posted: Subcontract

The Usage Variance for subcontract is the difference between the quantity received on the purchase order and
the quantity completed plus rejected multiplied by the subcontract cost from the router. It is calculated at
accounting close.

[Qty Received - (Op Qty Completed + Op Qty Rejected)] x Subcontract Frozen WO BOM Unit Cost
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Standard Cost Received

Production Costing

Standard Cost Received

Production Order Cost Report

10USA USD

Accrued Accumulsted Rats
Variance Cost Variance

Transfer In

Transfer Out

Overhead

[ Std Cost Revd
Scrapped
Method Change Variance

| Balance 1025/ 2474979

Standard Cost Received

The Standard Cost Received is the quantity completed multiplied by the standard cost of the parent in effect at
the point of receipt.

If you do the scrap in the Receive Order action in Production Operation Reporting, the scrapped amount is the
quantity rejected multiplied by the GL Standard cost of parent item at the point of receipt

If you do the scrap in the Report Operation Activity or Report Reject & Scrap actions in Production Operation
Reporting, the system automatically rolls up and totals material, run-time labor and burden, and subcontract
costs by operation. The system determines the value of the scrap at the operation where it is scrapped, based
on the production order reporting the scrap and the order’s routing and bill data.
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Method Change Variance

Production Costing

Method Change Variance

Production Order Cost Report o

10USA USD 6:55:22 AM

Accrued Accumulated Rats
Variance Cost Variance

Transfer In

Transfer Out

Overhead

Std Cost Revd

Scrapped

I Method Change Variance

‘ Balance 1025 /2474979

Method Change Variance

Method Change Variance is the residual cost in work in process. A residual work in process is caused by
changing the cost standard, product structure, routing, or work center.

« If roll-ups are not performed after a change, the resultant differential in costs will produce a method change
variance

— If the production order is in process at the time of the roll-up, a revaluation of work in process may be
required

— Production orders that are not released or closed do not need to be revalued

» Using an alternate bill of material or routing will result in a Method Change Variance, unless the cost of the
alternate is equal to the primary bill of material and routing that was the basis for the standard cost

» Direct updates to values in the Production Orders BOM/Routing, which control variance calculation, like
frozen quantity per, will result in a Method Change Variance

* If set-up time is used and the Qty Received-plus-Qty Rejected amount on the production order varies from
the Order Qty in Items planning data, a Method Change Variance will result

« If the Qty Complete in the Production Operations Reporting is different than the Qty Received- plus-Qty
Rejected amount in the production order, a Method Change Variance will result
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Review

Production Orders Process Flow
Production Orders

Components Issues

WIP Material Cost Revaluation

Floor Stock

Inter-site Transfers/Multi-site Component Issues
Labor/Burden Reporting

Subcontract

Prcduction Order Receipts

Scarp

Post Production Order Usage Variances
Production Order Accounting Close
Production Order Cost Report

M QAD
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Mastery Question — Multiple Choice

Production Costing

Mastery Question — Multiple Choice

1. If you want to post scrap to GL, which of following do you
need to do?

A. Set up in Inventory Control

B. Set up in Production Conftrol
C. Specify in operation reporting
D. Specify in production orders

M QAD 75

QaAD
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Mastery Question — True False

Production Costing

Mastery Question - True False

2. After you issued components, you can run WIP Material Cost
Revaluation to eliminate the material rate variance.

A. True
B. False

M QAD 76
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Mastery Question — True False

Production Costing

Mastery Question - True False

A. True
B. False

M QAD

QAD

3. Use Production Order Accounting Close to close both
discrete and repetfitive cumulative production orders.

77
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Exercise: Production Costing

Production Costing

Exercise: Production Costing

m
Questions? Visit community.qad.com


http://community.qad.com/

316

QAD Web Ul Quick Start Training Guide

Production Costing

A. Discrete Production Order

In this exercise, you will create production orders, backflush components, report labor, and receive finished
goods. You wll also do the production order accounting close.

1.

Review Production Control and make sure that the Post Scrap to GL option is selected. Also make sure
that WO Activity Threshold and Repetitive Activity Threshold are set to Firm Planned.

Use Production Orders to create a production order for item 08001 on site 10-100. Select the blank order
type and enter the Quantity to Start 10.00. Record the production order number.

Use Production Order Allocate to allocate the production order.

In Production Operations Reporting, use the Report Operation Activity action to report the operation with

the following fields:

Quantity Processed 10.0
Auto Backflush Yes
Actual Run Time 1.0
Receive Quantity 10.0
Close Order Yes

Use Inventory Transactions to review the components issues and product receipts GL transactions:

07001 Fabric 10-100 Ultrasound Mfg Site ISS-WO 1034
Main Inventory Accounts E-Signature  WIP Lot Trace -]
v Accounts
More ~
GL Transaction Type Account Sub-Account Cost Center Project BC Debit BC Credit GL Reference
ISS-WO 1550 Mech 200.00 0.00 TMP20210727/00998...
ISS-WO0 1500 Mech 0.00 200.00 TMP20210727/00998...
07002 Nylon Rope 10-100 Ultrasound Mfg Site ISS-WO 1034
Main Inventory GL Cost Accounts E-Signature WIP Lot Trace ¢
v Accounts
More
GL Transaction Type Account Sub-Account Cost Center Project BC Debit BC Credit GL Reference
IS5-WO 1550 Mech 200.00 0.00 TMP20210727/00998...
155-WO 1500 Mech 0.00 200.00 TMP20210727/00998...

mn
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08001 Cushion 10-100 Ultrasound Mfg Site RCT-WO 1034
Main Inventory GL Cost Accounts E-Signature WIP Lot Trace ¢
v Accounts
More
GL Transaction Type Account Sub-Account Cost Center Project BC Debit BC Credit GL Reference
RCT-WO 1500 Mech 460.00 0.00 TMP20210727/00998...
RCT-WO 1550 Mech 0.00 460.00 TMP20210727/00998...

6. Use Operation Accounting Transactions to review the labor GL transactions:

. . . Page 1/2
m Operation Accounting Transactions 1119001
QAD 10USA USD 8:48:11 AM
Site :10-100 Entity : 10USACO
Transaction  Eff Date Type Item Number Production Order Op Work Center RunTime  Quantity
Trans Date D Line Machine Setup Time
GL Reference Raference ID Account Sub-Acct CC Project Debit Credit
240463 7/27/2021 LABOR 08001 1034 10 WCD8001 1.00 0.0
712712021 2474991 0.00
LBR-2000 TMP20210727/00998285 WO21072700TNDK 1550 Mech 10.00
LBR-2000 TMP20210727/00998285 WO21072700TNDK 5120 Mech mfg 10.00
BDN-2000 TMP20210727/00998286 WO21072700TNDL 1550 Mech 50.00
BDN-2000 TMP20210727/00998286 WO021072700TNDL 5220 Mech mfg 50.00

7. Use Production Order Accounting Close to close the production order’s accounting.

B. Repetitive Production Order

In this exercise, you will create a repetitive production order, backflush components, report labor, and receive
finished goods. You wll also do the production order accounting close.

1. Use Production Lines to create a new production line PL09001 to produce item 09001 on site 10-100. The
planning units per hour are 10.00.

2. Use Employees to change employee 10-EMPO01’s pay rate to 15.00.

3. Create a production order for item 09001 on site 10-100. Make sure the order type is S, and enter the
Quantity to Start 8.00. Record the production order number.

4. Use Production Order Allocate to allocate the production order.

5. In Production Operations Reporting, use the Report Operation Activity action to report operation 10 with
the following fields; notice that a production cumulative order will be created after the activity.

Employee 10-EMPO1
Quantity Processed 8.0
Auto Backflush No
Actual Run Time 0.8
Issue component 08001 9.0

6. Use Inventory Transactions to review the components issues GL transactions:
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08001 Cushion 10-100 Ultrasound Mfg Site ISS-WO 1036
Main Inventory Accounts E-Signature WIP Lot Trace ¢
v Accounts
More =
GL Transaction Type Account Sub-Account Cost Center Project BC Debit BC Credit GL Reference
ISS-WO 1550 Mech 414.00 0.00 TMP20210727/00998...
155-WO 1500 Mech 0.00 414,00 TMP20210727/00998...

Use Operation Accounting Transactions to review the cumulative order labor GL transactions:

QAD

Site : 10-100
Transaction  Eff Date Type
Trans Date

249468 7/27/2021 LABOR
Ti27/2021
LBR-2000
LBR-2000
LBR-2001
LBR-2001
BDN-2000
BDN-2000

Operation Accounting Transactions

Entity : 10USACO

Item Number Production Order
D

Reference ID

1036

2474995
TMP20210727/00998291 WO021072700TNDQ
TMP20210727/00998291 WO021072700TNDQ
TMP20210727/00998292 WO21072700TNDR
TMP20210727/00998292 WO21072700TNDR
TMP20210727/00998293 WO21072700TNDS
TMP20210727/00998293 WO21072700TNDS

GL Reference
09001

10USA USD

op Work Center
Line Machine
Account Sub-Acct CC Project
10 We09010
pl09001

1850 Mech

5120  Mech  mfg
5150  Mech  mfg
5120  Mech  mfg
1850 Mech

5220  Mech  mfg

Run Time Quantity
Setup Time
Debit
0.80 0.0
0.00
8.00
4.00
8.00

Page 1/2
7272021
10:27:51 AM

8.00

4.00

8.00

8. Use Purchase Orders to create a subcontract purchase order for the production order operation 20. Tip:
enter the production cumulative order number in the Subcontract frame.

Supplier 1051002
Site 10-100
Line Item 09001
Quantity 8.0

Unit Price 11.00

9. Use the Receive Order action in Purchase Orders to receive the 8.0 WIP item 09001.

10. Use Inventory Transactions to review the subcontract receipts and components issues GL transactions:

09001 Airbag 10-100 Ultrasound Mfg Site RCT-PO P1010019
Main Inventory GL Cost Accounts E-Signature WIP Lot Trace °
~ Accounts
More +
GL Transaction Type Account Sub-Account Cost Center Project BC Debit BC Credit GL Reference
RCT-PO 5770 Mech 88.00 0.00 TMP20210728/00998...
RCT-PO 2520 Mech 0.00 88.00 TMP20210728/00998...

QaAD
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08002 Inflator 10-100 Ultrasound Mfg Site ISS-WO 1036
Item Site Transaction Type Or
Main Inventory m Accounts E-Signature WIP Lot Trace ¢
v Accounts
More «
GL Transaction Type Account Sub-Account Cost Center Project BC Debit BC Credit GL Reference
155-W0O 1550 Mech 80.00 0.00 TMP20210728/00998...
ISS-WO 1500 Mech 0.00 80.00 TMP20210728/00998...

11. Use Operation Accounting Transactions to review the issuing of subcontract items to WIP and subcontract

rate variance.

QAD

Operation Accounting Transactions

10USA USD

Site :10-100 Entity : 10USACO
Transaction  Eff Date Type Item Number Production Order Op Work Center RunTime  Quantity
Trans Date [+] Line Machine Setup Time
GL Reference Reference ID Account Sub-Acct CC Project
249473 7/28/2021 SUBCNT 09001 1038 20 we09020 0.00 80
712812021 2474995 plogoo1 0.00
SUB-2000 TMP20210728/00998295 WO021072800TNDU 1550 Mech
SUB-2000 TMP20210728/00998295 WO21072800TNDU 5770 Mech
SUB-2001 TMP20210728/00998296 WO21072800TNDV 5450 Mech
SUB-2001 TMP20210728/00998296 WO021072800TNDV 5770 Mech

Debit

80.00

8.00

Page1/2
712912021
3:20:29 AM

80.00

8.00

12. In Production Operations Reporting, use Report Operation Activity action to report operation 30 with the

following fields:

Employee 10-EMPO1
Quantity Processed 8.0
Auto Backflush Yes
Scrap Quantity 1.0
Actual Run Time 0.8
Receive Quantity 7.0

13. Use Inventory Transactions to review the components issues GL transactions:

08003 Control Unit 10-100 Ultrasound Mfg Site ISS-WO 1036
Item Site Transaction Type Order
Main Inventory GL Cost m E-Signature WIP Lot Trace -
¥ Accounts
More =
GL Transaction Type Account Sub-Account Cost Center Project BC Debit BC Credit GL Reference
IS5-WO 1550 Mech 80.00 0.00 TMP20210728/00998...
ISS-WO 1500 Mech 0.00 80.00 TMP20210728/00998...

Questions? Visit community.qad.com
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09001 Airbag 10-100 Ultrasound Mfg Site RCT-WO 1036
Main Inventory GL Cost Accounts E-Signature WIP Lot Trace ¢
~ Accounts
More =
GL Transaction Type Account Sub-Account Cost Center Project BC Debit BC Credit GL Reference
RCT-WO 1500 Mech 574.00 0.00 TMP20210728/00938...
RCT-WO 1550 Mech 0.00 574.00 TMP20210728/00998...

Use Operation Accounting Transactions to review the labor, burden, and scrap GL transactions:

&) Operation Accounting Transactions
QAD 10USA USD
Site :10-100 Entity : 10USACO
Transaction  EH Date Type Item Number Production Order  Op Wark Center RunTime  Quantity
Trans Date D Line Machine Setup Time
GL [+ Account Sub-Acct CC Project
249478 T7/28/2021 LABOR 08001 1036 30 wec09030 0.80 0.0
7128/2021 2474995 plo9001 0.00

LBR-2000 TMP20210728/00998300 WO21072800TNDZ 1550 Mech
LBR-2000 TMP20210728/00998300 WO21072800TNDZ 5120 Mech mfg
LBR-2001 TMP20210728/00998301 WO21072800TNE0 5150 Mech mfg
LBR-2001 TMP20210728/00998301 WO21072800TNE0 5120 Mech mfg
BDN-2000 TMP20210728/00998302 WO21072800TNE1 1550 Mech
BDN-2000 TMP20210728/00998302 WO21072800TNE1 5220 Mech mfg
249479 T7/28/2021 SCRAP-O 09001 1038 30 we09030 0.00 10
Ti28/2021 2474995 pl0g001 0.00
SCRAP TMP20210728/00998303 WO21072800TNE2 6000 Mech
SCRAP TMP20210728/00998303 WO21072800TNE2 1550 Mech

Debit

8.00

4.00

8.00

80.00

Page1/3
7/29/2021
3:57:14 AM

8.00

4.00

8.00

80.00

Use Post Production Order Usage Variances to post the usage variance in the cumulative order.

Use Production Order Accounting Close to close the production cumulative order’s accounting.
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Overview

Cost Management

Overview

« Cost Management Infroduction
Linked Site Costing
Multi-Element Costing Setup
Cost Simulation Process

Cost Planning Process
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Cost Management

Cost Management

Cost Management

Unlimited Cost Sets

Unlimited Cost Elements per Cost Category
Cost Simulation - “What If” analysis

Cost Planning — Implementing future costs
Linked Site Costing

MQAD 3

Introduction

With the Cost Management module, you can create additional cost elements, which provide additional
reporting detail; and multiple cost sets, which enable you to keep cost history and create future costs without
impacting current cost updates. These are aids to live costing and are covered in this chapter.

Cost Management also provides the ability to simulate cost changes and to modify elements of cost for “what-
if” scenarios, and to develop cost plans. These topics are also covered in this chapter.

Linked Site Costing allows you to create a cost set and then link it to multiple sites.

m
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Create Multiple Cost Sets
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Create Multiple Cost Sets
F1QAD CostAccountingManagerw |8 «  inventory »  Production =  Product Costing =  Requisitions ~  Cost Analysis Q & wsanusacor @~
Cost Sets Default View = 4 New  Actions ~ More ~+
E SIMO1  Simulation set 01 Simulation E
Cost Set Description ) |
m Elements - -
cu-01 Current Cost S
o
Current Defaultcurrer, * Main ¥
dsitedg! Cost Set |SIMO1 Q
Description | Simulation set 01 ¢
GL-01 GL Cost Set 01
Cost Set Type | Simulation ~ ]
Standard Default GL Co: -
Costing Method | None ~
U
v Elements A
<+ New t More ~
Cost Element =2 Category =1 Description
Burden Burden Burden
Labor Labor Labor
e e o

Create Multiple Cost Sets

For any item, multiple sets of costs can be maintained, each identified by a cost set code, in Cost Sets. Data
associated with this cost set code controls how these costs are updated and used.

Each cost set code is assigned a cost set type of GL, Current, or Simulated, and a costing method of Standard,
Average, Last, or None. These two fields together determine how costs from this cost set are updated and

used.

Note Only one GL and one current cost set per site are permitted. The default GL and current cost sets cannot
be maintained although the costing method can be changed in Inventory Control.
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Multiple Cost Sets and Sites

Cost Management

Multiple Cost Sets and Sites

Multiple Cost Sets

Cost Set Cost Set Cost Set Cost Set Cost Set
GL Projection A Historical Projection B Current

Multiple Sites /

Site 1000 Site 2000 Site 3000 Site 4000

M QAD 5

Cost Set Uses

Historical. Useful for tracking costs from prior periods. If standards are changed during a fiscal year, you can
track original standards set at the beginning. Or you can use historical cost sets to track standards from year to
year.

Simulated. Useful for planning future costs or performing “what-if” analyses, such as developing costs based
on different estimates of volume.

Site Specific. Different cost sets can be assigned to each site. Note that in a single-domain environment, you
can have only one current cost method, as this is set through the Inventory Control.

GL Cost Set. Defines costing method that will be used for inventory valuation.
Current Cost Set. Defines the current cost of an item, either last, average, or none.

Once you have defined the cost sets, you can assign them to each site using Cost Set to Site Assignment.
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Cost Management

Multi-Site Cost Considerations

Site A Site C
GL Cost Set: GL-A GL Cost Set: GL-C
Cost Method: Standard Cost Method: Standard
Current Cost Set: Cur-Avg Current Cost Set: Cur-Avg
Cost Method: AVG Cost Method: AVG

Site B

GL Cost Setf: GL-B
Cost Method: Average

Current Cost Set: Cur-Last
Cost Method: LAST

M QAD 6

Multi-Site Cost Considerations

Within QAD system, each site must be assighed a GL and a Current cost set. We saw earlier that these default
to the cost sets Standard and Current. All sites are initially assigned these cost sets, but this can be easily
changed. The Cost Set To Site Assignment, is used to assign a different GL and/or Current cost set to a
particular site. When GL costs are changed, inventory is automatically revalued to the new cost.

» Any cost set of type GL can be assigned to a site as its GL cost set. This cost set may use a costing method
of Standard or Average.

» Any cost set of type Current can be assigned to a site as its Current cost set. This cost set may use costing
method Average, Last, or None.

In the example shown on the previous page, each of the three sites (A, B, and C) are set up differently. In
particular, notice the following.

1 It is possible for more than one site to use the same cost set; they don’t have to be different. For example,
sites A and C share the same Current cost set.

2 Each site may use a different Current costing method. For example, sites A and C use Average costing and
site B uses Last.

3 Each site may use a different GL cost set and costing method. If you have multiple sites making the same
products, it is unlikely that they will have the same cost structure. To support this, each site may choose its
own cost method. For example, sites A and C use Standard costing, while site B uses Average.
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Linked Site Costing

Cost Management

Linked Site Costing

- Specify a set of GL cost site records to serve as an item's GL
cost at another inventory site

Assign rules to a site using Item Type, or Product Line, or
Purchase/Manufacture code or by None

No linked site rules can be assigned to the Default Site for
inventory

Other than the default site, each site can only have one rule

M QAD 7

Linked-site costing lets you specify one set of GL cost site records to serve as an item’s GL cost set at another
inventory site. The system sets the default value for GL Cost Source Site according to three site-linking rules,
that can be assigned by item type, product line, purchase/manufacture code, or none.

This costing method significantly reduces redundant data in a database, simplifies costing procedures, and
decreases the chance for unexpected cost discrepancies across sites. In addition, you need only one shared GL
cost set record for each inventory record instead of duplicate records for each site. Linked-site costing is
useful for companies that manufacture the same product in different ways at multiple sites, or that purchase
the same product from different sources.

The key benefits derived from Linked Site Costing:

« It reduces redundant data in the database since one cost record can serve many sites

« It simplifies the costing process because there is less to maintain

* It minimizes errors, which can be introduced by maintaining multiple duplicate cost records
* It eliminates time consuming and redundant Cost Set Copy processes

Note You cannot use linked-site costing for a site if you use the average cost method for GL transactions,
since average cost calculation does not consider inventory at multiple sites.

m
Questions? Visit community.qad.com


http://community.qad.com/

Cost Management 329

Linked Site Costing Example

Cost Management

Linked Site Costing Example

- Target Sites look to a Source Cost Site for their active GL Costs

Distribution Site 1 Distribution Site 2 Distribution Site 3

Target Site

Target Site Target Site

Source Cost Site

Scooter ManufacturingSite

M QAD

Linked Site Costing Example

Imagine you have an item, in this case a scooter, at a manufacturing site and at multiple distribution sites. And
the scooter has the same cost at each site. With Linked Site Costing you don’t have to maintain multiple
separate GL cost records; instead you maintain one GL cost record, in this example at the manufacturing site,
and the other sites use that cost record. Remember, though, that each site maintains its own Current cost
record.

There are a couple of new terms on this slide—Source Cost Site and Target Site. The site that is the “source”
for the costs is called the Source Cost Site; and the sites that refer to the Source Cost Site for their costs are
called Target Sites. We’ll discuss these terms in more detail in the next slide.
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Linked-Site Costing Rules

Cost Management

Linked-Site Costing Rules

« There are three Linked-Site Cost Rules
- Inventory Site
- Item Master Site
- User specified site

Linked-Site Costing Rules

* Inventory Site sets the default inventory site as the GL cost source site. The inventory site is also the default
site if you are not linking costs.

* [tem Master Site sets the site in Items as the default GL cost source site.

* User Specified Site sets any site you designate as the default GL cost source site.
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Linked-Site Costing Rules
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Linked-Site Costing Rules

F1QAD CostAccountingManagerv |8 »  Inventory v  Production v  ProductCosting »  Requisitions v  CostAnalysis w  More w Q &3  10USA 10USACO * e - a -
Linked-Site Rules Default View = 4 New [ Delete More ~
E 10-101 Distribution 1 No Item Attribute Yes E
Inventory Site =1 Item Attri )
10-101 No Item At
10-400 Product Line * Main Y
10-501 No Item Att Inventory Site | 10-101 Distribution 1
Item Attribute | No Item Attribute ¢
Linked-Site Costing Active (2 @
~ Linking Rules
1
A
Linking Rule | User Specified Site =
Default GL Cost Site |10-100 Q
&

Item Attributes and Linking Rules

Item attributes play a role in the data that displays in the Linked-Site Rules browse and in fields that display in
the grid in the Linked-Rules panel.

You can specify a default cost source site for all items at an inventory site, or you can associate a linking rule
at an inventory site with one of the following item attributes:

*No item attribute

*Product line

eltem type
*Purchase/Manufacture code

You can select only one item attribute for a particular inventory site. Existing linking rules for an item
attribute must be deleted before you can associate a different attribute with an inventory site.

For example, you set up linking rules for inventory site 20000 that are associated with the product line
attribute. Linking rules for the item type or Purchase/Manufacture code attribute cannot be assigned as long as
the product line attribute is associated with the site.

Using item attribute information in linking rules lets you determine different primary sites for different item
classifications depending on your business requirements.

When a linking rule is added or modified, run the Refresh Utility to update cost links.

Linking Rule

m
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Select one of the following linking rules:
* Inventory site

* Item master site

* User specified site

Use Linked-Site Rules Refresh action to update general ledger (GL) cost source sites and GL cost sets in
inventory master records after you set up or change rules in Linked-Site Rules.

Note: You should run the refresh action immediately after you make linked-site rule changes and before any
transactions occur; transaction should not occur until after the refresh is complete.

Three site-linking rules determine the default GL cost source site for items:
* Inventory Site

Sets the inventory site as the default GL cost source site. The inventory site is also the default site when you
are not linking costs or using linked-site costing. However, when you implement linking rules, this setting lets
you retain the inventory site as the default site for some item attributes, while linking other attributes to
alternate sites. For example, you may want to set up the inventory site to function as the default cost site for
manufactured items (Pur/Mfg code M), and set up another site as the default cost site for configured items
(Pur/Mfg code C).

« Item Master Site

Sets the site in Items as the default GL cost source site. This lets you set up costing on a per-item basis easily.
For example, if your business manufactures lipstick at one site and distributes from several sites, you could set
the manufacturing site entered inltems as the default GL standard cost site for lipstick, regardless of the
distribution site. This eliminates the need to set up separate GL standard costs for the same item at each
distribution site.

*User-Specified Site

Sets any default cost site you specify for items or item attributes. For a given site, you can designate that costs
for that site default from GL costs entered at another specified site for all items or for items with a specified
attribute. When you select Linking Rule 3, the Default GL Cost Source field becomes active so that you can
specify a site as the default GL cost source site.
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ltems GL Cost Source Site

Cost Management

ltems GL Cost Source Site

F1QAD CostAccountingManagerv  |A = Inventory ~  Production v ProductCosting Requisitions v CostAnalysis w  More v Q @ wusatusacor @~

Items Default View = 4 New  Actions  More »
E - 60099 20 Durable Plastic Housing Active E
Item 1 Description : b : exn Status
Main - Site ~ Item Aliases Intrastat Item Production Scheduling Picking Service ~ - -
01010 Medical Ultrz
~ GL Cost o)
01010-008 Verify Link te @
GL Cost Source Site 10-100 This Level Total 0.00
01010-014
Cost Set Standard Lower Level Total 0.00 &
01010-1
Date Updated 77472021 Cost Total 0.00
oo Supplies Kit !
N More -
01012 Sterile Probe A
Category «1 Element This Level Lower Level Total Primary A/O
01013 Sterile Wipes
Burden Burden 0.00 0.00 0.00
01018 Item cist
Labor Labor 0.00 0.00 0.00
01020 Implantable
Material Material 0.00 0.00 0.00
01021 Surgical Kit
Overhead Overhead 0.00 0.00 0.00
01030 Congumer Ul
> o» B |

This example shows what the Items cost maintenance screen looks like with Linked-Site Costing functionality
turned off. Note that the Inventory Site and GL Cost Source Site are the same, which also means that you can
modify the GL Cost Data. But, you cannot change the cost data if the item site is linked to another site and the
information is display only.
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Effect of Linking on Product Structure Cost Rollups

Cost Management

Effect of Linking on Product Structure Cost Rollups

« Roll-Up uses the costs of an item’s components and any subassemblies to
calculate this-level and any lower-level costs.

+ Roll-Up recognizes the links for any GL cost set using the standard costing
method, regardless of whether the cost set is active or inactive.

* When items are linked, the system uses the cost set specified af the GL
cost source site to find the cost. If the GL cost record is not found, a zero
cost value is used for the linked item.

+ Performing a rollup at one site does not roll up costs for a linked
subassembly at another site. The GL cost for the subassembly at the
source site is used to calculate the parent item’s cost at the inventory
site.

M QAD 12

Product Structure Cost Roll-Up uses the costs of an item’s components and any subassemblies to calculate
this-level and any lower-level costs.

Product Structure Cost Roll-Up recognizes the links for any GL cost set using the standard costing method,
regardless of whether the cost set is active or inactive.

When items are linked, the system uses the cost set specified at the GL cost source site to find the cost. If the
GL cost record is not found, a zero cost value is used for the linked item.

Performing a product structure cost rollup at one site does not roll up costs for a linked subassembly at another
site. The GL cost for the subassembly at the source site is used to calculate the parent item’s cost at the
inventory site.
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Effect of Linking on Routing Cost Rollups

Cost Management

Effect of Linking on Routing Cost Rollups

* Roll-Up calculates this-level manufacturing costs, lead times, and total
yield for an item at a particular site.

« If a GL standard cost set is specified for the rollup, then:
- The rollup does not update this-level costs if the item at the rollup site is linked.

- Lead time and yield for all selected items are calculated whether they are linked or
not.
- The operation cost calculation recognizes linked costs.

- Updating the active GL standard costs at a cost source site automatically updates
the costs at target sites.

- Routing Cost Roll-Up does not recognize links if the rollup is performed for current or
simulation cost sefs. In order to roll up costs correctly for linked items, you must use a
GL standard cost set.

[ 2 [e¥N») 13

Routing Cost Roll-Up calculates this-level manufacturing costs, lead times, and total yield for an item at a
particular site.

If a GL standard cost set is specified for the rollup, then:

* The routing cost rollup does not update this-level costs if the item at the rollup site is linked.

* Lead time and yield for all selected items are calculated whether they are linked or not.

* The operation cost calculation recognizes linked costs.

« Updating the active GL standard costs at a cost source site automatically updates the costs at target sites.

* Routing Cost Roll-Up does not recognize links if the rollup is performed for current or simulation cost sets.
In order to roll up costs correctly for linked items, you must use a GL standard cost set.
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Multi-Element Costing

Material Domestic Content
Foreign Content
Packaging
Labor Fabrication
Assembly
Burden Burden
Overhead Freight, Duty & Insurance
General Factory O/H
Subcontfract Subcontract
M QAD 14

Introduction

When we looked at costs earlier, we pointed out that the costs for an item are always broken out into five
categories—material, labor, burden, overhead, and subcontract. So far, these are the only categories that we
have looked at or entered costs for. However, each of these cost categories may be subdivided into an
unlimited number of component cost elements.

» Some companies need to identify different types of cost within the five standard categories of cost. For
example, a company may wish to identify the foreign versus domestic content of material cost. Another
company might want freight to be an element of material cost. The needs vary widely, and multiple element
costing allows you to break cost categories down further if you need to do so.

The use of cost elements is optional. You only need to introduce cost elements where you wish to have
additional reporting detail. If you do not add additional cost elements, you will always have at least five
elements—material, labor, burden, overhead, and subcontract; one for each category.

Note Regardless of how many cost elements are set up, only the cost categories will post to COGS in the GL.
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Cost Category Translations

FIQAD PurchasingManagerw  [&* v  Purchasing v  Requisitions v  Suppliers w  Purchasing Attributes v Receipts =  Shipping v More w Q & wsausacor @~

Cost Category Translations FactoryView ~ 4 MNew [ Delete More ~

E ch chinese Labor E
Language ~1 Description
Main o -,
v
<h chinese Main @
Langua
ch chinese guage | ch chinese "
Category |Labor
ch chinese
Translation | AT °
ch chinese L {
cs castilian spanis Ao
cs castilian spani¢
cs castilian spanit
cs castilian spanis
cs castilian spanis
e czech
> » =

Cost Accounting Managers can use Cost Category Translations to define and correct the translation for cost
categories by language.

There are five different cost categories: material, labor, burden, overhead and subcontract. Each cost element
in the system is associated with one of these categories. The cost category translations display in some reports
and maintenance functions in the user’s own language. The cost category translations form the basis of the
default cost element names when new items are created and a default set of cost elements are required. You
use this function to modify the current cost category translations.

Using this function, you can modify translations by:
* Adding new cost category translations
 Updating existing cost category translations

* Deleting cost category translations
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Multi-Element Costing: Set-Up
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Multi-Element Costing: Set-Up

Define Cost

Create Cost Set Enter Costs RollUp Costs
Elements

MQAD 16

Multi-Element Costing: Set-Up

First, assuming that the cost set is a new one, create a cost set in Cost Sets. Next, define the cost elements in
Cost Sets, and enter costs in Item Site Costs, or use Item-Element Cost Calculation, and let the system
calculate the costs. Roll up the costs in Routing Cost Roll-Up, and Product Structure Cost Roll-Up. These
steps are discussed on the following pages.

m
Questions? Visit community.qad.com


http://community.qad.com/

Cost Management 339

Cost Elements

Cost Management

Cost Elements

F1QAD CostAccountingManagerv |8 »  Inventory »  Production »  Product Costing w  Requisitions w  Cost Analysis v Q & wsausacor @~

Cost Sets Default View * 4 New  [§ Delete Actions ~ More =
E SIMO1  Simulation set 01 Simulation E
Cost Set Description )
Main - -
cu-01 Current Cost S
Current Default Currer ¥ Elements %o
1
dsitedg =+ new Tl Delete More ¥ &
GL-01 GL Cost Set 01
Cost Element Category Description .
Standard Default GL Co U
Freight Q,  Material Q Freight
o
Burden Burden Burden o
Labor Labor Labor Unlimited Cost Elements
Material Material Material * New cost elements must be associated
with one of the five cost categories = Mat'l,
QOverhead Overhead Overhead Lbr, Burden, OH, Subcontract
Subcontr Subcontract Subcontract
1-60f6
o [ -

Create Cost Set First
» Use Cost Sets, to define a cost set

* Ensure that cost sets to be used as the GL (Standard) or Current costs at a site are entered as type GL and
Current, respectively; otherwise they can only be used for simulation purposes

Define Cost Elements
* Use Cost Sets, to define additional cost elements for GL and Current type cost sets

« You will always have five cost elements to start with—material, labor, burden, overhead, and subcontract.
You can add others but you cannot delete these. Each of the cost elements you add must be associated with
one of the five cost categories.

* You can set up each current and GL cost set with its own cost elements, or each one can be set up the same.
In the latter case, enter the cost elements for one cost set and then use Copy Cost Element action in Cost Sets,
to copy them to other cost sets.

* To add a new cost element, while in the Elements frame, click New button and add the new element details
in the frame. Note that elements are displayed in element sequence within each cost category.

« If the Costing Method is Average, you can only add additional elements for Material. You cannot add
additional elements for the other categories.
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Item

08001
08001
08001

08001

M QAD

Enter Costs

Item Site Costs

Enter Costs Manually

F1QAD  Cost Accounting Manager v

Default View ~

¥ ~  Inventory v  Production »  Product Costing

4+ New  More ~

Deseription

Cushion

Cushion

Cushion

Requisitions w

Cost Analysis +

e-

Q & ousatousaco =

Cushion

08001 Cushion 10-100 Ultrasound Mfg Site SIMO1  Simulation set 01 E
o
~ Costs S
=+ new M Delete More = &
Category Element This Level Lower Level Total Primary Add On o
Material Freight Q E| 0.00 0.00
o
Burden Burden 0.00 0.00 0.00 A
Labor Labor 0.00 0.00 0.00 Add new .elemems
+ Enter This-Level costs
CEE MR =L s LY » Identify Primary element in each cost
Overhead Overhead 0.00 0.00 000 » Elements must already be defined
Subcontract Subcontr 0.00 0.00 0.00
1-60f6
e (s | - IO

Use Item Site Costs, to enter costs manually, or use Item-Element Cost Calculation, to have the system

calculate these costs based on other cost elements in the cost set.

Note There is no automatic update of multi-element costs to reflect actual transactions in the same way that
Current cost set values can be updated.

When you initially enter costs, only the five standard cost elements display. You can update costs for listed
elements or add costs for any other element that has been associated with this cost set.

Primary Element

Each category always has one, and only one, primary element. The primary element accrues all costs applied
to the category that do not match any other element in that category, as well as the costs applied to it
specifically. This only affects the routing roll-up, as you will see in the following sections.

QaAD
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Let System Calculate Costs
NQAD Cost Accounting Managerv  |&% «  Inventory Production »  ProductCosting v  Requisitions v  CostAnalysis »  More = Q &2  10USA 10USACO ¥ e Y =
Item-Element Cost Calculation Default Report = Schedule «  Burst Settings More =
» Settings
v Filter
|Prod Line - j}quals - || Q Eo + X
tem Number - lequals - o002 i - + x
ltem Type = ||equats - Q) = - + x
[Purchase/Manufacture - | ~ || ql % - + %
Isite ~ ||equals « |[10-100 a5 - + x
[cost set - H‘_g«_:uals - i]:Cuwen( Q = - + =
Cost Flement. = lequats - J[Freignt i) - + x
[Ada To/Replace Existing Cost )| e = |[Repiace - | - 4+ x
1{}58 This/Lower Level Costs '7“7aquals - ‘ j‘fﬂls Level « B8 - +
{Update ‘_.H.gglgﬂs - ‘:Yes - |F%e + x
[Etement #1 ~ | equats « | [Msterial Q| = + X
|Element #1 Percent --\},qgm - || 10,00 | % + x
elemant #2 vr‘fequ_als ~|| o5 - + x
=3
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Let System Calculate Costs

Costs can be entered manually for each individual cost element, as you have seen, or they can be calculated by
the system. Item-Element Cost Calculation, allows you to calculate the value for a particular cost element as a
percentage of one or more cost elements. For example, you may set Freight to 10% of Domestic Material
costs and 30% of Foreign Material costs, and Duty may be 25% of Foreign Material cost.

* You may specify whether the system should calculate costs as a percentage of an item’s this- level or lower-
level costs

— The ability to calculate a particular cost element as a percentage of lower-level costs is especially important
for companies that calculate fixed overhead as a percentage of total material costs
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Routing Cost Roll-Up

Routing Rolled-Up ltem Cost
Operation 10: » Labor: $30 Primary
Category: Labor Element
Assembly
1 Hour @ $10 Assembly Labor  $0
Category: Labor
_.Secondary
Elements

Fabrication Labor $0
Category: Labor

Operation 20:

Fabrication
2 H @ $10
ours @ § ® Only primary cost element is updated
¢ Secondary elements maintained manually
M QaAaD 20

Routing Cost Roll-Up

The Routing Cost Roll-Up, works a bit differently than the Product Structure Cost Roll- Up. While labor,
burden, and subcontract cost elements can be created and maintained manually through cost maintenance
functions, Routing Cost Roll-Up calculates labor, burden, and subcontract costs and places those costs in the
primary cost elements for each category. Any non- primary labor, burden, or subcontract cost elements are not
affected.

Example In the example in the figure above, we have a routing with two operation steps: assembly and
fabrication. The Routing Cost Roll-Up uses this operation information to calculate the total labor cost for the
item. This cost is stored under the primary cost element for the cost category Labor. In the example, this is the
cost element Labor.

The other two non-primary cost elements—Assembly Labor and Fabrication Labor—are not affected by the
cost roll-up. If the total cost of labor needed to be split into assembly and fabrication, it would have to be done
manually.

The same process is used to calculate burden and subcontract costs. The Routing Cost Roll-Up calculates the
total cost from all operations and stores it in the primary cost element for each of these categories.
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Product Structure Cost Roll-Up

Components Parent

Cardboard box

Package $2.50 Box of Bananas

Category:  Material \ Package $2.50 Roll-Up by Element
[ A Category: Material ® Product Structure Cost Roll-Up
Overheoc.i $1.25 B . adds elements to parent where
categony: Overead Overhead $3.25 needed and summarizes existing

| Category: Overhead | ones

Bananas
§ y Food $5.00

Overhead $2.00 Category:  Material
| Category: Overhead |

Food $5.00

Category:  Material

M QAD o

Product Structure Roll-Up

We indicated that the material and overhead costs for all components are accumulated and recorded as lower-
level costs for the parent. But, when material costs are split into several cost elements, each of these must be
rolled up separately.

Example A box of bananas, the parent item, consists of a box and a bunch of bananas. The cost of each of
these components is split into cost elements:

» Bananas cost $7, two elements: $5 Food and $2 Overhead

* Cardboard boxes cost $3.75, two elements: $2.50 Packaging and $1.25 Overhead

When we roll up the cost of a box of bananas (assuming a quantity of one and no scrap), the lower- level cost
is $10.75, split into three elements:

* Food, $5
» Package, $2.50
» Overhead, $3.25

Components need not have the same set of cost elements as the parent. The roll-up records one element at the
parent level for each cost element found in any of its components. If the component’s cost elements were not
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already on the list of elements for the parent item, the system adds them and records their cost. The cost of
common cost elements is summarized and recorded on the parent.
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Cost Reporting
Detail Posted to GL in Summary
Domestic content 10.00 )
Foreign content 5.50 | = 17.50 Material
Packaging 2.00 J
A bly lab 25.00
ssemply fabor = 45.00 Labor
Fabrication labor 20.00 |
Burden 10.00 = 10.00 Burden
Factory OH 1200 7 = 47 00 overhead
Insurance 5.00 )
Subcontract 2,50 = 2.50 Subcontract
Total Std Cost 92.00 = 9200
® View by element in Product Structure Costs, or Routing Costs
® No reporting to financials by elements

M QAD 22

Cost Reporting

When you look at costs in detail by element, you will see them broken down much like the costs displayed in
the figure above. Some reports give you the option of presenting cost information in detail by element or in
summary by category. Summarized reports show only the totals for each of the five cost categories.

Example The example in the figure above shows the difference between the information provided by a
detailed report and a summarized report.

* A detailed report shows each of the cost elements in sequence by cost category and element. It would print
each of the cost elements and their individual amounts.

» A summarized report shows only the totals by category. These categories are always material, labor, burden,
overhead, and subcontract.

Note Costs are only subdivided by cost element on cost reports, such as the Product Structure Costs, or
Routing Costs. Costs are not separately identifiable by cost elements through production order processing,
cost of goods sold posting, or configured sales order costing. All GL posting functions continue to work with,
and only with, the total for each cost category.
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Product Structure Costs

Cost Management
* View b t
Page 1/7 iew by category
Product Structure / Formula Costs 021
10USA USD 2:45:56 AM
Site  10-100 Cast Set Current
Level Component ltem QtyPer UM T PM Material Labor Burden ‘Overhead ‘Subcontract ‘Cost Total
Parent 01020 EA M
Implantable Ultra Rev. A This Level 0.00 2,892.36111 9.44785 0.00 000 3.001.80896
52712021 Lower Level 512.36322 270913 0.04038 0.00 0.00 51511273
Yield 72% Unit Total 51238322 2,995.07025 9.48823 0.00 0.00 3516.92169
1 50010 10 EA M
Acoustic Transducer A This Level 0.00 1.08 0.01692 0.00 0.00 1.07692
52712021 Lower Level 5527913 0.89058 0.01215 0.00 0.00 56.18186
Unit Total 55.27913 1.
Ext Total 5527913 1.4 Page 178
Product Structure / Formula Costs 2021
10USA USD 24625 AM
Sim  10-100 Cost Set  Current
Level  Companent Iem QtyPer UM | T Element Cat Cost CostiLL Cost Total Extended Cost
Parent 01020 EA Matenal  Mat 000 51238322 51236322 $1236322
Implartacis U Rev. A oo b 2596111 2i093  2mseioss 29507028
samane Budon  Bur o uares ooacss e a2y
Scrap  0.00% Overhead  Ove a.00 0.00 0.00 0.00
Yield T2% Subcontr  Sub 0.00 0.00 0.00 0.00
Compaonant item : 01020 Total 3,001.80806 51511273 3,516.92169 3,516.92189
T som (T RTr—— T Sz Sz Sazren
Acoustic Transgucer A Labor Lab 108 085058 185058 195058
S2TR02 Burden Bur 0.01692 001215 0.02907 0.02007
Overhead  Owe 0.0 000 0.00 0.00
Subcorts Sub o 000 000 000
® View by element [ companent e s0010 Total 1.07892 58.10180 5725078 5725078
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Cost Simulation

(B:udtgefed Projected
os Future Cost
What-If Revision 1
Cost I
Revision 2 Year ?

* Muliiple Simulations rearl
* Simvulate Cost Changes Historical
¢ Use to Update Standards Cost

* Unlimited Cost Sets

M QAD 24

Introduction

In addition to current and GL cost sets, it is also possible to set up an unlimited number of simulation cost
sets. These are used to develop and/or store information for:

* “What If?” costs
* Budgeted costs
* Projected costs
* Historical costs

Cost simulation functions provide you with the ability to set up different cost scenarios and test the impact of
cost changes. Unlike the other cost roll-up and update functions, cost simulation calculations look at an
entirely different set of cost standards. You can set up different work center labor and burden rates, different
subcontract operation costs, and different item material and overhead costs. Simulation roll-up functions look
at these costs rather than the standards.

Note The Item Site Costs screen includes all cost set types (GL, Current and Simulation). The Simulation
Item Site Costs screen only includes Simulation Cost Sets. This allows you to set up menu security so that
many users can have access to the simulation functionality, while granting only a few the ability to actually
affect GL cost sets.
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Cost Simulation Process

Cost Management

Cost Simulation Process

Add Simulation Copy Existing

Cost Set Cost Set Define Elements Enter Costs

Upgrade
Review Costs Current or GL
Costs

Simulation Cost
Roll-Ups

FMQAD 25

Cost Simulation Process Overview

To develop a simulation, first set up the cost set and beginning costs, usually by copying an existing set of
costs. This creates cost elements and copies the costs you specify.

* If you set up a new cost set manually, you will have to define the cost elements and enter the direct item
costs, work center rates, and subcontract costs. Then these costs and rates can be adjusted either manually or
through mass update functions.

Once the costs have been set up, roll-up functions calculate the simulated item costs. As in standard cost
development, manufacturing costs are rolled up and then product structure costs. The roll-up process uses the
BOM and routing specified for each item in Items. Simulated costs can be used to update current or GL item
costs, work center rates, and subcontract costs.

Comparison of Regular Costing and Cost Simulation
Regular costing and cost simulation differ in terminology and how costs are entered.

* In regular costing, enter purchased material and overhead rates in Item Site Costs. You can enter this-level
costs for any cost element. In cost simulation, these are referred to as item-element costs and are entered using
Simulation Item Site Costs.

« In regular costing, enter subcontract operation cost into the routing using Routings. In cost simulation, enter
subcontract cost in Simulation Subcontract Costs. Unlike Routings, here you can subdivide subcontract costs
into different cost elements.
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« In regular costing, enter work center labor and burden rates in Work Centers. In cost simulation, enter rates
in Simulation Work Center Rates. Rates can be subdivided into different cost elements.

Note Individual costs can be changed on a simulation, but there is no separate product structure and routing
so you cannot simulate structure changes or routing changes. All cost simulation calculations use the standard
BOM and routing identified in Items. If you have the same item/site combination in Items, the standard
routing and BOM from Items will be used to roll up costs.
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Add Simulation Cost Set

Q @ ousatousaor @~

F1QAD Cost Accounting Managerw  [8% ~  Inventory »  Production =  ProductCosting »  Requisitions =  CostAnalysis w  More w

Cost Sets Default View 4 MNew  Actions * More v
E - SIM02  Simulation Cost Set Simulation - E
Cost Set Description e
Main -] =
cu-01 Current Cost S
v i 0
Current Default Currer ~_Main L3
ditesgl Cost Set | simoz Q
Description | Simulation Cost Set &
GL-01 GL Cost Set 01
Cost Set Type | Simulation ~ @
Standard Default GL Cot ©
Costing Method | None +
SIMO1 Simulation set Aa
v Elements
+ New elete More «
Cost Element 2 Category « Description
Burden Burden Burden
Labor Labor Labor
o | o

Add Simulation Cost Set

* Enter a new cost set in Cost Sets, of type Simulation—cost simulation functions work only with cost sets of
this type

» Cost sets of type Simulation must have a costing method of None

» Cost sets of type Simulation cannot be assigned to a site or updated by transactions, or used to value
transactions. It is used to allow changes for the purpose of cost analysis only or to establish costs for future

periods.
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Co xisting Cost Se
py Existing Cost Set
ﬂQAD Cost Accounting Managerv  |® «  Inventory Production »  ProductCosting »  Requisitions v  CostAnalysis »  More =
Cost Set Copy to Cost Set Default Report ~ Schedule BurstSettings  Mare ¥
» Settings
v Filter
From Site * |lequals =l |_ID—IUD al = +
|From Cost Set ~ | lequals + || Standard Q = +
Tosite ~ | [equats ~ |[10-100 Q) = +
To Cost Set v [ewais ~ |[simo2 al = +
|tem + |lequals - Q = - + X
Product Line * |lequals - Qj x + X
;tem Type - -equals - Q = + X
ttem Group ~ |lequals - Q = + X
ABC Class + |lequals - qQl + x
Purchase/Manufacture * |lequals hd Ql = + X
Buyer/Planner -] equals - Q + x
Negative Change Allowed % ~ | lequals - 3 +
Positive Change Allowed % ~ |lequals - 3 +
[ |
M QAD 27

Copy Existing Cost Set

Generally, it is easier to start the simulation by copying data from one cost set and site to the simulation. This
can be done using various selection criteria in Cost Set Copy to Cost Set or Simulation Cost Set Copy to Cost
Set.

Cost Set Copy to Cost Set
Use Cost Set Copy to Cost Set to copy costs stored in one cost set to another cost set.

For each item and site, multiple sets of costs can be maintained. You can copy costs between different types of
cost sets (GL, current, and simulation) within the same site or between different sites. This function can take a
long time to process. When you use this function to update the GL cost set assigned to a site, inventory is
revalued to reflect the new costs.

After costs are copied, you can adjust them manually in Item-Site Cost Maintenance or have the system
calculate costs as a percentage of one or more cost elements in Item-Element Cost Calculation.

You copy cost sets typically when:
» Costs for items used at more than one site can be entered for one site and then copied to all of the others.

» Generating costs for the next period, you can use the active GL or current cost set as a basis, and then make
adjustments.

* For a simulation using costs stored in another cost set and adjusting for possible cost changes. When creating
a new simulation, also run Item/Routing to Simulation Copy to initialize work center and routing costs in the
simulation.
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You must specify both a site and cost set for the source and target cost sets. Records are selected based on the
selection criteria you enter. The system first looks for item data specific for the site. If none is found, the
system uses the item master record.

You can enter values in the Negative Change Allowed and Positive Change Allowed % fields to indicate the
percentage change to allow on all costs copied.

When one cost set is copied to another, costs may already exist in the target cost set. If so, costs are updated
only if the difference between the costs lies within this tolerance range.

When the GL cost set assigned to a site is updated using this function, inventory is revalued to reflect the new
costs. To reflect this cost change in work in process (WIP) and open sales orders, run WIP Material Cost
Revaluation.

When a site is the source for GL costs at other sites, updating the active GL cost set automatically generates
cost adjustment (CST-ADJ) transactions at any target sites. You cannot update GL costs at a target site, since
these costs are referenced from the source site.

Simulation Cost Set Copy to Cost Set

Costing Managers can use Simulation Cost Set Copy to Cost Set to copy direct costs from one cost set to a
simulation cost set.

Simulation Cost Set Copy to Cost Set is similar to Cost Set Copy to Cost Set; the difference is that you are
copying only to a simulation cost set from another cost set. So, the To Cost Set must be set to Simulation,
while the From Cost Set can be any cost set.

Records are selected based on the selection criteria you enter. The system first looks for item data specific for
the site. If none is found, the system uses the item master record.

You can enter values in the Negative Change Allowed and Positive Change Allowed % fields to indicate the
percentage change to allow on all costs copied.

When one cost set is copied to another, costs may already exist in the target cost set. If so, costs are updated
only if the difference between the costs lies within this tolerance range.

Notes Leave the Change Allowed % fields blank to disable the check for percentage difference between the
two cost sets.

» Cost Set Copy to Cost Set will initialize those items and cost elements copied to this set for manipulation.
Additional elements may be added, but this forms the basis of the simulation process.

Typically, only purchased items and their costs are copied; manufactured costs will be calculated.
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Modify Cost Elements

F1QAD CostAccountingManagerv |8 »  Inventory =  Production »  Product Costing w  Requisitions w  Cost Analysis w  More Q & wsausacor @~

Cost Sets Default View = 4+ New [ Delete Actions + More +

E - SIM02  Simulation Cost Set Simulation E
Cost Set Description ) )
Main -3 LN
cu-om Current Cost $
e WOeete More =
o
Current Default Currer L
Cost Element =2 Category =1 Description ~3
dsitedgl
Freight Material Freight Charges &
GL-01 GL Cost Set 01
Handling Matesial Special Handling Fees °
Standard Default GL Cos v
Insure Matesial Freight Insurance
SIMO1 Simulation set d
Material Material Material
Overhead Overhead Overhead
Subcontr Subcontract Subcontract
| SUBLBR Q. Subcontract  Q |Subcontract Labol | I
1-100f10
o o -

Modify Cost Elements

In the simulation process, you may want to split subcontract or overhead into more than one sub- element. For
example, you may wish to divide subcontract cost into two elements—material and labor cost—for which
costs can be added and maintained separately. You can do this by using Cost Sets.

Note The cost of any sub-elements will be added to existing direct material cost, so you will first want to zero
out any existing material cost using Simulation Item Site Costs.
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Simulation Cost Update

FI1QAD CostAccountingManagerv |42 v Inventory v Production v ProductCosting »  Requisitions v CostAnalysis w  More v

Simulation Item Site Costs Default View ~ + New  More =

E 01020 Implantable Ultra Rev. A 10-100 Ultrasound Mfg Site SIM02 Simulation Cost Set

Item Description

e -

~ Costs

+ Hew T Detete More =
Category Element This Level Lower Level Total Primary Add On
Material Freight Q 1q 0.00 0.00
Burden Burden 9.44785 0.04038 948823
Labor Labor 293236111 270913 2.995.07025
Material Material 0.00 51236322 51236322
Overhead Overhead 0.00 0.00 0.00

Subcontract Subcontr 0.00 0.00 0.00

I -
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o

Enter Costs

* To enter costs manually, use Simulation Item Site Costs, Simulation Subcontract Costs, Simulation Work
Center Rates

* To let the system calculate costs, use Simulation Item-Element Cost Calculation, Simulation Work Center
Rate Update

* To copy costs from another source, use Simulation Cost Set Copy to Cost Set, Cost Set Copy to Cost Set,
Item Routing To Simulation Copy

Enter Costs Manually

Once a simulation cost set has been initialized, usually you want to make changes. The cost of a certain
commodity may have changed (for example, gold prices may have gone up 25%), a new union contract may
have increased labor rates, or you may be planning a change in overhead rates. The whole idea of cost
simulation is to give you a vehicle so that you can test the effects of such changes without affecting your
current or GL costs.

» With QAD system’s simulation functions, you can do the following.

— Enter the direct item costs in Simulation Item Site Costs (see figure above). This looks the same as Item Site
Costs, but it only lets you enter costs for Simulation type cost sets.

— Enter work center rates in Simulation Work Center Rates

— Enter subcontract costs in Simulation Subcontract Costs
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Modify Work Center Rates

FI1QAD CostAccounting Managerw  |8% = Inventory = Production v Product Costing = Requisitions ~  Cost Analysis ~ Q & wsausacor @+

Simulation Work Center Rates Default View ~ 4 New  More +

E SIMO2  Simulation Cost Set 09001 Airbag Assembly Labor Labor E
Cost Set Work Cente - )
Main  Rates =] LN
v i o
Main %
Cost Set | SIM02 Q| simulation Cost Set
Work Center | 09001 Q Airbag Assembly &
Machine Q 9
Cost Element | Labor Q| Labor
o
Category | Labor A
~ Rates
Setup Rate 10.000
Labor Rate 10,000
2 En Cancel
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Modify Work Center Rates

Because labor or burden often make up a significant portion of total cost, it can be useful to simulate changes
in these costs.

Use Item Routing To Simulation Copy, to copy work center rates for labor, burden, and subcontract cost from
user-specified routings into the simulation cost set.

Next, use Simulation Work Center Rates, to change labor, labor burden, or machine burden rates. You could,
for example, evaluate the impact of a 15% increase in labor cost by multiplying the existing labor rate by 1.15
and entering that value for the labor cost element. Specify the cost elements of Labor and Burden to access the
respective fields of the Simulation Work Center record. (As you will see, you can also let the system calculate
and update the rates.)

» All work center costs are associated with cost elements labor and burden. If you want to split labor or burden
into more than one cost element, do this manually by using Simulation Item Site Costs.

* For each work center and machine, enter hourly rates for set-up and labor, as well as hourly rates for labor
and/or machine burden
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Modify Subcontract Costs

F1QAD CostAccountingManagerw  |# ~  Imventory ~  Production ProductCosting »  Requisitions =  CostAnalysis More = Q & wsausacor @~
Simulation Subcontract Costs Default View = 4 New  More ~
E SIM02  Simulation Cost Set 09001 20 SUBLBR Subcontract Labor E
Cost Set Routing Coc ) ) e
Mai -3 -
¥ Main %D
Cost Set | SIM02 Q| simulation Cost Set

Routing Code | 03001 Q &
Operation 0Q ™

Cost Element |SUBLBR Q| Subcontract Labor
0
Cost 10.00/ A

o e |-

M QAD

Modify Subcontract Costs

Companies that subcontract some of their production may want to compare simulated effects of changes in
their subcontract costs to simulated costs of doing the work in-house instead. The Simulation Subcontract

Costs, lets you run such simulations.

» All subcontract costs are associated with cost element “Subcontr.” To split Subcontract into more than one
cost element—for example, fixed and variable costs—do this manually using Simulation Subcontract Costs.

Here, you only specify the routing code, operation number, subcontract cost element, and amount. All of the
other routing information (for example, set-up and run times) comes from the standard routing.

m
Questions? Visit community.qad.com


http://community.qad.com/

Cost Management 357

Work Center Rate Update by Percentage

Cost Management

Work Center Rate Update by Percentage

F1QAD CostAccountingManagerw  |# ~  Imventory ~  Production ProductCosting »  Requisitions =  CostAnalysis More = Q & wsausacor @~

Simulation Work Center Rate Update Default Report ~ Schedule -  BurstSettngs  More =
» Settings

v Filter

Work Center ~ |lequals - |09001 Q = + X
Machine - |lequals - Q| = + X
Cost Set ~ | lequals - || siM02 Q) = +
Cost Element ~ | lequals - Q = + X
Change + ||equals - 1000 | ¥ +
Calculate Labor Rates = | equals - |Ves - = +
Calculate Burden Rates And %~ | |equals - ||ves .| = +
Update ~ |lequals - [ves - =
: " Page1/1
Simulation Work Center Rate Update T2
QAD 10USA USD 83526 AM
CostSel  SIMOZ (Simulation Cost Se)
Change  10.00%
Work Center  Descrption Machine  Calegory Element  Cost  SepFRate Labor Rate  Labor Bunden Fiste  Labor Burden %  Maching Burdan
9001 rbag Assembly Laber Labor MFG- 1000 10,00
WFG- 1100 1100
09001 Abag Assembty MFG-BUR  Burden WFG. 10.00 000% Q00
MFG- 11.00 000% 000
End of Repon

Let the System Calculate Costs

As we have seen, all costs can be changed manually, but additionally, there are update functions that allow
you to adjust costs up or down by a given percentage.

* Simulation Work Center Rate Update, updates work center labor and/or burden rates. (Shown in figure
above.)

—You can update all or some work centers and machines. Perhaps labor rates in one work center have gone
down by 5% (enter a minus sign before the percentage change, -5%) or all costs have gone up by 10%. The
cost update can quickly make the change.

* Simulation Item-Element Cost Calculation, lets you adjust the cost of one or more cost elements

— This can be done for all items in a cost set, or you can select them by item number, product line, and item
type. For example, you may increase Freight element costs for items of type FGI (finished goods), or decrease
Duty by 100% on all intra-EC sourced items, increase Factory Overhead by 5% on all Fabricated items, or
increase the purchased material cost of just one item.

Once changed, these are the rates used for simulation cost calculations.
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Copy Costs From Another Source

PF1QAD CostAccounting Managerw  |% »  Inventory »  Production v  Product Costing Requisitions w  Cost Analysis »  More w Q & wsaiusscor @+

Item Routing To Simulation Copy Default Report = Schedule =  BurstSettings  Mare ~
» Settings

v Filter

|Site ~ ||equals * |[10-100 Q = +
[Te cost ser ~ |lequals v |[simoz Q| = + >
|Effective Date ~ | |equals - || 782001 B | = + x
|item i .Equals - || 09001 Q| = + x
{Product Line ~ ||equals - Q| = + x
|nem Type * ||equals Q) x + X
[Work Center ~ |[equals Q)% + x
[Machine - |[equats a) = + %
j_Tmaran:e - ||equals - 10| =% + =
|Copy Workeenter Cost = ||aguals - | Yes = +
ooy Boamian ot ] e = +
|Update = lequals = |[ves s + =
=
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Copy Costs from Another Source

As you have already seen, you can use Cost Set Copy to Cost Set or Simulation Cost Set Copy to Cost Set,
depending on the user’s permissions, to copy item costs from a GL or current cost set to a simulation.

You can also use the following copy functions.

« Simulation Cost Set Copy to Cost Set, allows new simulations to be based on old ones. To establish a new
simulation, create it in Cost Sets. Then copy the data from an existing simulation to the new one as a starting
point. Item, work center, and operation (subcontract) costs can all be copied.

Note: The only difference between Simulation Cost Set Copy to Cost Set and Cost Set Copy to Cost Set is that
the first one only allows you to select a Simulation Cost Set as the To Cost Set.

« Use Item Routing to Simulation Copy, to copy work center labor and burden rates, and subcontract costs to
the simulation from the production data
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Simulation Routing Cost Roll-Up
F1QAD CostAccountingManagerv |8 »  Inventory =  Production »  Product Costing w  Requisitions w  Cost Analysis w  More Q & wsawusacor @~ S~
Simulation Routing Cost Roll-Up Default Report ~ Schedule ~  BurstSettings  More =
» Settings
v Filter Reset
[site + |[equats ~ | [10-100 a = +
|Cas(5e! - Hequals « || simoz Q) = -+
|item Number ~ | equals ~ | 09001 Q = + x
[item Type - ‘equals - Q = +
45 of Date - equals - 7/3/2021 88| % +
|Roll-up Labor Time - Henuals - |Ves - = -+
|Roll-up Setup Time: ~ | lequals < | [ves B i i i o102
- Simulation Routing Cost Roll-Up ot
[Roli-up Lead Time + | [equats - |ves - | %= QAD 0USA USD 1751 AN
[Roll-up tem Yield - [equals = || ves - | %
|Roll-up Labor Cost - Hequals - |Ves - k- Sae 10100 e W S Cost Sat_ 51002 ton Cost St
|Rouvup Burden Cost - Hequals - || ves - = e001 Aebag 08001 Okd Cost 40.00 40,00 0.00
- New Cost. 0.01 00 1000
|Roll—up Subcontract Cost - He\auals - |ves .| = % Change. 24.50% 24.98%
. Ami Change. ey 809 10.00
[include Yield in Cost + |[equats - || ves - | %
T ) r - .

Simulation Cost Roll-Ups

Once all of the simulation costs have been established, roll-up functions are used to calculate total item cost—
this-level plus lower-level costs. The calculations are exactly the same as in the regular Product Structure and
Routing Cost Roll-Up functions. The only difference is that you may not process current or GL cost sets in the
simulation roll-up functions.

« Similar to regular cost roll-up functions, you should calculate manufacturing costs prior to calculating
component costs, which means that you should run the Simulation Routing Cost Roll-Up, prior to running the
Simulation Structure Cost Roll-Up (see next page)
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Simulation Structure Cost Roll-Up

F1QAD CostAccounting Manager  [4% »  Inventory Production v  Product Cesting »  Requisitions w  Cost Analysis w  More v Q &2  10USA 10USACO *

Simulation Structure Cost Roll-Up Default Report Schedule ~  Burst Settings More =
» Settings
v Filter Reset
[site ~ ||equals + |[10-100 al = + x
[cost st + |[equais - |[simo2 al = + %
|item Number ~ | equats ~ || 03001 Q| = + x
[Prod Line - ||equats - | Q| = + x
[item ype = ||equals i al = + x
|Grcup * ||equals - ‘ 0.| x + x
[ of Date « |[equals -] 782021 &) % Poge 172
= Simulation Structure Cost Roll-Up 2021
|Low Level Material ~ |[equats <[ .| = QAD v us0 B
[Low Level Labor ~ ||equals = [ves - = Ste 10400 Urasound Mg Ste ComSet SM0Z  Simulaton Gom Set
e Material Labor Buden  Overasd  Subconwact Tots!
lL:vw Level Burden * ||equals - H‘Fes - | = 08001 EA Ok Cost 30.00 3001 30.01 000 1000 100.02
4 Aibag MNew Cot 20 001 3001 000 1000 10202
|Low Level Overhead - | |equals - e - | = % Crange ser% oo Qo0 a00% 200%
- - - - - Amt Changs. 200 000 000 000 000 200
[Low Level Subcontract_ + | [equals = | [ves Bl - '
[Low Level Labor Time = |[equals + [N - | = + x
i -

MQAD 35
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Cost Set Report

= Siteinfo /2 — 1w00% + |3

Item Cost Report T

10USA USD 3:19:50 AM

Description Line. Description
Ultrasound Mig Sae Finighed Goods (FGI)
09001 Airbag
Material Labor Burden Updated
38.8023 28.18833 2164774 712021
3000 40.00 40.00 ! s182021
3200 30.01 2001 82021

Cost Set Report

Simulated costs can be reviewed using any of the standard reports and inquiries. In particular, you may want
to use the following reports.

* Item Costs (see figure above)

» Comparative Cost Sets (see next page)
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Comparative Cost Set Report

= ComparativeCostSet ’ - 100% + [ )]

Comparative Cost Set Report

10USA USD
Material Labor
40.00
001
-25.0%

End of Report

Comparative Cost Set Report

After you have made changes to item costs, rates, or routings in the Simulation cost set, you can quickly
compare that cost set to the GL and Current cost sets by using Comparative Cost Sets.
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Cost Update

F1QAD CostAccountingManagerv  |&% »  Inventory v  Production v  ProductCosting »  Requisitions v  CostAnalysis w  More w Q &  10USA 10USACO » e - a -

Simulation to WC & Routing Cost Copy Default Report = Schedule v  BurstSettings  More ¥
» Settings

v Filter

From Cost Set > ||equals ~ ||SimMoz Q = +
Effective Date - ||equals - 7/8/2021 | % +
Routing ~ |lequals ~ || 09001 Q| = + x
Operation ~ ||equals ® + x
Work Center - ||lequals - || 09001 Q| = . N . Page 1/1
n Simulation to WC & Routing Cost Copy e
Machine * ||eguals - Q| = QAD 10USA USD 35801 AM
Tolerance ~ ||equals - 10 =
From Cost Set S0z Effective Daw 778202
Copy Workcenter Cost ~ ||equals « || ves - |Bse Tolseance 10%
Work Contar Machine Cost  SswpRats  LaborRata LsborBurdenRate  LabarBumden%  Maching Burdon Unchangod
Copy Operation Cost = ||equals - |Ves = 09001 o 0.000 10.000 20000 000% 20000
e 0,000 10000 20000 000% 20000 Setup.LaborLbr Ban Lbr B % Maching B
Update + ||equals - |\'es ES
Routing Operation Cost  Subconiract Cost Unchanged
0900 0 0 0.00000
New 10.00000
End of Report

Update Current or GL Costs
 Use Simulation to WC & Routing Cost Copy, and Cost Set Copy to Cost Set
Copy Simulations to Items and Sites

You can use the simulated cost to update current or GL costs (simulated cost sets cannot be used directly as
current or GL costs).

Copy Work Center and Subcontract Costs to Production Database

Use Simulation to WC & Routing Copy, to copy the work center and subcontract costs to the production
database. The program copies the work center set-up rate, labor rate, burden rate, machine burden rate, and
labor burden percentage to user-specified work center records. It also copies subcontract costs to the specified
routings.

* You can run the Work Centers, and the Routing Costs, to verify that expected changes have been made
Copy Simulation Costs to GL Cost Set

Use Cost Set Copy to Cost Set, to copy the simulation data into another GL cost set. This ensures that you
maintain a copy of your previous standard costs. Then use Cost Set to Site Assignment, to replace the standard
cost set at that site with the new GL cost set. This will update the inventory value if the GL cost set is updated.
All changes will cause an update to Inventory with the offset to the Cost Revalue account of the item. Once
the GL cost set is updated, the WIP Material Cost Revaluation, should be run to update WIP and the
production order bills for unissued material (see next page.) The Sales Orders revaluation should also be run if
the sales gross margin report is used.
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* You may use the Item Costs to review the data. The Item Costs shows both the current and GL cost data for
items.
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Verify Changes

F1QAD Cost Accounting Manager  [% »  Inventory Production v  Product Cesting »  Requisitions w  Cost Analysis w  More v Q & wsausacor @~ S~

Work Centers Default View »  More ~

Work Ctr starts with - m -1 &
Work Ctrat Machine Description Dept Supplier Backflush Location Mach/Op Labor Rate Labor Burden Rate Labor Burden Percent
09001 Airbag Assembly 1
1000 General Assel R Page1/1  [P02

m Routing Cost Report 01
QAD 10USA USD 41818 AM
Routing 09001

op 10
WorkCr  SewpTme  Sewpcost  SelupRate LbrBdn%  LbrBdnRate  LbrBurden Total
Machine. Ordar Qty UnitRun  LaborRate %% ycnperOp  MchBdnRale  MchBurden Burden  Suboonbract
we08010 10 10.00 10.00 0.00% 0.00 0.00
1.0 1.00 10.00 20.000 1 10.00 20.00 2000 0.00
op 20
Work Ctr Setup Time Setup cost Setup Rate Lbr Bdn % Lbr Bdn Rate Lbr Burden Total
Machine OrderQty  UntRun  LaborRata 879" \po0Op  MchBdnRale  MchBurden Burden  Subooninact
we09020 0.0 0.00 000 0.00% 0.00 0.00
1.0 1.00 10.00 10.000 1 10.00 10.00 10.00 10.00
op 30
WokCy  SewpTme  Sewpcost  SetupRate LbrBdn%  LbrBdnRats  LbrBurden Total
Machine. OcderQly  UntRun  LsborRate 2O uchporOp  MchBdnRasts  MchBurden Buden  Suboonirect
We09030 00 000 000 0.00% 000 000
1.0 1.00 10.00 10.000 1 10.00 10.00 10.00 0.00
| ‘Routing Total 40.000 40.00 10.00 |

Verify Changes

After moving simulation costs to the GL, use Work Centers, and Routing Cost Report, to verify that expected
changes have occurred.
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Historical Cost Sets
PF1QAD CostAccountingManagerv &% v Inventory v  Production v ProductCosting »  Requisitions CostAnalysis w  More w Q a rusaiusacor @ -
Comparative Cost Sets Default Report + Schedule ~  BurstSettings  More =
» Settings
v Filter Reset
[Base site + | [equats ~ | [10-100 al = + x
[Base Costset  ~ | |equals ~ | |standard al = + x
[comparison .. = | [equats - | [10-100 a2 + x
[comparison .. = | |equats. - | [simoz Q) = + ®
item Mumber = | |equats - Qi + X
FlQAD 40

Historical Cost Sets

You may want to compare the active GL cost set with either simulated cost sets or previously active GL cost
sets. For example, you may wish to compare “Qtr 1/20” with “Qtr 2/21.” The system gives you the capability
to retain an unlimited number of inactive cost sets and to make comparisons between them or between them
and simulated cost sets. For example, the figure above shows the screen for requesting a comparison between
cost sets for two quarters.
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Cost Planning Process

Create New Create Copy
Cost Sets Cost Plan Cost Set

Adjust Costs

Activate Costs Revalue WIP

Revalue Sales
Orders

M QAD

Introduction

41

Cost planning functions are used to phase in new costs. When you know ahead of time that costs are going to
change, you can enter those costs now, but not activate them until the actual changeover date. This is useful in

several situations.

* During budgeting, where you can predict future costs, but you are not ready to phase them in yet

 For commodity-based products, where raw material costs change seasonally or on some regular basis

* In hyperinflationary economies, where costs increase by a certain percentage each period

In order to use cost planning, simply set up a new GL cost set and use it to store the projected costs. Then use
Cost Plan by Site, to identify the date on which you expect these GL costs to take effect at this site.

* These costs are available for use on MRP and MPS Summary Reports, Both give you the option to use cost
plans when calculating the anticipated cost of planned production. This is useful for your planners,
particularly if costs are expected to change significantly. They can refer to the cost projections and reschedule

production accordingly.

Note Entering a cost plan does not change the GL cost automatically on that date. You must run the Cost Plan
by Site Update, any time after the start date for costs to change. To activate the costs earlier, use Cost Set to

Site Assignment.

Questions? Visit community.qad.com

QAD


http://community.qad.com/

368 QAD Web Ul Quick Start Training Guide

Create New Cost Set for Planning
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Create New Cost Set for Planning

F1QAD CostAccountingManagerw  |& v  Inventory »  Production v  Product Costing »  Requisitions =  Cost Analysis w  More v Q & wusaousaor @~
Cost Sets Default View 4 MNew  Actions * More v
E Plan01 Plan first quarter GL : E
Cost Set Description )
m Elements ] =
cu-01 Current Cost 5,
v i 0
Current Default Currer ~ Main L3
dsitedgl Cost Set | Plan01 Q
Description | Plan first quarter &
GL-01 GL Cost Set 01
Cost Set Type |GL ~ @
Standard Default GL Cot ©
Costing Methed | Standard ~
SIMO1 Simulation set \
v Elements a
SIMO2 Simulation Co:
+ New dete More
Cost Element =2 Category = Description
Burden Burden Burden
Labor Labor Labor
o o |- P

Create New Costs Sets

» Use Cost Sets, to create a new cost set

When you know how and when costs will change, record the new costs under a new Cost Set in Cost Sets, and
attach it to a site with a starting effective date in Cost Plans by Site.

* Suppose you experience a 10% cost increase in the first quarter. You would create a cost set with costs that
are 10% higher than normal and name it “1* Qtr” or whatever seems appropriate. Similarly, you might want to
create a cost set for the third quarter if costs for that quarter were expected to be less than normal.

m
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Create Cost Plan

F1QAD CostAccountingManagerv |8 »  Inventory =  Production »  Product Costing w  Requisitions w  Cost Analysis w  More Q & wsausacor @~

Cost Plans by Site Default View ~ 4+ New  More =

E - 10-100 Ultrasound Mfg Site 1/1/2022 Standard Standard 10USACO E
Site Description ' ’ o
Main -1 =%
~ Main %’
Site | 10-100 Q| Ultrasound Mfg Site Old Cost Set | Standard
Start Date 1/1/2022 &8 Costing Method | Standard &
New Cost Set | Plan01 Q| Plan first quarter Entity | 10USACO 9
Memo | Labor rate increasing
o
A
o [ -

Create a Cost Plan
Use Cost Plans by Site, to enter the site and start date specifying when the cost set will be active.

* The figure above shows a cost set created to plan for an anticipated labor rate increase beginning January 1,
2022.

Recording these planned cost changes does not affect GL costs until you run Cost Plan by Site Update, on the
exact date the change is to become effective. Until this date, these new costs are used by planners on costed
MRP Summary report, and Master Schedule Summary.
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Copy Cost Set as Baseline
F1QAD Cost Accounting Manager  [4% »  Inventory »  Production v  Product Cesting »  Requisitions w  Cost Analysis w  More v Q @ wusatusacor @~ ‘ -
Cost Set Copy to Cost Set Default Report ~ Schedule v  Burst Settings More =
» Settings
v Filter Reset
[From site + |lequals < |[10-100 al = + =
|From Cost Set - | lequals - ||Standald Q) = +
[Tosite ~ | lequals = ||10-100 Q = + x
[To Cost set ~ ||equals ~ |[plano1 q| = + %
|item | [equats | [0s001 al = + x
|Praduc( Line ~ ||equals hd | Q‘ = - + X
Item Ty - I - qQ x - Page1/2
ltem Type o | ‘ mn Item Cost Set Copy to Cost Set vzon
[item Group ~ ||equals - Q) = - QAD 1BUSA USD 3051 AM
a8 class v ||equats - al = - From Sie 10400 Utrasound Mig Site FromCostSet  Standard  GL CostSet
To Ske 10-900  Ultrasound Mfg Site. To Cost Sat Pian01
|Purchase,’Manufenule * ||lequals - | Q‘ = -
~ ~ Roen Number ‘Mem Deseription e Material Labor. Burdan ‘Ovortead  Subconbract Totsl Emor
|Buyerspranner | |equals - Q =
w001 e £x o con 000 o000 000 000 o0 000
|Negative Change Allowed % + |[equats | [ % - Now Cast 3000 w00 w00 000 oo 11000
% Change 100.00% 100.00% 100.00% 0.00% 0.00% 100.00%
|Positive Change Allowed % ~ ||equats - | % - Amaut Change 3000 000 4000 000 om0 11000
T " -

Copy Cost Set as Baseline

The costs for a planning cost set are usually added by copying an existing cost set as a baseline and then
adjusting the costs. Use Cost Set Copy to Cost Set. Or you could copy a cost set into a simulated cost set,
modify it, and then copy the accepted simulation as your baseline.
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Change Baseline to Fit Plan
F1QAD Cost Accounting Manager  [4% »  Inventory »  Production v  Product Cesting »  Requisitions w  Cost Analysis w  More v Q &3  10USA 10USACO = a -
Item-Element Cost Calculation Default Report ~ Schedule = BurstSettings  More ~
» Settings
~ Filter Reset
|Prod Line + ||equats Ml al = + x
|uem Number - | equals - | Q| = + x
|item Type v |[equats - Q) = + x
Purchase/Manufact - ! - a)l % - )
(ot 5P l ; Item-Element Cost Calculation P
[ste ~ |[equars = | [10-100 Q) = QD 1S U0 ““':f“::“
|cost set  |[equals = |[Przno1 a)
|cost Etement ~ ||equats - || Laber ql =
i 10100 Eenent Porcont Eloment Parcant Elomant Parcant
| dd To/Replace Existing Cost = |[equals - | [Repace - | - Cost ot Pl Labor 12000
|use ThisiLower Level Costs = |[equals = |[whis Lever .| = CostSement Lotx =
|Update + |[equals > ||",fes = om Numbar hom Description e Miterial Labor Buden  Overhesd  Subcontract Coat D
- 06001 Airbag EA Od This Level 000 40.00 40.00 000 0.00 40,00
|Element #1 ~ ||equals - | [Laber Q| = Old Lower Lavel 000 00 000 o om0
New This Level o000 4800 40.00 0.00 000 4800°
|Element #1 Percent - ||equa\s > || 12000 | = New Lower Lavel 3000 000 000 000 000
[etement #2 ~ | [equats -l al = +
T " " . .
MQAD 45
Adjust Costs

* Use Item Site Costs, to enter new costs manually, or use Item- Element Cost Calculation, to let the system
calculate new costs based on percentages

Change Baseline to Fit Plan

In Item-Element Cost Calculation, you can change element costs by percentage and let the system calculate
the new cost, or, in Item Site Costs, you can enter the new cost directly.

* The example in the figure above indicates a 20% increase in labor rates

* To see the effects in the MRP and MPS summary reports, you must select Update

m
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Activate Cost Set

PFIQAD CostAccounting Managerw |88 »  Inwventory = Production »  Product Costing = Requisitions ~  Cost Analysis = More = Q & wsausacor @+

Cost Plan by Site Update Default Report ~ Schedule ~  BurstSettings  More =
» Settings
v Filter Reset

|site v | |equals - [w—mu Q = - +

|Upda|e * | |equals - |Ves - = - +

M QAD 46

Activate Costs

» Use Cost Plan by Site Update, or Cost Set to Site Assignment on the exact date the cost plan is to take effect
to activate the cost set

To activate the cost set according to the cost plan, run the Cost Plan by Site Update, or Cost Set to Site
Assignment any time after the start date.

In addition to activating the new cost set, the program also changes the inventory to reflect the new costs and
posts the cost revaluation amount to the general ledger.

* The Inventory account is debited and the Cost Revalue account is credited with the difference multiplied by
the quantity on hand

It is recommended that you print the report.

« If GL costs are changed by mistake, you must manually re-enter the old cost in Item Site Costs
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PF1QAD CostAccountingManagerv &% ~  Inventory v  Production v ProductCosting »  Requisitions »  CostAnalysis v More Q & usaousacor @+ a -
WIP Material Cost Revaluation Default Report = Schedule =  BurstSetings  More ¥
» Settings
v Filter Reset

|Account hd |€Quals - ‘ Qf x + x

15ub-Accmnl - iequaIs - i Ql = _' + x

|Cost Center ~ ||equats - | qll = + x

i,‘;lcut'?‘ ',-! équals -,1 Q x |4+ X

[Production Order_+ ||equats - Qj = + X

io ~ |l eauats -] af = + x

item Number | [equats - a| = T4 x

|site ~ ||equats - ||10-100 Q| = + x

|GL Effective Date | |equals - 7197201 88| % + x

Summary/Detail = |eeuu|s > HDewiI v | % +

[Update ~ |[squais - v - | I+ =

Revalue WIP
» Use WIP Material Cost Revaluation, to revalue WIP based on newly activated cost set

Assuming that WIP exists, you will need to revalue it using the newly activated cost set. You can do this by
using WIP Material Cost Revaluation.
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Revalue Sales Orders

PFIQAD CostAccounting Managerw | »  Iventory = Production »  Product Costing »  Requisitions ~  Cost Analysis = More = Q & wsaousaor @ &~

Sales Orders Default View = 4 New  #Edit  Adions = More » &

Sales Ord: tarts with -
SalesOrder~!  ©  Sold-To Sort Name : BILT Ship Allocated Order Date Due Date Purchase Order Salesperson Currency:  :  Site Quote
Co =
10510033 10-100 oMi - UsA Division  10-10]Ld 10/16/2017
Copy to Quote o
10510035 10-100 QMI - USA Division 1010 107162017 |[HOMTR0N usb 10-100 ®
10510043 10C1001 MediLogic 1061 Allocate 27izors ([0 105P02 usD 10-100 &
— Confirm
10510044 10C1001 Medilogic 10ct asiote [NGEOTE 105P02 usD 10-100 Q104
Reprice ?
- PO1 -
10510048 10C1000 LUTZ Retail 10-1C Check Credit 10/16/2017 _ 10SPO uso 10-400
10510051 10c1001 MediLogic 100 RevalueCost | 30 (R o363« 10502 usp 10-100
10510052 1061001 MediLogic i, TojeesetoPiedaction 542772021 _ PO000T 105P02 usp 10-100
AUTO1 12€1001 Cooper Automative... 12C1001 12€1001 snonoto [NETRGH 125P02 MXN 10-200
50031181 31C1003 Sanitarium Heslth .. 31C1003 31C1003 sroorr (IR AUD 10-400
50041191 31C1003 Sanitarium Health F... 31C1003 31C1003 sorr (R AUD 10-400
50051701 10C1000 L7z Retail 10C1000 10C1000A 1072672016 [ IISIEAE0R 105P01 usD 10-400

1-25 of many >

The Sales Orders revaluation should also be run if the Sales Order Gross Margin report is used.
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See Effects in MSS and MRP Summary
QAD Cost Accounting Manager»  |a « Inventory =  Production v  Product Costing Requisitions »  Cost Analysis w  More = &3  10USA 10USACO + - 9.
ng g -
Master Schedule Summary Default Report ~ Schedule =  BurstSettings  More =
» Settings
~ Filter Page2/3
M Master Schedule Summary o
|1tem Number | lequals - a)l % - QAD 10USA USD 81218 AM
[sie ~ | equats = | 10-100 Q) = Past mmm 002 OUIBZZ OIZNZ2 0VGOR2 020872 2MN22 (202 O2RNZ2 OMOGR2 O3AA22
|Buyer/Planner ~ | |equals - Q) = 122521 | 010V 0082 | 011522 0RXZ2 012922 020572 021222 (211922 02p622 GNSI2 0AXZ 031922
) _ Total GL Cost (Planned)
[Product Line ~ | lequals - Q % Prod Forecast 0 0 0 [ o ) o o o o 0 [ o
Forecast o o o o o o o o o L] o
|Gr°un i \equals i Qi = Sales Orders. 550 0 [ 0 0 o ] o ] o o 0 0
|llemType - ‘EQUEH - al = Gross Reqgs o o o o o o o o o o o 0 o
Mstr Sched 66990 0 0 0 0 0 0 0 0 0 0 0 [
|supplier ~ ||equals - Q = Inv Revalue o 0 o o o o 0 o 0 o o 0 o
Projected QOH 73420 30580 -150804  -150804  -150804  -150804 -150804 -150804 150804 150804  -150B04  -150804 150804
[Purchase/Manutacture - J equsts - s Avail Promise 79420 0 o 0 0 o 0 o 0 o ) 0 [
|Indudehm = Hequals - |[mo .| Cum ATP 79420 79420 85196 85196 85196 85196 85196 85196 85196 85196 85196 85196 85196
|Cos(Toulls - Hequals - |\‘es v | = +
|| [use costpians =) figiaie <[ -] = | + 1,000 x $1.16 = $1,140 (current costs)
Include Negative ATP Only = | |equals « J[ne -] = x - N
: e G H’“ : : 1,000 x $1.17 = $1,171 (cost plan reflecting 10%
Display Negative ATP ~ | lequals = ||no . % x .
e = , £ ' labor rate increase)
@ [o¥N»} 49

See Effects of Cost Plans in MPS and MRP Summary
You can see the effects of planned changes by using the Master Schedule Summary, and the MRP Summary.

In example, report shows the effect of cost plan increases, which become effective Sat, Jan 1, 2022 - first
work day affected is Monday, Jan 3.
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Cost Management Infroduction
Linked Site Costing
Multi-Element Costing Setup
Cost Simulation Process

Cost Planning Process

MQAD 50
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Mastery Question — Yes No

Costing Management

Mastery Question - Yes No

1. If a site using the average cost method, can you use linked-
site costing for ite

A. Yes
B. No

MQAD 51
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Mastery Question — All That Apply

Costing Management

Mastery Question - All That Apply

2. Which of the following statement is NOT correct?
A. You will always have five cost categories.
B. You can add or delete any cost element.

C. Each category can have multiple elements but always has
one, and only one, primary element.

D. Current and GL cost set must have the same cost element.

MQAD 52
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Mastery Question — All That Apply

Costing Management

Mastery Question - All That Apply

3. The planned cost changes does not affect GL costs unfil you
run:

A. Cost Plan by Site Update

B. Cost Set to Site Assignment

C. WIP Material Cost Revaluation
D. Item-Element Cost Calculation

M QAD 53
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A. Cost Simulation
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In this exercise, you will add a simulation cost set, copy an existing cost set to the simulation cost set, enter

costs, and roll-up costs.

1. Use Cost Sets to create a new cost set:

Cost Set SIM2021
Cost Set Type Simulation
Cost Method None
2. Use Cost Set Copy to Cost Set to copy the standard cost set to the simulation cost set:
From Site 10-100
From Cost Set Standard
To Site 10-100
To Cost Set Sim2021
3. Use Simulation Item Site Costs to update the material cost for items 070
SIM2021.
Item 07001
Material 30.00
Item 07002
Material 30.00

01 and 07002 in cost set

4. Use Item Routing To Simulation Copy to copy work center cost and operation cost to cost set SIM2021.

Site 10-100
To Cost Set SIM2021
Copy Work Center Cost Yes
Copy Operation Cost Yes
5. Use Simulation Work Center Rates to update work center wc08001:
Labor Rate 20
Labor Burden Rate 40
Machine Burden Rate 30

6. Use Simulation Routing Cost Roll-Up to roll-up the simulation routing cost for routing 08001.

Site 10-100
To Cost Set SIM2021
Item Number 08001

7. Use Simulation Structure Cost Roll-Up to roll-up the simulation product structure cost for item 08001.

Site 10-100
To Cost Set SIM2021
Item Number 08001

8. Use Item Costs to review the simulation cost for item 08001.

QAD

Site Description Line
10-100 Uttrasound Mfg Site 20
08001 EA
Cost Set Material
SIM2021 60.00

Item Cost Report

10USA USD

Description
FGI Purchased
Cushion
Labor Burden
2.00 7.00 0.00

End of Raport

0.00

Cost Total
69.00

Page 1/1
712912021
10:33:13 AM

Updated
7/29/2021

Questions? Visit community.qad.com
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9. Use Comparative Cost Sets to compare the cost set standard with SIM2021 for item 08001.

QAD

Comparative Cost Set Report

10USA USD

Page 1/1
712912021
10:38:48 AM

Hem Number Material Labor Burden Overhead Subcontract Cost Total
08001 Standard 40.00 1.00 5.00 0.00 0.00 46.00
Cushion sim2021 60.00 200 7.00 0.00 0.00 69.00
% Diff 50.0% 100.0% 40.0% 0.0% 0.0% 50.0%

End of Report

10. Use Simulation to WC & Routing Cost Copy to copy the simulation work center and routing to standard

for GL or current costs.

B. Cost Planning

In this exercise, you will create a new cost set for cost planning, create cost plan, copy cost set, adjust costs,
and activate costs. Assume you are going to create the cost planning for year 2023. If you do it for another
year, you can enter the proper cost set code and start date.

1.

Use Cost Sets to create a new cost set:

Cost Set Plan2023

Cost Set Type GL

Cost Method Standard

Use Cost Plans by Site to create a cost plan:

Site 10-100

Start Date 1/1/2023

New Cost Set Plan2023

Memo Labor rate increasing

Use Cost Set Copy to Cost Set to copy the standard cost set to the simulation cost set:

From Site 10-100

From Cost Set Standard

To Site 10-100

To Cost Set Plan2023

Use Item-Element Cost Calculation to increase the labor rate by 20%:
Site 10-100

Cost Set Plan2023

Cost Element Labor

Element #1 Labor

Element #1 Percent 120%

Use Cost Plan by Site Update to activate the planning cost set on site 10-100.

Use Forecasts to set up the forecast 1000 for item 08001 for the last week of year 2022 and the first week

of year 2023.

Use Master Schedule Summary to view the cost effects for the Total GL Cost (Planned).

QaD
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CHAPTER 8

Average Costing
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Average Costing
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Overview

Average Costing

Overview

« Average Costing

* Why Use Average Costing?

+ Example: Standard vs Average

« Average Cost for Purchased Items & Manufactured Items
« Purchase Order Receipts: Standard vs Average

« Production Order Receipts: Standard vs Average

« Partial Production Order Receipts

« Production Order Accounting Close

« Multi-Site Transfers

. Averoie Cos’rinﬁ Exceiﬁons
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Average Costing (Weighted Average)

Average Costing

Average Costing (Weighted Average)

- Timing/procedure of transactions critical

Each time anitem is received, the
average cost is recalculated as:

(Old Qty On-hand x Old Avg Cost) + (Qty Received x Received Cost)
(Old Qty On-hand + Qty Received)

M QAD 3

What Is Average Costing?

Average costing simply keeps a running average of what an item is costing. This is much different than
standard costing, which predicts what an item should cost. With the average cost method, the average cost of
the goods available for sale is not predefined by you; rather it is computed and the units in both cost of goods
sold and ending inventory are costed at this average cost. It is a weighted average: Each unit cost is weighted
by the number of units with that cost (see figure above). In QAD Enterprise Applications, a new average unit
cost is calculated after each receipt and optionally by AP supplier invoices.

How to Set Up Average Costing

Use QAD Enterprise Applications Cost Management to set the GL cost set to have a costing method of
Average Cost. To create a cost set type GL with its method set to Average, it is necessary to create a new cost
set by using Cost Sets because you cannot modify the default GL Standard cost set. You can only set the cost
set type when adding a new cost set. When you have created the new cost set of the type GL with the method
Average, you can populate it with data, if you choose, by copying another cost set using Cost Set Copy to
Cost Set. This new GL Average cost set can now be assigned to the appropriate sites by using Cost Set to Site
Assignment.

Average Cost Considerations

In order to successfully use average costing, you need to maintain perpetual inventory balances, both in terms
of quantity and for accounting purposes. The system assumes that the following is true.

* You must maintain physical inventory on a perpetual basis. When items are issued from inventory, the on-
hand quantity is immediately decreased. When items are received on purchase orders or manufacturing orders,
the on-hand quantity is immediately increased.

mn
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The timing of transaction entry is absolutely vital. Because averaging is done based on quantity on-hand, these
guantities must be accurate. Also, if you are using Production Order Cost Report, all components should be
issued for the entire production order quantity prior to moving work to the next operation; otherwise costs will
be misstated on this report.

* You must maintain accounting inventory on a perpetual basis. When items are issued from inventory, the
Inventory account is immediately credited and the WIP or COGS accounts are debited. When items are
received on purchase orders or manufacturing orders, the Inventory account is immediately debited and the
WIP or PO Receipts account is immediately credited.

* You must not allow negative inventory balances. Use Inventory Status to prevent overissuing. As you can
see from the calculation a negative balance times the old average cost will yield a negative cost which when
averaged with the new items at their cost will result in an answer that does not make sense. To prevent this in
the case of a negative on-hand the system uses the current receipt cost.

Once again, timing is important. If GL transactions are not generated immediately, they will not pick up the
correct cost because cost changes each time a receipt is processed.

The accounting balance for inventory should at all times be equal to the quantity in inventory multiplied by
today’s average cost for the item. This ensures that the Inventory subsidiary ledger always balances to the
general ledger.
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Why Use Average Costing?

Average Costing

Why Use Average Costing?

« Hyperinflation / legal requirement

* Radical fluctuation or unpredictability of cost components
(commodity prices)

 Business practice (philosophy)

Requires more attention to detail and procedures

M QAD 4

Average costing is primarily used in two situations:
* Hyperinflationary economies (where it might be a legal requirement)
» Commodity-based manufacturing environments

In both of these situations, it is almost impossible to predict what item costs should be (standard cost). In a
hyperinflationary economy, prices rise explosively with inflation. In a commodity-based environment,
commodity prices can fluctuate wildly. This is the case for many process manufacturers.

Example A food processing company whose major ingredient is sugar can choose not to use standard costing
because sugar prices normally cannot be predicted very accurately from one day to the next. Yet the company
still needs to track sugar’s actual price to accurately cost products and determine revenues.

In these types of environments, average costs are used. They track the movement of costs, on average, and
provide a more realistic view of what inventory values and cost of sales actually are.

Note Be aware that, as with any actual costing technique, average costing requires much more reporting detail
than standard costing and requires much stricter procedural controls.
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Example: Standard vs Average

Average Costing
Example: Standard vs Average
Standard Cesting Average Costing
Standard| Inventory Average| Inventory
Cost Value Cost Value
Qty on Hand 5,000 10.00 50,000.00 10.00 50,000.00
Purchase 3,000 10.00 80,000.00 13.75 110,000.00
(@20.00)
Use 4,000 10.00 40,000.00 13.75 55,000.00
Differences posted to variances Costs chosen reflect actual
PPV = 30,000 (5,000x 10.00) + (3,000 x 20.00) 1375
(5,000 + 3,000] S

M QAD 5

Example A company has an initial inventory of 5,000 items that cost 10.00 each for an on-hand value of
50,000.00. This is a commodity item whose purchase price varies widely. The company wants to compare the
difference affects of standard versus average costing. The beginning balance of 50,000.00 is the same for
either method.

If the company uses standard costing, with the standard set at 10.00 and purchases an addition 3,000 units at a
cost of 20.00 each the value of inventory is 80,000.00, that is 8,000 units at the standard cost of 10.00. There
is a purchase price variance of 30,000.00.

The cost of manufacturing would be understated (and revenue would be overstated). Under an average cost
system, the cost is re-averaged at the time of receipt.

[(5,000 * 10.00) + (3,000 * 20.00) / (5,000 + 3,000) = 13.75
The new value in inventory would be (13.75 * 8,000) or 110,000.00; a more accurate reflection of its cost.

Issues from inventory do not change the average value of the items just the total value on-hand. Standard costs
can be used in an inflationary or commaodity-based environment, but it is necessary to change standards very
frequently (perhaps weekly or monthly).
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Average Cost for Purchased Items

Average Costing

Average Cost for Purchased ltems

« The system calculates the average cost for materials by using
the equation:

[(Receipt Qty x Receipt Cost) + (Iltem Qty On-hand x Current Material Cost)]
New Qty On-hand

For purchased items, the quantity received is multiplied by the purchase order price and added to the quantity
on-hand multiplied by the current average material cost. This sum is divided by the new quantity on-hand to
determine the new average material cost. The value of inventory is adjusted to reflect this new average cost.

To calculate average costs for materials, the following equation is used:

[(Receipt Qty * Receipt Cost) + (Item Qty On-hand * Current Material Cost)] / New Qty On- hand

Questions? Visit community.qad.com m
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Average Costs for Manufactured Items

Average Costing

Actual

Average Costs for Manufactured ltems

Work in Process

Labor costs

Components /

Value at AVG.

Burden Rates
x Actual hrs.

M aQaAaD

$ XXX
$ XXX
F XXX

$XXXX

Total Costs in WIP

Quantity Received

Reaveraging
takes place
in F.G. stock

—— Finished
Goods

* Overheadisnotre-averaged

For manufactured items, the averaging process is more complex. When finished items are received, the
average cost is calculated for the production order using the actual amounts that have been recorded in WIP.
This average production order cost is used to calculate a new average cost for the item.

Average Cost Calculation

Average production order cost is calculated for material, labor, burden, and subcontract. Overhead is not
included in the average cost calculation; it is considered a fixed cost.

To calculate average costs for manufactured items, the following equation is used:

(Item Qty Received / Cumulative Qty Completed at the Operation) * Operation’s Cumulative WIP Cost

QaAD
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Average Costs for Manufactured Items Example

Average Costing

Average Costs for Manufactured ltems Example

A quan’ri’ry of 20 is received for an assembly production order.

Cum Qiy Completed | Cum WIP Labor Cost, $ WO Receipt Cost Calculation, $

20 /100 * 100 =20

20 75 150 20 /75* 150 =40
30 50 20 20/50*20=8
40 40 50 20 / 40 * 50 = 25
Total labor cost for 20 units: 23

Comp 1 (20x 1) *5=100
Comp 2 1 1 (20x1)*1=20
Comp 3 2 1 (20 x 1) *1 =40
Total material cost for 20 units: 160

Example Assembly A has three components: Compl, Comp2, and Comp3.

A quantity of 20 is received for an Assembly A production order. First, the labor, burden, and subcontract cost
categories are calculated. The table below uses Labor as an example.

Next material cost is calculated for the three components used as shown below.

Finally, the production order receipt is re-averaged. There are 10 units in stock at an average unit cost of $12
each.

Cost for 20 units received = ($93 + 160) / 20 = $12.65
New average cost will be:
(10 * $12) + (20 * $12.65) / (10 + 20) = $12.43

Questions? Visit community.qad.com m


http://community.qad.com/

394  QAD Web Ul Quick Start Training Guide

Purchase Order Receipts: Standard vs Average

Average Costing

Purchase Order Receipts: Standard vs Average

« Standard Cost
- GL fransactions at standard
- Overhead is applied
- Variances calculated
« Average Cost
- GL fransactions at actual
- Overhead is applied (not re-averaged)
- No variance calculated
- Receipt re-averages GL cost (& adjusts inventory value)
- AP variances optionally re-average GL cost & inventory

M QAD 9

Earlier, we saw how Purchasing and Accounts Payable functions operate in a standard costing environment:
All amounts are posted to the GL at standard and any difference between actual and standard costs are posted
as variances. In an average costing environment, this is not the case. All amounts are posted to the GL at the
actual cost. If the PO cost is different than the GL cost, the GL cost is simply re-averaged.

Example An item has a GL Material cost of $20 and a GL Overhead cost of $3. With a beginning inventory
of zero, you receive one unit at a PO cost of $25. The result is that the GL cost is re- averaged; now the GL
Material cost will be $25. (GL Overhead cost is unchanged.)

The following equation is used (which calculates average costs for materials):

[(Receipt Qty ~ Receipt Cost) + (Item Qty On-hand ~ Current Material Cost)] / New Qty On-hand
[(1*$25) + (0*$20)] / 1 =$25

The PO receipt created the following GL transactions:

DR Inventory $25 CR PO Receipts ~ $25

DR Inventory $3 CR Applied Ovh  $3

As with any other inventory type transaction, the GL transaction type is IC, but the transaction description is
RCT-AVG po #. This indicates that this receipt caused the cost to be re-averaged.

Note Reaveraging only happens if the PO specifies Update Avg/Last = Yes. If set to No, the standard costing
algorithms apply, even if the GL costs are Average. PO returns are considered issues, not receipts and do not
re-average cost.
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If this PO is vouchered at a cost of $30 at the time of entry, you have the option of posting the extra $5 to a
variance account or to inventory. If you choose variance, the $5 is posted to the AP Rate Variance account. If
you choose Inventory, the $5 is posted to Inventory and the cost is re-averaged (from $25 to $30).
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Production Order Receipts: Standard vs Average

Average Costing

Production Order Receipts: Standard vs Average

« Standard Cost
- GL fransactions at standard
- Overhead is applied
- Variances calculated
« Average Cost
- GL fransactions at actual
- Overhead is applied (not re-averaged)
- No variance calculated
- Receipt re-averages GL cost (& adjusts inventory value)

M QAD 10

In a standard costing environment, all amounts are posted at standard and variances track differences between
actual and standard. In an average costing environment, this is not the case. Everything posts at actual costs. If
these are different than the GL cost, the cost is re-averaged. This ensures that all production order costs are
reflected in inventory.

GL and current cost is re-averaged by the Production Order Receipt function by the following rules:
 Only Lower-Level Material cost is re-averaged. This-Level Material cost is not.
» Overhead is considered fixed. It is not re-averaged.

« Costs are always recalculated on a category-by-category basis, even when the totals are the same, in order to
cover the situation when items that are usually purchased are made in-house (or when items that are usually
made in-house are purchased).

* Subcontract cost for an item is normally not re-averaged until Production Order Receipt. However, if the PO
receipt does not specify a valid production order and operation, subcontract cost for the item will be re-
averaged at that time.

» Average cost calculations include only costs that have been reported before the production order receipt is
processed. Costs posted after the receipt are included in the averaging calculation done by the next receipt.

 The Operation Completion transaction will post operation costs at standard if none are reported. Be sure to
run this before you process receipts. Unlike under standard costing, the accounting close does not complete
unreported operations at standard.
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Example: Production Order Receipts

Average Costing

Example: Production Order Receipts

OnHand = 3 Average Cost = $2.50
WO Qty.= 10 WIP Cost (Mat + Labor) = $3

Note: The three examples below are independent, nof cumulative.

1. Receive 10 units complete

Avg = (3 X 2.50) + (10 X 3.00) = $2.89
13

2. Receive 9 units complete, reject 1, close production order Reject posted fo
Avg = (3 X 2.50) + (9 X 3.00) = 3$2.88 Scrap account
12
3. Receive ? unifs complete, close production order In-process loss

Avg = (3 X 2.50) + (9 X 3.33) = $3.12
12

M QAD 11

We will first look at a simple example, followed by more complicated situations.

Example There are three units in stock with a total GL cost of $2.50 each. We have a production order for 10
units: $10 of material is issued to this production order and $20 of labor. A production order receipt is
processed for all 10 units.

The new average cost is calculated as follows:

The unit cost of the items in WIP = $30 / 10 units = $3

The new average cost = [(3 units * $2.50) + (10 units * $3)] / 13 units = $2.89
Rejects

How do rejects get factored into average costs? As in a standard costing environment, it depends upon how
you report them; as rejects or as in-process losses.

* Rejects are reported on the Production Order Receipt. For example, if we received 9 units, rejected 1 unit,
and closed the production order, the result would be:

The unit cost of the items in WIP = $30 / 10 units = $3
The new average cost = [(3 units * $2.50) + (9 units * $3)] / 12 units = $2.88

* In-process losses are not reported as rejects. On the production order receipt, you would receive 9 units and
close the production order. The result:

The unit cost of the items in WIP = $30 / 9 units = $3.33
The new average cost = [(3 units * $2.50) + (9 units * $3.33)] / 12 units = $3.12
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Partial Production Order Receipts

Average Costing

Partial Production Order Receipts

Amount to apply to inventory equals:

(op) Remadining Cost X Qty being Received
SumS Qty Remaining
where Qty Remaining = Op. Qty Complete - Qty Already Received

Example: On-hand = 3 Average Cost = $2.50
WO Qty. = 10 WIP Cost (Mat + Labor) = $30

1. Receive 1 unit complete

Avg = (3 X 2.50) + (1 X 3.00) =$2.43
A
2. Add $10to WIP and receive anotherunit
Avg = [4 X 2.63) + (1 X4.11) =%$293
5
M QAD 12

Because QAD Enterprise Applications allows partial receipts, average cost calculations use a modified
process costing algorithm. In a process cost system, costs are not identified with specific units; instead, all
costs are accumulated and divided by the total number of units produced to arrive at an average cost. Because
partial receipts might have included some of the cost, the amount to apply to inventory equals the sum of:

[remaining cost * (qty being received / remaining qty)] at each operation

1. We will use the same example of the production order for 10 units. The WIP cost of $30 represents work at
a single operation for all 10 units. No receipts have been processed. Now, process a receipt for one finished
unit. Because we received only one of the 10 items manufactured at that operation, it seems logical that only
one-tenth of the WIP cost will be used to re-average the cost.

The unit cost of the items in WIP = $30 / 10 units = $3
The new average cost = [(3 units * $2.50) + (1 unit ~ $3)] / 4 units = $2.63

2. Now add another $10 of Labor to WIP. Total WIP cost is $40. But some of this has already been averaged
into inventory. When you receive additional units on this production order, this must be factored in before you
can re-average cost.

WIP cost remaining to be averaged = $10 + [(9/ 10) * $30] = $37
The unit cost of items in WIP = $37 / 9 units = $4.11
The new average cost = [(4 units * $2.63) + (1 unit * $4.11)] / 5 units = $2.93

Note Because production order quantity can be changed, it is not used in these calculations. The system uses
only quantity completed at each operation and production order receipt quantity.
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Production Order Accounting Close

Average Costing

Production Order Accounting Close

® On Receipt: Excess posts to Inventory and Re-averaged

® On Accounting Close: Costs posted after production order is closed; also
re-averaged unless QOH<Receipt Qty. (Part of costis
re-averaged; the rest is Inventory Discrepancy)

Example:

1. Transfer 100 units from WQ123 to FG @ This-Level Labor = $2

2. Sell 25 of these units from FG @TL Labor $2

3. Before Production Order Accounting Close, add further $250 Labor fo WO 123
4

. Production Order Accounting Closerecognizes QOH 75 < Receipt Qty 100, so
averages 75/100 x $250 = $187.50 over 75 in stock;
new Labor Cost = (75 x $2)+%$187.50)/75 = $4.50; and posts Inventory Discrepancy
of 25/100 x $250 = $62.50

M QAD 13

Generally, when a production order has been fully received, all production order costs are posted to inventory.
However, this cannot happen if:

 More units have been completed at an operation than have been received
* More materials have been issued than needed for the quantity received
* Additional labor is reported or material issued after production order has been fully received

If you show the production order as closed when processing the final Production Order Receipt, excess labor
and material costs are simply averaged into Inventory.

If you close the production order by setting the status to [C] (Closed) in production orders or if additional
labor and material are reported after production order receipt, then the resulting balance in WIP at accounting
close is handled as follows:

« If quantity on-hand at production order site is not less than production order quantity received, then excess is
added to Inventory and the average cost recalculated.

« If the quantity on-hand at the production order site is less than the production order quantity, then only part
of the production order quantity can be averaged into Inventory. The remainder is posted as an Inventory
Discrepancy.
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Multi-Site Transfers

Average Costing

Multi-Site Transfers

Standard to Standard or Average to Standard

Any difference in total standard cost is posted to the Transfer
Variance Account at receivingsite

Standard to Average

Any difference in Material, Labor, Burden, or Subcontract cost
causes the Average cost at the receivingsite to be re-

averaged. Only Overhead cost posts to the Transfer Variance
Account

FQAD 14

Accounting for inventory transfers that take place between two sites using different costing methods looks the
same from a GL perspective. The same debits and credits are created, for the same accounts. The only
difference is the amounts and how they are determined.

For example, we have two sites, A and B. Both have a beginning on-hand quantity of 10 units. Site A is a
standard cost site. The standard cost for Material is $5 and Overhead $2 (total standard cost= $7). Site B is an
average cost site. At this time the average material cost is $10. There is no overhead cost.

If we transfer all 10 units from site A to site B, we will get the following GL transactions:
1. Issue the units from inventory at site A
DR Inventory $70 CR Inventory $70
2. Transfer the units to site B
DR Transfer Variance $70 CR Intercompany $70
3. Process the receipt at site B. First, average cost is re-averaged:
Cost Re-average = [(10 units * $10) + (10 units * $5)] / 20 units = $7.50

Note Average cost calculations do not include Overhead amounts. Overhead is assumed to be fixed and is not
re-averaged.

4. Update inventory to reflect the items received
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After the receipt of 10 units, the new value of inventory will be $150 (20 units at $7.50 each). Right now the
inventory value is only $100 (10 units at $10 each). In order to bring inventory up to the correct value, the
system creates the following GL transaction:

DR Inventory $50 CR Transfer Variance $50

The result of this process is a new average cost of $7.50, an inventory value of $150, and a transfer variance
of $50. Because the difference in material costs was simply absorbed into inventory, the transfer variance

reflects only the Overhead amount. If there had been no Overhead cost, you would have seen only one GL
transaction at the receiving site.

DR Inventory $50 CR Intercompany $50

Questions? Visit community.qad.com



http://community.qad.com/

402  QAD Web Ul Quick Start Training Guide

Average Costing Exceptions

Average Costing

Average Costing Exceptions

« *Beginning quantity less than zero (negative inventory)

« *Receipt quantity less than zero, resulting in a negative ending
quantity on-hand

« Cost of items returned to a supplier is large enough to result in
a negative cost

Must make a manual adjusting entry to correct or resolve

*New average will be receipt cost

M QAD 15

When you understand how average costs are calculated, it should be apparent that you would get undesirable
results in the following cases.

* Beginning quantity is less than zero

* Receipt quantity is less than zero, resulting in an ending quantity less than zero
* The cost of the items returned to the supplier results in a negative cost

To account for such situations, QAD average costing does the following:

1. If the ending quantity is less than zero, the system assumes that the new average cost is the same as the new
unit receipt cost. To account for this, the amount of:

(New Average Cost - Old Average Cost) x (Old Qty On-hand)

is debited to Inventory and credited to the Discrepancy account before the receipt is posted. The new average
cost will be the new unit receipt cost.

2. If a receipt (positive or negative) will result in a large distortion in average cost—for example, the quantity
to be received is less than zero and the ending quantity is less than or equal to zero—this is considered an
exception condition and is handled as noted above.

In both of these situations, the discrepancy is created so that you can manually manage it by making an
adjusting entry.

Average cost will not correct previously entered transactions. That is why the sequence is so important.
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Average Costing

Review

* Average Costing

* Why Use Average Costing?

« Example: Standard vs Average

« Average Cost for Purchased Items & Manufactured Items
« Purchase Order Receipts: Standard vs Average

« Production Order Receipts: Standard vs Average

« Partial Production Order Receipts

» Production Order Accounting Close

* Multi-Site Transfers

- Average Costing Exceptions
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Average Costing

Mastery Question - True False

1. If you using the average cost method for Current Cost, you
need to use Cost Sets to set Average for the Current cost set

A. True
B. False

M oAD 17
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Mastery Question — True False

Average Costing

Mastery Question - True False

2. Inthe case of using Average cost method for GL cost set, all
the purchase amount will be posted to inventory account
even if the PO cost is different than GL cost.

A. True

B. False

M oAD 18
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Average Costing

Mastery Question — Multiple Choice

3. Which of following do you use QAD Average Costing method
fore

A. Legal requirement

B. Business practice

C. Legal requirement and business practice
D. None of above

M oAD 19
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Average Costing

In this exercise you will create a new cost set and implement it as the GL (general ledger) cost set for average

costing.

1. Use Cost Sets to create a new cost set. Set the Cost Set code to 2021AVG, the Cost Set Type to GL, and the

Costing Method to Average.

2. Use Sites to create a new site 10-110 and use Locations to create a 020 location for the site. Set the default
inventory status to Y-Y-N to prevent over-issues. You cannot change the costing method of a site that has

open production orders.

3. Use Cost Set to Site Assignment to assign the new GL cost set to the new site. Leave the new current cost

set field blank for the system default set.

4. Use Cost Set Copy to Cost Set to copy some data into the new cost set. You will use a limited number of
items from the system for this exercise. Copy from site 10-100 - standard to site 10-110 - 2021AVG; use

items 60001 - 60004.

m Item Cost Set Copy to Cost Set

QaAD 10USA USD

From Site 10-100  Ultrasound Mfg Site From Cost Set Standard

To Site 10-110 To Cost Set 2021AVG GL Cost Set

Iltem Number Item Description UM Material Labor Burden

60001 Durable Plastic Housing  EA  Old Cost 0.00 0.00 0.00
New Cost 127.00 0.00 0.00
% Change 100.00% 0.00% 0.00%
Amount Change 127.00 0.00 0.00

60002 Display / Readout EA 0Oid Cost 0.00 0.00 0.00
New Cost 122.00 0.00 0.00
% Change 100.00% 0.00% 0.00%
Amount Change 122.00 0.00 0.00

60003 Keyboard EA Old Cost 0.00 0.00 0.00
New Cost 55.00 0.00 0.00
% Change 100.00% 0.00% 0.00%
Amount Change 55.00 0.00 0.00

60004 Transducer - 10 Mhz EA Old Cost 0.00 0.00 0.00
New Cost 16.32 0.00 0.00
% Change 100.00% 0.00% 0.00%
Amount Change 16.32 0.00 0.00

Overhead

0.00
0.00
0.00%
0.00
0.00
0.00
0.00%
0.00
0.00
0.00
0.00%
0.00
0.00
0.00
0.00%
0.00

Subcontract

0.00
0.00
0.00%
0.00
0.00
0.00
0.00%
0.00
0.00
0.00
0.00%
0.00
0.00
0.00
0.00%
0.00

Page 1/2
9712021
6:50:37 AM

Total Error

0.00
127.00
100.00%
127.00
0.00
122.00
100.00%
122.00
0.00
55.00
100.00%
55.00
0.00
16.32
100.00%
16.32

5. Use Item Site Costs to review these item costs.

6. Use Inventory Detail to review items starting with 60001. You should have inventory for 60001, 60002,

and 60003 at site 10-100.

7. Use the Receive Unplanned action to receive 10 each of the 60001, 60002, and 60003 to site 10-110.

8. Use Inventory Valuations to review the total inventory and its standard cost and value for site 10-110 at

this time.

QAaD
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. Page1/2
(| Inventory Valuation Report arrr2021
QAD 10USA USD 7:51:11 AM
Product Line 20 FGI Purchased Cost Set GL Cost Set Standard
Hem Number et e GLCost  Extended Cost Cost  Extended Cost Var Pet
60002 10-110 10.0 122.00 1,220.00 0.00 0.00 -100.0%
Display / Readout B EA
ttem : 60002 Total 1,220.00 0.00 -100.0%
60003 10-110 10.0 55.00 550.00 0.00 0.00 -100.0%
Keyboard B EA
ttem : 60003 Total 550.00 0.00 -100.0% |
ProdLine:20  Total 1,770.00 0.00 -100.0% |
Product Line &0 Purchased Materials Cost Set GL Cost Set Standard
tem Number f:c mc’“"‘:"m" GLCost  Extended Cost Cost  Extended Cost Var Pt
60001 10-110 10.0 127.00 1,270.00 0.00 0.00 -100.0%
Durable Plastic Housing C EA
ttem: 60001 Total 1,270.00 0.00 -100.0% |
ProdLine:80  Total 1,270.00 0.00 -100.0% |
[ Report Tatal 3,040.00 0.00 -100.0% |

Use Purchase Orders to create a purchase order for these three items: 60001- 60003.

Supplier 1051002
Site 10-110
Taxable No
Line 1

Item 60001
Price 150
Line 2

Item 60002
Price 140
Line 3

Item 60003
Price 75

Receive the purchase order completely. You will see the purchase order is closed.

Use Item Site Costs to review these item costs.

F1QAD CostAccounting Manager+ & ~  Inventory v  Production v  Product Costing v  Requisitions

Item Site Costs Factory View ~ 4 New & Edit Actions * More ~
Site = "10-110" X | ltem range "60001" & "60003" X - m
Cost Set«1 Cost Set Type Item Description 1 Site Cost Total

Durable Plastic Hou... 10-110

2021AVG GL 60002 Display / Readout 10-110 131.00

2021AVG GL 60003 Keyboard 10-110 65.00

Use Inventory Valuations to review the total inventory and its standard cost and value for site 10-110.

m
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. Page1/2
) Inventory Valuation Report ari20a1
QAD 10USA USD 8:29:14 AM
Product Line 20 FGI Purchased Cost Set GL Cost Set Current
em Number oot CYENET GLCost  Extended Cost Cost  Extended Gost Var Pot
60002 10-110 200 131.00 2.620.00 0.00 0.00 -100.0%
Display / Readout B EA
Itom : 60002 Total 2,620.00 0.00 100.0%
60003 10-110 200 65.00 1,300.00 0.00 0.00 -100.0%
Keyboard B EA
Hom : 50003 Total 1,300.00 0.00 100.0% |
ProdLina:20  Total 3,920.00 0.00 100.0% |
Product Line 60 Purchased Materials Cost Set GL Cost Set Current
Htem Number fn.:: W°""’£ GLCost  Extended Cost Cost  Extended Cost Var Pet
60001 10-110 200 138.50 2,770.00 0.00 0.00 -100.0%
Durable Plastic Housing C EA
Mom : 60001 Total 2,770.00 0.00 100.0% |
ProdLine:80  Total 2,770.00 0.00 -100.0% |
Report Total 6,690.00 0.00 100.0% |

E Questions? Visit community.qad.com
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Mastery Questions Answers
Introduction to Product Costing
1. A/B,andC

2. A

3. B

Costing Accounts
1. D

2. A

3. D

Costing Setup

1. A

2. C

3. B

Costing Process

1. C

2. D

3. A

Purchase Costing
1. D

2. A C,andD

3. A,andD
Production Costing
1. B

2. B

3. A

Costing Management
1. B

2. B,and D

3. AandB
Average Costingt
1. B
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