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l. Introduction

This white paper will provide a comprehensive view and understanding of
accounting details for inventory and receivables transactions in an Order To
Cash scenario. The presentation will capture complete accounting details in
every step of a standard Sales Order life cycle. The explanation will be detailed
by fulfiling a standard Sales Order by booking, shipping, closing and AR
Invoicing.

This paper will highlight the following:
» Explain the difference between the Inventory Cost and Selling Price of
an ltem
» Accounting on the Inventory and Receivables side
* How to recognize Profit made on a Sale by Cost Profit Margin Analysis
Report

Il. Business Background

When it comes to selling, it helps to have as much information about the account
distribution as possible right from the inventory cost of a product to its billing
revenue. Most enterprises want to track the cost of products and profit made by
selling the product. This plays a critical role in the Profit and Loss Accounting to
determine a company’s overall worth. Management accounting and reporting
based of product plays a significant role to reduce its cost and enhance its
revenue effectively.

In Oracle E-Business suite, accounting segment values in the account
distributions are based on master and transaction type set up.

Following table illustrates the logic of obtaining accounting segment values in an
Order To Cash business case:

Accounting Source of Values

Module Name Transaction Type | Account Type Source of Values
Oracle Inventory Shipment Cost of Sales Item or Order type
Account Invoice/Credit or Revenue Auto accounting/
Receivables Debit Memo transaction type

Oracle Order To Cash — Made Easy Brijesh Bharat, PMP Page 1 of 18




Following table illustrates Debit and Credit side of account in an Order To Cash

business case:

Debit/Credit Account on a Sale

ON THE COST SIDE
(INCUR Cost)

ON THE REVENUE SIDE
(REALIZE Revenue)

» DR COGS (via Account
Generator)

* DR Receivables

¢ CR Inv Valuation Account

* CR Revenue

Following table indicates various Order/ Shipping functions and their results:

Anatomy of various OM/ Shipping functions

Function

Result

Ship Confirm

Closes the delivery

Trip Stop (INV and OM)

Updates the order lines to Shipped

Workflow Background Process

» Updates the Order lines to Closed
» Populate AR Interface Table

Auto Invoice

Generate Invoice
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Order To Cash Scenario with Cost and Revenue Accounting

1. An Item e.g. 510365 has 021-00000-30-0000-56100-0000-0000000000-
00000-00000 COGS string under an Inventory/ Shipping Org - DMD. Source of
value for the COGS is assumed here from the Inventory Item.

File Edit View Folder Tools Window Help

(HP0I&-8SP XPDH

EE Organization Iterm (OMD) -0+

| AE PG ?

COrganization |DMD |Diagnnslic Manufacturing Division{DMD Display Attributes
ltern |51|]355 ({‘ Master ® Ory A
Description |BROMELAIN -5X1000 ml [|_— 1

Main  Inventary  Bills Asset Costing RGN Recei Fhysi Gener MPEM Lead EI-

7= [ =

[+ Costing Enabled (P}
¥ Inventory Asset Value (Q)
M Include In Rallup (%)

Cost of Goods Sold Account 21-I]I]l]l]l]-Ell]-l]I]l]l]-ﬁE1l]|]-l]l]|]|]-l]l]|]|]l]

Standard Lot Size
) TITETTTAT TOETED TTETTTEAT OTOETS CITa0TeD
Invoiceable M Irvoice Enabled o
Build in WP = BOM Allowed <
Clear Find
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2. Assuming 510365 has a unit cost of $20.00 in the Org.

File Edit View Folder Tools Window Help

(He0 H5BEP AP HERF LEP D57

Itern |51l]365 ‘BROMELAIN -5X1000 ml Uom ’?
Cost Type |Frozen ‘Frnzen Standard Cost Type Default Cost Type W
[ Use Default Cost Contrals
—Cost Controls
¥ Jnwentary Asset Lat Size 1
¥ Based On Rollup MFG Shrinkage Rate 0 [ r ]

—Cost Information

Iaterial ’w Cost Categary lm
M aterial Overhead Quantity |1I]91
Resource Extended Value 21,820.00
Outside Processing Last PO Price ,w
Overhead Invaice Price

Unit Cost Ay MakedBuy Make
COGS Account ‘021 -00000-30-0000-56100-0000-D000000! W Include In Rallup

Sales Account |l]l]l]4]l]l]l]l] -00-0000-10000-0000-00000001

( Wiewg | I Cogts )
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3. Order # 42 booked for order total of $21.00. Unit selling price of 510365 is

$21.00.
Note: Shipping Org is DMD

Eile Edit View Folder Tools ‘Window Help

]
Order Information .mim
@ Order Tatal 21.00
ET] Pricing Shipping  Addresses  Returns Others
Line Ordered tem | Qty Uom Unit Selling Price||Request Date Schedule Ship Date ||
[ 1 [~ [1 Ea | 21.00000 26 APR-2004 13:02:17 [26 APR.2004 73:59:50 5+
| | | [ | | \ [
| | | [ | \ [
| | | L | \ [l
| | | L | \ IE
| | | L | | \ [
| | | [ | | \ 0
| | | [l | \ (&
4] | »
Line Total 21.00 Line Qty |1 Service Total 0.00
Descrigtion |BROMELAIN -5X1000 ml
( Actions [ Related Ilterns [ Configurator | I Awailability ‘ [ Book Order
T
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4. Order line picked, shipped and closed.

File Edit View Folder Tools Window Help

G5l ?

(HP® &SP AR HE | L2E @

= ATER
Order Infarmation -m M
=
D Order Total 21.00
Pricing Shipping  Addresses  Returns Others
Line Ordered ltern  rice| Request Date Schedule Ship Date || Status On Hold Cast:
J[11 510365 000 [26-APR-2004 13:02:17 [26-APR.2004 23:59:59 O BN
| | _ | | O
| | _ | | O
| | | | | O
| | _| | | O
| | _ | | O
| | | | C i
| | | | | O -
< [ 3
Line Total 21.00 Line Gity |1 Service Total 0.00
Description |BROMELAIN -5X1000 ml
( Actions [ Related Ilterms I Configurator | { Awailability | { Book Crder
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ACCOUNTING ON THE RECEIVABLE SIDE

5. Run Auto Invoice and generate the Invoice against the Order

Eile Edit View Folder Tools Actions ‘Window Help

(BP0 H2BSP RPN EAR LBPPH 512 _ )

Number B8000124 Date 26-APR-2004 Wi Complete
Reference 42 Currency USD Transaction
Source  CLS-CFS Imported Source Class | Invoice -
Type CFS OE INV GL Date  26-APR-2004 [N
More Remit To, Sales  Paying Customer MNotes Crrititrent Credit
Marmg
Transaction Lines Tax Freight
Numbe
p— Total | 21.00 21.00 0.00 0.00 4
Addres: @
Sales Order  Tax Exemption BiilEs Mare
Mum | |ltem Description LICm Cuantity Unit Price Amount
contac) | [ [510365 [BROMELAIN -5X10 |[EACH | 1] 21 | 21.00 =
Nl lam | | — |
. \ | | | | |
ik 1 | | — |
\ | | | | |
Tax
\ | | | | |
Incomplete ‘ | | | | |
Applica ‘ | |“ | ,,,,,,,,,,,,,,,,, | ...... | I 3 :
IR ( Distributions | { Sales Credits | I Freight ‘ I Tax )
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6. Following shows the Receivable and Revenue account distributions:

Eile Edit View Folder Tools ‘Window Help
XY Y IEN I LK Y I )
g Unit)
Date  26-APR-2004 MCamplete
@]
. Line Type Account Debit (USDY Credit (USD) Trans Line Mum | Detail Line Mu
| CEEPEE  (011.00000.00.0000-18220.0000. | 21.00 | | \ B
| [Revenue [011.00000.05.0000.47000.00054 | | 21.00[1 \
I \ | | | \
U \ | | | \
U \ | | | \
U \ | | | \
| \ | | | \
| \ | | | \ 2
| 21.00 | 21.00
A | R | 3
— Account Desc |Chapler Services Net-Unspecified-Unspecified-Unspecified-IRC\-\-Due from Chpt\-\-P
Accounting Rule | Accounting Date |26-APR-2004
Comments | Transferred to GL |No
( T Accounts )
Installments Oivenew Hew Open J
[ 4
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Receivables Account getting Debit
Revenue Account getting Credit
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6.1 Check the T-Account

File Edit Wiew Folder Tools Window Help

OSSP
ith

~ Organize By

CNHHER LB L

® Account
' Segments
011-00000-00-0000-18220-0000-0000000000-00000-00000
~ Show in T Acc Chapter Services Met-Ur d-Ut d-Ut d-IRCWH-Due from Chpt-Prod & Sve-
W Account Descri usp usD usp usD
OBalances Invaice BBO00124 21.00 21.00)
[ Entered Amount Het Activity 21.00 21.00
[ Activity
011-00000-05-0000-47000-0005-0000000000-00000-00000
Chapter Services het-Unspecified-Chapter Senices-Unspecified-Products and Serices-Califor
usp UsD| usp usp
Line 1 21.00 21.00
Net Activity 21.00 21.00
Total Net Activity For All Account: T 2100 T 2m
T Tngtallme
( Options | | Activity Summary )
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7. ACCOUNTING ON THE INVENTORY SIDE

COGS Account String - 021-00000-30-0000-56100-0000-0000000000-00000-
00000 equals to ltem/Org COGS String setup (see Page 2)

File Edit View Folder Tools Window Help /

" RSP ADNHER ALABPHET?

Account Location Currency  Comments
I Transaction Transaction RS SED Transaction
_ Date Account Yalue ltermn | Type
l 26-APR-2004 21-IJI]l]lJJ-3l]-l]I]l]l].561l] 20.00 |51l]365 ’_|Sales order issue | —
26-APR.2004 |uuuuu“uuuuuuu.1uuuu| 20.00 (510365 [ [sales order issue
d | | | Ll
u | | | Ll
u | | | Ll
| | | | [
\ | | | Ll
\ | | | L
\ | | | L]l S
ftern (510365 uom [Ea

Description |BROMELA|N—5X"]|]U ml Quantity |1.00
Revision | Unit Cost 20,00000

Account |l]21-l][l[ll]l]-3l]-l][l[ll]-551l][|-l]l][l[|-l]l][ll]l][l[ll]l][l-l]l][l[ Walue 20.00
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COGS getting Debit

COGS Account String : 021-00000-30-0000-56100-0000-0000000000-00000-
00000

Revenue Account String: 011-00000-05-0000-47000-0005-0000000000-
00000-00000
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7.2 COGS Account Contd......

File Edit View Folder Tools Window Help

THVEP I RABDER ALEPIE

buti

Account Location Currency  Comments

Transaction Accounting Transaction Transaction Prirnary

_ Date Type Source Type Source LIOM Quantity

|26 PR 2004 Isccount [Sales order 42.DMD Regular Ord[Ea  [1.00 =
26-APR.2004 Inv valuation [Sales order 42.DMD Regular Ord[Ea  [-1.00

| \ Ll

JNNEED

ftern 510365 uom |Ea
Description |BROMELA|N - 5X1000 ml Quantity |1.00
Revision | Unit Cost 20,00000

Account |l]21-l][l[ll]l]-3l]-l][l[ll]-551l][|-l]l][l[|-l]l][ll]l][l[ll]l][l-l]l][l[ Walue 20.00
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INV Valuation Account String: 000-00000-00-0000-10000-0000-0000000000-
00000-00000 equals to Subinventory Material Account

INV Valuation getting Credit

File Edit View Folder Tools Window Help ,

8P B

1[my]

eIV Y1k

Account Lacation Type Currency  Comrments
I Transaction Transaction Rl Transaction
_ Date Account Walue ltem | Type
| 26-APR2004  [021.00000-30.0000955100 20.00 (510365 [ [sales orderissue =
| z6.2PR 2004 00.00000.00.0000-10000]] 20.00 (510365 [ [sales order issue
|| | | | L
| | | | L1
u | | | Ll
u | | | L
\ | | | L
\ | | | L
\ | | | L S
ltem 510365 Uon |Ea

Description |HROMELAIN -5X1000 ml Guantity |-1.00
Revision | | Unit Cost 20.00000

Account |l][l[l-l]l][ll]l]-[l[l-l]l][ll]-1[I[Il]l]lll]l][llll]l][ll]l][l[ll]l]-[ll]l][ Walue -20.00
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7.3 Inv Valuation Account ..Contd..

File Edit View Folder Tools Window Help

SEHEAI LSBT

Account Lacation .m Currency  Comments

Transaction Accounting Transaction Transaction Primary
_ Date Type Source Type Source LIOM Quantity
26.APR2004 | |Account [Sales order 42.DMD Regular Ord[Ea [1.00 -

:I 26.APR.2004 [sales order 42.DMD Regular Ord [Ea |-1.00
| \ |

ST

ftem 510365 Uom |Ea
Diescription |BROMELA|N - 5X1000 ml Quantity |-1.00
Revision Unit Cost 20.00000

Account |l]|]l]-l]|]|]l]l]-I]I]-I]I]I]l]-1I]l]l]I]-l]l]I]I]-l]l]I]l]l]I]I]l]l]I]-l]l]I][ Walue -20.00
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7.4 INV Valuation Account Setup on the Subinventory Level:

File Edit Wiew Folder Tools Window Help

Mame [R_STOCK
Status  |Active

Description |DMD Regulated Stock Subi tory

Default Cost Group |DMD I |—]

[GE\ L IN00-00000 -00-0000-10000-0000-0000000

Cutside Processing |l]l]l]-|]l]l]l]l] {10-0000-10000-0000-D000000!

Iaterial Owerhead |000-D0000-00-0000-10000-0000-0000000!

Overhead |D00-D0000-00-0000-10000-D000-00000001

Resource ||]I]l]-l]|]|]l]|] 00-0000-10000-0000-D000000!

Expense |I]I]l]-l]l]l]l]l] -{00-0000-10000-0000-00000001

Encurnbrance

( ltem / Subinventary J ( Locators )
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8.0 Check the Profit made on this sale

Run the Cost Profit Margin Analysis Report on this Order

#i PUB@CLSDEY11 - Notepad -8 x|
File Edit Format Help

[sRC - Global Master
Margin Analysis Report

Operating Unit: ARC Operating Unit

Sort By: Item+

Ttems From: 510365

To: 510365

Cateogry Set: ARC_PO_INY

Categories From:
To:
Margin Fercentage From:

To
Cost Type:
Currency: UsD
Exchange Rate: 1
Customer Type: Sold to Customer
CUSTomer Mame:
Sales Representative:
Sales Channel:
Industry:
Territory:
Date From:
Date To!: 26-APR-0D4
il

“RC - Global Master

sort by Item+ Margin Analysis Report
Items From: GS10265 SUHMary From To 26-AFR-04 [ uso )
To: 510365

Average Average Quantity Quantity
Model /Item Description UDM Category unit Price unit Cost Invoiced shipped Sales Rewvenue Cost of
C102eE BROMELAIN - Ex1000 ml Ea UMWSP-UNSP-UMSP- 21.00000 20,00000 1.00 1.00 2l.00
Report Total: 21.00

wekws End of Report swves
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Margin Analysis Report ...Contd...

& PUB@CLSDEY11 - Notepad =18 =]

File Edit Format Help

=

Report Date: 26-APR-2004 13:33
Margin Analysis Report

rating Unit

N
Customer
04
Report Date: 26-APR-2004 13:33
Margin Analysis Report Page: 1
Sunmary From To z6-AFR-04 [ uso )
focerage AvErage quantity qQuantity
UDM Category unit Price unit Cost Inwoiced Shipped sales Rewenue Cost of Goods sSold Margin b1
Ea UNSP-UNSF-UNSP- z1.00000 20.00000 1.00 1.00 21.00 20.00 1.00 4.3
Report Total: 21.00 20.00 1.00 4.3

*wewr End of Report #¥«=*

< o
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