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1. Outline of Lower cost method R

REALMODEL

Accounting Standards Board issued "*Accounting rule about valuation of inventory"".

There have been changes made in the accounting system and Lower cost method is applied on
a mandatory basis to valuate inventory assets from March 2009.

Lower cost method is the appraisal standard which compares acquisition cost of the asset with
its current value and adopts the lower price as its appraisal value.

It is also called Lower Cost Basis.

Significantly, there are 1) Allowance method and 2) Direct reduction method in Lower cost
method processing.

1) Allowance method: Method which brings back the lowered value in following period.

2) Direct reduction method: Method which adopts lowered value in this period as its appraisal
value for the following period.
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2. Outline of its process R
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Create the price which
decided by devaluation
process.
Devaluation price Change Material master
Standard price revision adjudication process (MMO02)
process @ Update to
- Division plan (Cost by activity) \ 4 _ "valuation
- Planned price calculation /> Standard cost alternative”
- Standard price establishment \ \\/\)\/ / omparison-free valu
S@JF\ —
( N\ /a
Monthly process ] _
- Division actual (FI document) Reference information Ifventory Write-Dow
- Subsequent allocation for adjudication Journal Entry
- Order settlement [SAP] _
_ Actual costing - End of period value / \
(Material ledger settlement) amount list - J
- Actual purchase order Current / Next \
I'St_ " ) period Period
- Billing information, etc F1 doc. FI doc. (Reverse)
[Non SAP] Cost / Inventory Inventory account /
\ < J - Market price, etc account Cost

J

Determine the price by MM document
comparing monthly cost with the _ _ _ Cost / Inventory
price based on adjudication. FI: common in allowance & direct reduction method. | account

MM: only when direct reduction method.
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3. Journal entry to be made
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Journal entry for allowance
& direct reduction method in common (FI doc.)

Current
period

Cost of sales of /

products
Cost of sales of /

roducts
ost of sales of raw /

material

Next period

Finished product-  /
other

Semi-finished /
product-other

Raw material - other /

Finished product-

other
Semi-finished

product-other
Raw material - other

Cost of sales of

products
Cost of sales of

products
Cost of sales of raw

material

Next period

Cost of sales of

Cost of sales of

Journal entry for direct reduction method
& balance transfer (MM doc.)

|/  Finished Product

/  Semi-finished product

Costof salesof raw /  Raw material

FI document is made since MM
document is made to decrease
inventory valuation price.
Inventory account is posted
temporarily to Cost difference
account, however it is
transferred to Inventory account
by monthly process.

* "_other" account is used because there is restriction in posting inventory account with FI document.
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Copyright R
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Migration, duplication, and transfer of this presentation document without prior consent of YOURSOFT Inc.
are prohibited. The information described in this presentation document may be changed without prior notice.

REALMODEL and others are registered trademarks or trademarks of Mitsui Mining & Smelting Co., Ltd.

All of SAP and SAP logo, and SAP product/service names described in this document are trademarks or
registered trademarks of SAP AG in Germany and other countries.

Other product names are trademarks or registered trademarks of the company.

Microsoft, WINDOWS, NT, EXCEL, Word, and SQL-Server are registered trademarks of Microsoft
Corporation.

HTML, DHTM, XML, and XHTML are trademarks or registered trademarks of W3CR, World Web

Consortium, Laboratory for Computer Science NE43-358, Massachusetts Institute of Technology, 545
Technology Square, Cambridge, and MA 02139.
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