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SUBCONTRACTING PROCESS  

  

What is subcontracting process?  

 In subcontracting process, when a company outsources parts of its manufacturing to subcontracting vendor. It’s being processed 

by subcontracting vendor, convert it to semi-finished or finished material and deliver back to the company.  

Example with subcontracting process Scenario:-  

Customer order 100 numbers of knuckle joint. Company is giving 100 knuckle joint parts to subcontractor vendor for assembly 

of knuckle joint.  

 

1. One eye end  

2. Two eye end  

3. Knuckle pin   

4. Collar  

5. Taper pin   

  

  

Bill of material:-  

Sl No.  PARTS  QUANTITY  MATERIAL  PRICE  

1  One eye end  1  SS  450/-  

2  Two eye end  1  SS  750/-  

3  Knuckle pin  1  SS  200/-  

  

Parts of knuckle joint: -   
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4  Collar  1  SS  80/-  

5  Taper pin  1  SS  20/-  

  

Detail of Scenario :-  

100 numbers Knuckle joint Parts produced in a company is outsourced to subcontractor for assembly. The subcontractor will 

assemble all the parts of  knuckle joint and return it to the company. The company will pay only service charges to the vendor.   

Procedure of subcontracting process in SAP:-  

1.Create material:-  

Create parent material and child material of  knuckle joint using material creation Tcode MM01.  

 Parent Material -270856 - knuckle joint  

     Child Material 1- 9449570431 - One eye end  

Child Material 2- 9449570439- Two eye end  

Child Material 3- 9449570446- Knuckle pin  

Child Material 4- 9449570447- Collar  

Child Material 5- 9449570448- Taper pin  

 

  

  

2.Create vendor:-  

   Create vendor for subcontracting process using Tcode XK01.  

Vendor -7000000372  

3.Create Bill of material :-  

Create Bill of material for knuckle joint which includes quantity of parts required for knuckle joint assembly and these detail 

used while creating purchase order. Tcode used to create BOM is CS01.  

Created material list in SAP   with price details : -   
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Here we create subcontracting PIR for a parent material that is Knuckle joint. This subcontracting PIR includes service 

charges for Subcontractor vendor. In this scenario service charges is INR 250/- for one assembly of knuckle joint. PIR is 

created using Tcode ME11.  

Purchasing info record number - 898555110   

 
  

5.create purchase order :-  

Here we create purchase order for Knuckle joint parent material. This parent material includes all child parts. In this PO price 

included is the service charges for subcontracting process. The service charge for each assembly of knuckle joint is INR 250/- 

hence total value of PO for 100 numbers knuckle joint assembly is INR 25000/- . PO creation is done using Tcode ME21N.  

  

4 .Create purchase info record  : -   
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6.Issue material to the vendor:-  

In this step we are issuing knuckle joint child material to the vendor to complete assembly process. 100 numbers of knuckle 

joint parts is issued to the subcontracting vendor and through this process we are keeping record of issuing material. Issuing 

material is done through Tcode ME2O. Before issue of a material :-  

 
  

  

  

After issue of material  

  

Purch ase Order    number 4500027205   

  

mailto:Info@ambikeya.com%20%7C%7C


 

 

 

 

                                                                                                                                                                           

                              Info@ambikeya.com || www.ambikeya.com || +917746805189 

 

  

  

Stock of knuckle joint parts shown in Tcode MMBE (list of warehouse stocks) after issuing to  vendor :-  

 

  

  

   

The parent material will be in on-order stock because material is being processed:-  

  

Supplied child material quantity in warehouse: -   
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7.Receiving material from vendor :-  

In this step after the assembly of knuckle joint is completed parts are received from the vendor. While receiving material good 

receipt is done for documentation purpose and for payment.GR is done using Tcode MIGO.  

  

Movement types involved while receiving a goods are:-  

101- 100 numbers Assembled Knuckle joint(parent material) is received through 101 movement type.  

543-100 numbers Knuckle joint parts(child material) consumed for assembly is show through movement type 543    

  

 
Material document number 9899000802   

  

s  

After receiving knuckle joint (parent material) stock is added to warehouse:-  
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Accounting details :-  

1.BSX-For finished product with the value of BOM components + subcontract services.  

2.VRX-for subcontract services GR/IR clearing account  

3.BSV-for finished product-change in stock account (used in subcontracting process to balance out the factory/subcontractor 

output)  

4.FRL-for subcontract services of offset GR/IR clearing account.  

5.BSX-for BOM component inventory posting.  

6.GBB-for subcontract services-consumption of BOM components provided to subcontractor.  
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In this process invoice verification is done for service charges to be paid for subcontractor vendor. Invoice verification is done 

using Tcode MIRO.  

  

  

  

  

  

  

  

   

  

  

  

  

  

7 .Invoice verification : -   
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