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UNIT 2
PART -2-
COURSE 2

The Direct Materials Budget

purchases Budget
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This budget depends on the production budget because it begins with the
amount of production.

Production Quantity * Materials Needed = Quantity of Materials Used in
Production * Purchase Price = Cost of Raw Materials
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Example
The Best Company produces and sells the following
1-Quantity of planned production during the third semester

July 7,800
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August 1,400
September 13,000

2-One table needs 2 kg of plastic granules and the price of one kilogram
Is 2000 dinars

Required: Preparing the budget for the raw materials used in the third
semester
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This budget is based on the material budget because it starts with the
amount of raw materials used for production

After completing the preparation of the production budget, the direct

materials budget is prepared, which is a plan for the quantity of materials

to be purchased during the budget period, this plan must achieve two
things

1-The quantity of materials purchased must be sufficient for the quantity
of production required during the period

2-The company must keep a part of the raw materials purchased in the
direct materials inventory account at the end of the period, and this stock
Is determined according to a certain percentage determined by the
administration

The quantity and cost of the direct materials to be purchased is calculated
as follows her law :

The amount of raw materials required or used for production
Add: Stock of raw materials at the end of the period

Total requirements of raw materials

Subtracts: stocks of raw materials at the beginning of the period

Raw materials required for purchase or quantity of purchases
XXXX

Purchase Quantity * Purchase Price = Cost of Purchases
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Example

Al-Majd First Industrial Company produces and sells plastic with the
amount of raw materials expected to be used in production during the
second quarter of 2017, noting that the company’s policy is to maintain
.the stock of raw materials

1-The amount of raw materials expected to be used in production during
:the second quarter of 2017 as follows

Nissan 80,000
March 90,000
June 95,000

Note that the expected purchase prices during the second quarter of 2017
are 10 dinars per kilo
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2-The company’s policy is to keep the raw materials equivalent to 20% of
the raw materials in the following month if it knows that the quantity of
materials required for the month of July is 100,000.

Required: Preparing the budget for the procurement of raw materials for

the second semester of 2017.
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