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1. Introduction & Objectives

This guide outlines a practical approach for implementing SAP S/4HANA at a multinational manufacturing
enterprise operating multiple legal entities, plants and distribution channels across different countries. It
combines an implementation methodology with a target-state Controlling (CO) design, reflecting the way SAP
S/4HANA's Universal Journal (table ACDOCA) unifies Finance and Controlling into a single, real-time source of
truth.

The intended audience is the finance transformation steering committee, the CO/PC (Product Costing)
functional design team, and IT delivery leads responsible for translating business requirements into a scalable,
auditable system landscape that supports standard costing, actual costing, profitability reporting and
consolidated group reporting across currencies and ledgers.

1.1 Why Manufacturing Multinationals Need a Deliberate CO Design

e Multiple plants and company codes require a controlling area structure that supports both local statutory
reporting and a consolidated group view, typically via cross-company controlling with one controlling area
spanning several company codes on a common chart of accounts.

e Standard costing for production planning must coexist with actual costing (Material Ledger) for accurate
inventory valuation in volatile raw-material price environments.

e Intercompany manufacturing flows (e.g., a component plant in one country supplying a finishing plant in
another) require transfer pricing, intercompany profit elimination and multiple valuation views.

e Group-level margin analysis must reconcile cleanly with statutory P&L; through the Universal Journal, avoiding
the reconciliation gaps common in classic costing-based CO-PA architectures.

Scope note: this guide presents a reference design. Cost center hierarchies, costing variants, characteristic lists and
exact configuration values must be tailored to the client's specific chart of accounts, plant footprint and statutory
requirements during the Explore phase.
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2. Implementation Methodology (SAP Activate)

SAP Activate is the recommended methodology for SI4HANA implementations, combining pre-configured Best
Practice content, guided configuration, and an agile-influenced phase structure. For a multinational
manufacturer, the methodology is applied with particular attention to multi-entity rollout sequencing and
cross-plant integration testing.

Key Activities & Deliverables

Discover Business case validation, value proposition, identification of target plants/entities for wave 1, initial
system landscape strategy (Greenfield vs. Brownfield vs. Selective Data Transition).

Prepare Project governance and charter, team mobilization, environment provisioning, fit-to-standard workshop
planning, initial backlog of process variants per plant/country.

Explore Fit-to-standard workshops by process area (Finance, Controlling, Production Planning, Materials
Management, Sales), gap identification, configuration of organizational structure, solution design
documents for CO/PC.

Realize Iterative build and unit test of configuration and developments, integration of MM/PP/SD with FI/CO,

data migration object build, end-to-end process testing per plant cluster.

Deploy Cutover rehearsals, final data load, parallel/simulation period-end close, go-live readiness checks,
hypercare planning.

Run Post go-live stabilization, continuous improvement backlog, periodic governance reviews, roadmap for
subsequent rollout waves.

2.1 Rollout Strategy for Multi-Plant, Multi-Country Footprints

e Template-first approach: build a global CO/PC template (chart of accounts, controlling area, standard cost
component structure, costing variants) at a reference plant, then localize for tax, statutory and currency
requirements at each subsequent site.

e Wave-based rollout: sequence plants by complexity and business risk, starting with a representative but
lower-risk manufacturing site to validate the template before expanding.

e Central template governance: establish a template board to evaluate and approve local deviations from the
global CO design, preventing template fragmentation across waves.
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3. Target Organizational Structure

The organizational structure is the foundation of the Controlling model. For a multinational manufacturer, the
structure must balance group-wide standardization with local statutory and operational requirements.

Org. Element Design Principle

Client Single global client hosting all company codes for a unified Universal Journal and consistent
master data governance.

Operating Concern One global operating concern for account-based margin analysis, ensuring a single,
currency-consistent source for group profitability reporting.

Controlling Area One global controlling area (cross-company controlling) covering all manufacturing entities,
enabling cross-company cost allocations and consolidated CO reporting on a common operating
chart of accounts.

Company Code One company code per legal entity / country, each assigned to the global controlling area and to
local chart of accounts plus the group chart of accounts via account groups.

Plant One plant per manufacturing or distribution site; plants are assigned to company codes and to a
purchasing organization; valuation area is set at plant level to support differentiated standard
costs.

Profit Center Profit centers defined by product line / business unit, cutting across plants, to support

management reporting independent of legal entity boundaries.

Cost Center Cost centers structured by functional area (Production, Maintenance, Quality, Logistics,
Administration) within a standard hierarchy per plant, rolled up to a global cost center group.

Business Area / Used where statutory segment reporting (e.g., IFRS 8) requires reporting by division independent
Segment of company code.

A single controlling area across all company codes is the standard S/4AHANA recommendation; it eliminates the
need for cross-controlling-area allocations and simplifies group-level internal cost allocations and intercompany
order settlement.
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4. Controlling Model — Core Building Blocks

SAP S/4AHANA merges Finance and Controlling on the Universal Journal. The legacy CO totals tables (e.g.,
COSP, COSS) are replaced by a unified, line-item-level structure, while the CO transaction logic (cost center
postings, internal orders, settlement, allocations) continues to operate as the engine that classifies and routes
value flows.

4.1 Universal Journal Integration

e Every CO posting (primary cost postings, allocations, settlements) generates a corresponding Universal Journal
entry in ACDOCA, eliminating the historical FI-CO reconciliation effort.

e Cost elements are fully integrated with the chart of accounts: primary cost elements are G/L accounts of type
‘primary costs', removing the separate CO cost element master in S/4AHANA (maintained via the G/L account
master with a cost element category).

e Multiple currencies (transaction, company code, group, and optionally a hard or index currency) are stored
simultaneously on each line item, supporting multinational reporting without parallel ledgers for currency alone.

4.2 Core CO Components in Scope

e Cost Center Accounting (CCA) — capture and allocate overhead costs by responsibility area.

e Internal Orders — track project-like or campaign-specific costs (capex orders, maintenance orders, marketing
campaigns) with optional settlement to cost centers, assets or G/L.

e Product Costing (CO-PC) — standard cost estimates, production order costing, work in process (WIP) and
variance calculation.

e Material Ledger (ML) / Actual Costing — multi-currency, multi-valuation inventory valuation with periodic
actual cost calculation.

e Profitability Analysis (Margin Analysis / CO-PA) — account-based profitability reporting fully integrated with
the Universal Journal.

e Profit Center Accounting — management-view P&L; and balance sheet by profit center, natively part of the
Universal Journal in S/4HANA.
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5. Cost Center & Internal Order Accounting

Manufacturing overhead — maintenance, quality, utilities, plant administration — is captured through a
structured cost center hierarchy and allocated to production using activity types and overhead costing sheets,
ensuring production orders absorb a realistic share of indirect cost.

5.1 Cost Center Design

e Cost center groups mirror the plant's functional organization (e.g., Production, Maintenance, Tooling, Quality
Control, Warehousing, Plant Management) and roll up into a global standard hierarchy for consolidated
overhead reporting.

e Cost center categories distinguish production cost centers (which receive activity-based confirmations) from
service/overhead cost centers (which are allocated via assessment or distribution cycles).

e Activity types (e.g., machine hours, labor hours, setup hours) are defined per production cost center with
planned activity prices calculated through cost center/activity type planning, feeding the standard cost estimate.

5.2 Allocation Cycles

e Distribution cycles allocate primary costs (retaining their original cost element) from service cost centers to
receiving cost centers — typically used for simple cost pools such as building occupancy.

e Assessment cycles allocate costs (primary and secondary combined) under a secondary cost element, used
for more complex overhead pools such as plant administration or shared maintenance services.

e Cycles are runin a defined sequence each period as part of the close, with iterative (cyclic) allocation supported
where cost centers allocate to each other.

5.3 Internal Orders

e Capital project orders (Investment Management — IM) collect costs during asset build and settle to fixed assets
under construction, then to final assets at completion.

e Maintenance orders (integrated with Plant Maintenance — PM) capture repair and overhaul costs, settling to
the relevant cost center or, where capitalizable, to an asset.

e Overhead orders (e.g., trade fairs, R&D; pilot runs) collect cross-functional cost and settle to cost centers,
profitability segments, or G/L accounts depending on the order's purpose.
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6. Product Costing for Manufacturing

Product Costing is the centerpiece of the CO design for a manufacturer: it determines standard costs used for
inventory valuation and margin planning, and it captures actual production costs and variances for operational
control.

6.1 Cost Component Structure

e A global cost component structure (e.g., Raw Material, Packaging, Direct Labor, Variable Production Overhead,
Fixed Production Overhead, Freight-In, Tooling Depreciation) standardizes how cost is broken down across all
plants, enabling consistent margin bridge analysis at group level.

e Cost components are flagged as relevant for inventory valuation, COGS, and/or sales pricing, so the same cost
estimate can simultaneously feed financial inventory valuation and commercial price-setting.

6.2 Costing Variant & Standard Cost Estimate

e A standard costing variant defines the valuation strategy (e.g., price from purchasing info record / moving
average for raw materials, planned activity price for internal activities) and the date control for the costing run.

e Standard cost estimates are run periodically (commonly annually with quarterly or event-driven updates) using
the costing run transaction (CK40N equivalent in S/4HANA Costing Cockpit) across the full plant-level material
scope, then marked and released to update the material master's standard price.

e BOM and routing (or recipe, for process manufacturing) explosion drives the cost rollup: components are costed
at the lowest level and rolled up through semi-finished and finished levels, including activity costs from the
routing's work centers.

6.3 Production Order Costing, WIP and Variances

e Production (or process) orders are costed at release using the standard cost estimate as the target, with actual
costs collected as goods issues, activity confirmations and overhead are posted.

e Workin Process (WIP) is calculated at period-end for orders not yet fully delivered, valued at actual cost (or,
less commonly, at target cost) and posted to a WIP G/L account, reversing automatically the following period.

e Atorder settlement, total variance (the difference between actual cost debited and standard cost credited via
goods receipt) is split into variance categories — input price variance, input quantity variance, resource-usage
variance, mixed-price variance, and remaining variance — for root-cause analysis by manufacturing controllers.

e Variances are settled to CO-PA (for sales-related production) and/or to a price difference account, depending
on whether the company elects to keep standard price as the inventory valuation basis or to true-up inventory
via Material Ledger actual costing.
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7. Material Ledger & Actual Costing

For multinational manufacturers exposed to volatile raw material prices, exchange rate movements and
intercompany supply chains, the Material Ledger (ML) is mandatory in S/4AHANA and is the recommended
mechanism for periodic actual costing and multi-currency inventory valuation.

7.1 Why Actual Costing Matters for Manufacturing

e Standard costing alone leaves price and usage variances sitting in P&L; variance accounts; actual costing
redistributes those variances back into inventory and cost of goods sold so that ending inventory reflects true
period cost.

e In multi-level production (raw material — semi-finished - finished good), variances at lower levels can be rolled
up through the production structure using the Material Ledger's single-level and multilevel price determination,
S0 a price change at a component plant correctly cascades to downstream finished goods.

e ML simultaneously maintains up to three currencies/valuations (e.g., company code currency, group currency,
and a hard or freely-defined currency), critical for a group consolidating results from multiple countries.

7.2 Process Flow

e Throughout the period, materials are valuated at standard price (or moving average, where applicable) as
usual, with price/exchange-rate differences accumulating in the Material Ledger.

e Atperiod-end, the actual costing run (CKMLCP / Actual Costing Cockpit) executes single-level then multilevel
price determination, calculating a periodic unit price (PUP) per material per valuation area.

e The actual cost is optionally posted back to revalue inventory and COGS, and, where the alternative valuation
run (transfer pricing) is used, intercompany margins can be separated for group versus legal-entity reporting.

Decision point for the design phase: agree with Finance leadership whether actual costing results revalue the
balance sheet each period (full actual costing) or are used primarily for management insight while standard cost
remains the official inventory valuation basis.
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8. Profitability Analysis (Margin Analysis)

S/4AHANA's account-based Margin Analysis (the evolution of account-based CO-PA) is the recommended
profitability approach: it posts directly to the Universal Journal using G/L accounts, so profitability results
always reconcile to the financial statements without a separate reconciliation ledger.

8.1 Characteristics for a Manufacturing Operating Concern

e Standard characteristics: customer, product, sales organization, distribution channel, plant, profit center, and
sales document/item for traceability back to the originating transaction.

e Manufacturing-specific characteristics: product hierarchy (for category-level margin reporting), production
version (for cost-source visibility), and a custom characteristic for manufacturing site to separate site-level
efficiency from commercial margin performance.

e Currency and unit-of-measure characteristics to support multi-currency, multi-UoM analysis across a global
sales footprint.

8.2 Cost of Goods Sold and Variance Flow into Margin Analysis

e Athilling, COGS posts at standard cost by cost component, broken into the value fields/account assignments
needed for a full cost-component margin bridge (material, labor, overhead, freight).

e Production variances and Material Ledger price differences are mapped to dedicated profitability characteristics
or accounts so management can distinguish standard-cost margin from actual-cost margin in the same
reporting model, without resorting to off-system spreadsheets.

e Where transfer pricing is used for intercompany manufacturing flows, margin analysis is configured with parallel
valuation views (legal valuation vs. group valuation) so that intercompany profit can be eliminated for
group-level reporting while remaining visible at legal-entity level.
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9. Profit Center Accounting & Group Reporting

Profit Center Accounting is natively embedded in the Universal Journal in S/4HANA: every relevant posting
(sales, COGS, overhead allocation, inventory movement) automatically derives a profit center, producing a full
management-view balance sheet and P&L; without a separate ledger or reconciliation step.

e Profit centers are typically aligned to product lines or strategic business units, enabling a ‘company within a
company' view that cuts across legal entities and plants.

e Inventory and fixed assets are assigned to profit centers, supporting a full balance sheet by profit center, which
is essential for management to evaluate capital efficiency by business line, not just legal entity.

e For group reporting, profit center results feed SAP Group Reporting (or a connected consolidation tool) for
intercompany elimination and consolidated management reporting alongside the statutory consolidation.

e Document splitting (active by default for the Universal Journal) ensures that every accounting document is fully
balanced by profit center and segment, a prerequisite for accurate profit-center-level balance sheets.
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10. Period-End Close Process

A disciplined, well-sequenced period-end close is essential to a manufacturing CO model, since cost flows
from procurement through production to sales must settle and allocate in the correct order before financial
results are finalized.

1 Close subsidiary ledgers (MM period close, goods movements cut-off) and confirm all production confirmations for
the period are posted.

2 Run cost center allocation cycles (distribution/assessment) to push overhead from service to production cost
centers.

3 Calculate and post Work in Process (WIP) for open production/process orders.

4 Calculate and post production order variances; settle orders to inventory, COGS and/or Margin Analysis.

5 Execute the Material Ledger actual costing run (single-level and multilevel price determination) and post actual

cost revaluation, if in scope.

6 Run profit center and segment reclassifications/reposting where required for management-view adjustments.
7 Perform Margin Analysis reconciliation checks against the Universal Journal to confirm full integration.
8 Close the posting period in FI/CO, perform foreign currency valuation, and finalize group reporting data collection.

Sequencing discipline matters: allocations must run before WIP/variance calculation, which must run before
settlement, which must run before Material Ledger actual costing — running steps out of order is a common root
cause of close delays and rework in manufacturing CO.
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11. Reporting & Analytics

e Embedded analytics (Fiori apps): real-time cost center, internal order, product costing and margin analysis
apps built on CDS views, giving controllers self-service drill-down without batch extracts.

e SAP Analytics Cloud (SAC): recommended for executive dashboards blending CO actuals with
planning/budget data and external benchmarks, live-connected to S/4AHANA for always-current figures.

e Custom CDS views: built where standard content does not cover client-specific manufacturing KPIs (e.g.,
cost-per-unit trend by production line, OEE-linked cost variance), following SAP's virtual data model layering
(basic / composite / consumption views).

e Group reporting: profit center and Margin Analysis data feed SAP Group Reporting for consolidated,
multi-entity management and statutory reporting with intercompany elimination.
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12. Data Migration Approach

Controlling master and transactional data migration is one of the higher-risk workstreams in a manufacturing
S/4AHANA project because of the volume of cost center/activity type combinations, BOM/routing-derived cost
estimates, and open production orders that must transition cleanly.

e Master data: cost centers, cost elements (via G/L accounts), activity types, statistical key figures, internal order
types, and the cost component structure are migrated and validated first, since all transactional objects depend
on them.

e Standard cost estimates: rather than migrating historical cost estimates, the target approach is typically to run
a fresh costing run in the new system ahead of go-live, validated against legacy costs for a sample of
representative materials.

e Open production orders: orders open at cutover are either closed/settled in the legacy system before go-live
(preferred, to minimize migration complexity) or migrated with their actual costs to date, depending on cutover
timing relative to the manufacturing cycle.

e Balances: cost center, internal order and profitability segment balances are loaded as opening balances via
dedicated migration cockpit objects, reconciled to the legacy general ledger trial balance before cutover
sign-off.
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13. Testing & Cutover Strategy

13.1 Testing Approach

e Unit testing of individual CO configuration (cost center planning, costing variants, allocation cycles) is followed
by integration testing across the full procure-to-pay, plan-to-produce and order-to-cash cycles to confirm CO
postings derive correctly end-to-end.

e A dedicated period-end close simulation/dress rehearsal is run at least twice before go-live, executing the full
close sequence (Section 10) against a representative data set to validate timing, variance results and
reconciliation.

e User acceptance testing (UAT) is performed by plant controllers and finance business partners using realistic,
plant-specific scenarios (e.g., a multi-level BOM with subcontracting, a co-product/by-product scenario) rather
than generic test scripts.

13.2 Cutover Strategy

e Cutover is timed to coincide with a period boundary wherever possible, minimizing the volume of in-flight
production orders and open allocations that must be carried across systems.

e A detailed cutover plan sequences master data load, opening balance load, and the first live costing run, with
clear go/no-go checkpoints and a rollback plan for each major step.

e Hypercare support is staffed with CO/PC specialists for at least the first one to two full period-end closes post
go-live, given the concentration of risk at month-end in a manufacturing environment.
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14. Organizational Change Management

e Plant controllers and cost accountants need targeted training on the shift from classic CO-PA / totals-table
reporting to Universal-Journal-based Margin Analysis, since the underlying data model and reconciliation logic
change materially.

e Manufacturing supervisors and production planners require training on activity confirmation discipline (timely,
accurate postings of labor and machine hours), since the integrity of standard and actual costing depends
directly on confirmation quality.

e A network of finance and operations 'super users' per plant accelerates local adoption and provides first-line
support during hypercare, reducing dependency on the central project team.

e Communication should clearly explain *why* the Universal Journal changes month-end reconciliation for the
better (no separate CO-FI reconciliation step) to build buy-in for the new ways of working.
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15. Indicative Implementation Roadmap

The timeline below is illustrative for a multi-plant, multi-country manufacturing rollout; actual durations depend
on the number of waves, legacy system complexity and data quality.

Indicative Duration Key Milestone

Discover 4—6 weeks Business case and value case approved; rollout wave plan agreed.
Prepare 4-8 weeks Project charter signed off; environments provisioned; team mobilized.
Explore 8-12 weeks Fit-to-standard complete; CO/PC solution design approved; gaps logged.
Realize 16-24 weeks Configuration and developments built and unit-tested; integration testing

complete; close simulation #1 executed.
Deploy 4-8 weeks Cutover rehearsals complete; data migrated and reconciled; go-live.

Run / Hypercare 8-12 weeks First two period-end closes stabilized; continuous improvement backlog
established; next wave planning begins.
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16. Risks & Mitigations

Inconsistent costing variants/cost component Govern the CO/PC template centrally; require template board sign-off
structures across plants erode group-level for any plant-level deviation.
comparability.

Activity confirmation backlogs distort standard cost ~ Define and monitor confirmation-timeliness KPIs from go-live; integrate

absorption and WIP/variance calculation. shop-floor data capture where feasible to reduce manual entry lag.

Actual costing (Material Ledger) close runtimes Size and tune the system for ML actual costing performance during

extend the financial close calendar. Realize; consider parallelized costing runs and a close calendar that
allows for it.

Intercompany manufacturing flows create Design transfer pricing and parallel valuation (legal vs. group) in Margin

unreconciled intercompany profit in group Analysis from the outset, rather than retrofitting after go-live.

reporting.

Migrated open production orders contain Prefer closing/settling orders in the legacy system ahead of cutover;

inconsistent actual cost history. only migrate open orders where business continuity requires it, with

thorough reconciliation.

This guide is a planning reference, not a finished blueprint. Validate all design decisions against the client's specific
chart of accounts, statutory requirements and SAP release/Note guidance during the Explore phase, and revisit this
document at each major project milestone.
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