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Direct Material Purchases Cost Budget
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Quantity of Raw Material to be purchased =

Quantity of Raw Material for Production ( from raw material budget )
+ Ending Inventory of Raw Material
- Beginning Inventory of Raw Material
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Purchases Cost of Raw Material =
Quantity of Raw Material * Purchasing Price




Example 1 :
Estimated sales volumes for the Third Quarter of the year are
3000,2500,4000 units respectively .
If you know the following:
1-The Company keep equal to 10% of the sales volume of the
same month as ending finished goods inventory in each month
and the beginning balance for July was 200 units.
2- The unit produce require two type of raw material (A+B)
with (4) kilograms of (A) and (5) litters from (B).
3- The Company keeps equal to 20% from quantity of raw
material that required for production as ending inventory of raw
material and the balances of raw material at the beginning of
July are 2000 kilograms and 1500 litters respectively.
4-The purchasing price for material (A) was $4 per kilo and for
material (B) was $3 for litter.
Required : Prepare the following budgets for the third quarter
of the year ( 1-Production Budget 2-Direct Material Budget
3-Direct Material Purchases Cost Budget ).
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Solution:

Production Budget

Details July | August | September | Total
Estimated Sales 3000 | 2500 4000 9500
+ Ending F.G Inventory 300 | 250 400 400
-Beginning F.G. (200) =(300) =~ (250) (200)
Inventory
= Quantity to be Produce | 3100 | 2450 4150 9700

Direct Material Budget

Details July | August | September | Total
Quantity to be Produce 3100 | 2450 4150 9700
Direct Material (A) 4 4 4 4
Kilograms 12400 | 9800 16600 | 38800
Direct Material (B) 5 5 5 5
Litters 15500 | 12250 | 20750 | 48500

Direct Material Purchases Cost Budget (A)

Details July | August | September | Total
Direct Material (Keg's.) | 12400 | 9800 16600 | 38800
+ Ending Raw Material 2480 | 1960 3320 — 3320
Inventory ( 20% )

-Beginning Raw (2000) | (2480) | (1960) | (2000)

Material Inventory

= Quantity to be 12880 | 9280 17960 | 40120

Purchased (Keg's)

Purchasing Price Per Kilo $3 $3 $3 $3

=Purchasing Cost 38640 | 27840 | 53880 |120360
$ $ $ $
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Direct Material Purchases Cost Budget (B)

Details July | August | September | Total
Direct Material (Litters) | 15500 | 12250 | 20750 | 48500
+ Ending Raw Material 3100 | 2450 4150 — 4150
Inventory ( 20% )
-Beginning Raw (1500) | (3100) | (2450) | (1500)
Material Inventory —>
= Quantity to be 17100 | 11600 | 22450 | 51150
Purchased ( Litters)
Purchasing Price Per Liter $4 $4 $4 $4
=Purchasing Cost 51520 | 37120 | 71840 |160480

$ $ $ $

Example2 :

After preparing the production budget, the quantities required to
be produced for the last quarter of the current year are 12000,
15000, and 14000 units respectively. And the following
additional data were obtained:

1-The producing unit requires three types of raw materials :

3 kilograms for material A and 4 kilograms for material B, and
6 kilograms for material C.

2-The required inventory at the end of each month for raw
materials equals 10 % of the monthly requirement for the raw
materials and the inventory expected at the end of September is
3000 kegs for each raw material.

3- The prices for purchasing the three raw materials are $ 2, $ 4
and $ 5 per kilo respectively.

Required : Prepare the direct material budget and direct
material purchases cost budget for the last quarter of the year .

¢




¢ 12000 Asudl (pa A ao I Lealiil o gllaal) CilaaSl) CulS -1 4G ) ga dlae ) aag
Al Gl e J sl 5385 ¢ I gill e 322514000 ¢ 15000

o S 4 5 Al e LS 3 A 391 30 sall (a5 3 et Anial) Ban 511
C sl (e IS 6 5 B zalall
el LAY (e 9610 Jolas e IS e Bl 331 30 5l (e st 5 3312
Al sale JS1 5LS 3000 52 aains A3led @l siall (5 ) 5 4 $¥) 3aLall

(Sl Je QWS ¥ a5 54 52 o4 483N 4l ¥ o) sall o) )l jland-3

@)S\Qc:\:\lf){\ A gall by yiiia A4S A5 ) ga g Al gV ) gall 453 e ae) ¢ glhaall
Al e paAY)

Solution:

Direct Material Budget for the Last Quarter

Details Oct. Nov. | Dec. | Total
Production Volume 12000 | 15000 | 14000 | 41000
Raw Material (A) 3 3 3 3

36000 | 45000 | 42000 | 123000
Raw Material(B) 4 4 4 4

48000 | 60000 | 56000 | 164000
Raw Material (C) 6 6 6 6

72000 | 90000 | 84000 | 246000




Direct Material Purchases Cost Budget (A)

Details Oct. Nov. | Dec. | Total
Direct Material (Kegs) 36000 | 45000 | 42000 | 123000
+ Ending Raw Material 3600 | 4500 | 4200-—>4200
Inventory ( 10% )
-Beginning Raw Material (3000) | (3600) | (4500) | (3000)
Inventory —
= Quantity to be Purchased | 36600 | 45900 | 41700 | 124200

( kilograms )
Purchasing Price Per Kilo $2 $2 $2 g2
=Purchasing Cost 73200 | 91800 | 83400 | 248400
$ $ $ $
Direct Material Purchases Cost Budget (B)

Details Oct. Nov. | Dec. | Total
Direct Material (Kilo) 48000 | 60000 | 56000 |164000
+ Ending Raw Material 4800 | 6000 | 5600— 5600
Inventory ( 10% )
-Beginning Raw Material (3000) | (4800) | (6000) | (3000)
Inventory
= Quantity to be Purchased | 49800 | 61200 | 55600 | 166600

( Kilograms )

Purchasing Price Per Kilo $4 $4 $4 $4
=Purchasing Cost ($) 199200 | 244800 | 222400 | 666400




Direct Material Purchases Cost Budget (C)

Details Oct. Nov. | Dec. | Total

Direct Material (Kilo) /2000 | 90000 | 84000 | 246000
+ Ending Raw Material 7200 | 9000 | 8400— 8400
Inventory ( 10% )
-Beginning Raw Material (3000) | (7200) | (9000) | (3000)
Inventory
= Quantity to be Purchased | 76200 | 91800 | 83400 | 251400

( Kilograms )
Purchasing Price Per Kilo $5 $5 $5 $5
=Purchasing Cost ($) 381000 | 459000 | 417000 | 1257000

Homework

The following are the estimated sales quantities for the months

of the third quarter of the current year:

July 6000 units
August 5000 units
September 7000 units

If you know the following :

1-The company policy for the ending inventory of finished
goods is equal to 10% of the sales quantity of the same month.
2- The ending finished goods inventory for the second quarter
of the year was 800 units.

3- The unit produce require two types of raw materials as
follows :

Raw material A 3 Kilos

Raw material B 4 Kilos




4- The company policy for the ending inventory of raw
materials is equal to 20% for A and 10% for B of the required
quantities for production for the same month.

5- The ending raw materials inventory for the second quarter of
the year was 2000 , 4000 Kilos for the materials respectively .
6- The purchasing price for the Kilo of the raw materials are $6
and $5 respectively.

Required :

Prepare the Production budget , Direct material budget , And
direct material purchases cost budget for the third quarter of the
year .




