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Budgeting for Manufacturers - Part 2 - Manufacturing
Budget Example: Direct Materials, Direct Labor, and
Manufacturing Overhead Budgets

[Clips 06,07,08] Comprehensive Manufacturing Budget Example - Direct
Materials Budget (Parts 1-3)

Direct Materials Budget

Spears Manufacturing Assumptions:

Desired ending inventory of direct materials 15% of next quarter's
production requirements

Pounds of direct materials required to manufacture 3 pounds
each finished good

Direct Materials cost per pound $9

(direct materials worksheet is on the next page)
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Direct Materials Budget Worksheet

Spears Manufacturing
Direct Materials Budget
For Quarterly Periods 2010

151' an 3r‘d 4Th year
Quarter | Quarter | Quarter | Quarter Total

Required Units to be
Produced

Direct Materials Required per
Unit

Required materials for
production

Desired Ending Direct
Materials Inventory

Total Direct Materials
Required

Expected Beginning Direct
Materials Inventory

Required Purchases of Direct
Materials

Cost per pound of direct
materials

Total cost of required
purchases of direct materials

(expanded production budget worksheet is on the next page)
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Production Budget Worksheet (Expanded to include 1°" and 2™ quarter of 2011)

Spears Manufacturing
Production Budget

For Quarterly Periods 2010, 2011

2010 2011
1 st an 3rd 4th 1 st 2nd
Quarter | Quarter | Quarter | Quarter | Quarter | Quarter

Sales of Finished Goods 10,600u| 11,200u| 11,800u| 12,400u
Units
D.es',lred Ending Inventory of 1,120u 1,180u 1,240u 1.300u
Finished Goods
Total Finished Goods 11,720u| 12,380u| 13,040u| 13,700u
Requirements
Expected Beginning
Inventory of Finished Goods (1060)u| (1120)u| (1180)) (1240}
Required Production Units 10,660u | 11,260u | 11,860u | 12,460u
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[Clip 09] Comprehensive Manufacturing Budget Example - Direct Labor Budget

Direct Labor Budget

Spears Manufacturing Assumptions:

Hours of direct labor required to manufacture each

finished good

1.5 hours

Direct labor cost per hour

$18 per direct labor

hour
Spears Manufacturing
Direct Labor Budget
For Quarterly Periods 2010
15t 2 3" 4th Year
Quarter | Quarter | Quarter | Quarter | Total

Required Production Units

Direct Labor hours Required
per Unit

Required direct labor hours
for production

Cost per hour of direct
labor

Total cost of required direct
labor
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[Clips 10, 11, 12] Comprehensive Manufacturing Budget Example -

Manufacturing Overhead Budget (Parts 1, 2, 3)
Manufacturing Overhead Budget

Spears Manufacturing Assumptions:

Manufacturing Overhead is Applied on the Basis of
Direct Labor Hours

Variable Manufacturing Overhead
o Indirect Materials ($1.40 per direct labor hour)
e Indirect Labor ($1.00 per direct labor hour)
e Utilities ($1.50 per direct labor hour)
e Maintenance ($1.10 per direct labor hour)

$5 per direct labor
hour total

Fixed Manufacturing Overhead
e Supervisory salaries ($90,000 per year)
e Depreciation on factory equipment ($20,000 per
year)
e Property taxes and insurance ($30,336 per year)
e Maintenance ($40,000 per year)

$180,336 per year

(manufacturing overhead budget worksheet is on the next page)
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Spears Manufacturing
Manufacturing Overhead Budget
For Quarterly Periods 2010

15t 2 3rd 4™ Year
Quarter | Quarter | Quarter | Quarter | Total

Variable Mfg Overhead
Costs:

Indirect Materials

Indirect Labor

Utilities

Maintenance

Total Variable Mfg
Overhead

Fixed Mfg Overhead Costs

Supervisory salaries

Depreciation on factory
equip.

Property taxes and
insurance

Maintenance

Total Fixed Mfg Overhead

Total Mfg Overhead Costs
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APPENDIX 1 - SOLUTIONS

Budgeting for Manufacturers - Part 2

Manufacturing

Budget Example: Direct Materials, Direct Labor, and
Manufacturing Overhead Budgets

[Clips 06,07,08] Comprehensive Manufacturing Budget Example - Direct Materials Budget (Parts 1-3)

SOLUTION:

Direct Materials Budget

Spears Manufacturing
Direct Materials Budget
For Quarterly Periods 2010

T 3 | 4 ] Ve
Quarter | Quarter | Quarter | Quarter | Total
| ey #,é“u l/,Z‘D\ I, “0@ 12,4bon.| 442908,
Direct Materials Required per Tn _)Qbi e 20 X 30! X 5» X3 Sbs

Reqwred materials for producnon 3, ?80” 33 7»& 355‘3& 2, 7. ljl?”"‘”

Soutay 53371 56070l 58770
B7.0410% MR 4LV YsasThs |
= | (o) (o Pz smw ) |
$aS0ls 0% S 5,650 57,460 b (39872
it [ v* x}q [ *7 1 N

290,250, 30b M50 fz,u £ zgg 507355, am

| S —
Required Units to be Produced

| Desired Endlng Direct Materials
Inventory
Total Direct Materials Required

Expected Begmmng Direct Materials
Inventory

Required Purchases of Direct

| Materials

Cos' per pound of direct materials

[Total cost of requlrcd purchascs of}
| direct materials

Production Budget

Spears Manufacturing Assumptions:
Desired ending inventory of finished goods

| 10% of next quarter’s sales |

Spears Manufacturing
Production Budget
For Quarterly Periods 2010, 2011

y 2011 4\ |

= = — T 5) ey |
— | & | 29 a o ( ‘ Q

| o \ _Quarter | Quarter | Quarter | Quarter | Quarrer Quarter |

‘US”::’ of Finished Goods | 44 o504 11,2004 11 800y 12,400 /30004 | |3 5004

nits

- — SRR po )
Desired Ervdmg Inventory of 11200 1,180u  1,240u 1,300ul
Finished Goods ‘ /1‘014 |
[Total Finished Goods ‘ [
11,720u  12,380u| 13,040u 13, 700u
Requirements | | L0000 BTN, M0

Expected Begining os0n| (11200 (1180 (1240
| Inventory of Finished Goods | (1060 ( )u ( i ( Y (]ZOO)A? ‘
[

Required Production Units | 10,660u‘ 11,2600 11,860u| 12,460u | /3 0 6O«
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Spears Manufacturing
Direct Materials Budget - SOLUTION
For Quarterly Periods 2010

15t 2nd 3 4™ Year Total
Quarter Quarter Quarter Quarter

Required Units to be Produced 10,660u 11,260u 11,860u 12,460u 46,240u
Direct Materials Required per Unit X 3 lbs X 3 lbs X 3 lbs X 3 lbs X 3 Ibs
Required materials for production 138,720

31,980 lbs | 33,780 Ibs | 35,580 Ibs | 37,380 Ibs lbs
Desired Ending Direct Materials
Inventory 5067 Ibs 5337 Ibs 5607 |Ibs | 5877 |bs*
Total Direct Materials Required 37.047 lbs | 39,117 Ibs | 41,187 |bs | 43,257 |Ibs
Expected Beginning Direct
Materials Inventory (4797) Ibs | (5067) Ibs | (5337) Ibs | (5607) Ibs
Required Purchases of Direct 139,800
Materials 32,250 Ibs | 34,050 Ibs | 35,850 Ibs | 37,650 Ibs Ilbs
Cost per pound of direct materials X $9.00| X $9.00| X $9.00| X $9.00 X $9.00
Total cost of required purchases of
direct materials $290,250 | $306,450 | $322,650 | $338,850 | $1,258,200

* 13,060 units planned production in 1" Quarter 2011 (see the revised production budget on the next

page) X 15% x 3 |lbs = 5877 Ibs

Revised Production Budget to Include 15" and 2™ Quarter of 2011

Spears Manufacturing

Production Budget - SOLUTION
For Quarterly Periods 2010, 2011

2010 2011
1 st an 3rd 4Th 1 st an

Quarter Quarter Quarter Quarter Quarter Quarter
Sales of Finished Goods Units 10,600u 11,200u 11,800u 12,400u| 13,000u 13,600u
Desired Ending Inventory of 1,120u|  1,180u| 1,240u| 1,300u| 1,360u
Finished Goods
Total Finished Goods 11,720u| 12,380u| 13,040u| 13,700u| 14,360u
Requirements
Expected Beginning Inventory
of Finished Goods (1060)u (1120)u (1180)u (1240)u (1300)u
Required Production Units 10,660u 11,260u 11,860u 12,460u 13,060u

£
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[Clip 09] Comprehensive Manufacturing Budget Example - Direct Labor Budget

SOLUTION:

Direct Labor Budget

Spears Manufacturing Assumptions:

Hours of direct labor required to manufacture each finished 1.5 hours |
good
Direct labor cost per hour $18 perTjirecf labor hour

Spears Manufacturing
Direct Labor Budget
For Quarterly Periods 2010
B 1 | 2™ 39 | Yex
| Quarter | Quarter | Quarter | Quarter | Total

Required Production Units ‘ /01@'\“ //Izwk ? //[Ybok /Z,V“’u‘ Véﬂyojk

Direct Labor hours Required per

lome X 15has ¢ 1.Sho X (Shs| X 1.She)y) /S hae
Required direct labor hours for |

pdict T 15,990 My 1o 890 hus 11,7905 18490 hes 14,3 boNs
Cost per hour of direct labor xhe [vhe T j, Y8 |y f/‘"

Total cost of required direct labor 287,820 ¥304,020 320,20 P330, 4 21%), 294, 440

Spears Manufacturing
Direct Labor Budget - SOLUTION
For Quarterly Periods 2010

lst znd 3rd 4fh
Quarter Quarter Quarter Quarter Year Total
Required Production Units 10,660 u| 11,260u | 11,860 u | 12,460 u 46,240 u
Direct Labor hours Required per Unit X 1.5 X 15 X 15 X 15 X 1.5 hrs
hrs hrs hrs hrs
Requurec.i direct labor hours for 15,990 16,890 17,790 18,690 69.360 hrs
production hrs hrs hrs hrs
Cost per hour of direct labor X $18.00 | X $18.00 | X $18.00 | X $18.00 X $18.00
Total cost of required direct labor $287,820 | $304,020 | $320,220 | $336,420 | $1,248,480
£
Copyright 2011 by Rocky Spears Enterprises LLC, All Rights Reserved Page 10 of 11

videos for this lesson are available at evideolearner.com Revised: 2011-05-31



File: FA-20-130-02-Workbook.pdf

Title: Managerial Accounting — Budgeting for Manufacturers — Part 2

[Clips 10, 11, 12] Comprehensive Manufacturing Budget Example - Manufacturing Overhead Budget (Parts 1, 2, 3)

SOLUTION:

Spears Manufacturing
Manufacturing Overhead Budget
For Quarterly Periods 2010
T 1% 2@ [ 3™ I P

Year

P

Vo e e o | Quarter | Quarter | Quarter | Quarter | Total | MA% 0‘1{' /@Q ;C
[Mariaole Mfg Ovechead (Cests: K ) Mmm
[ Indfrccf Materials (/'-9‘0) ﬁ‘ﬂ)\ﬁu’ f@é%rfqum | %" | 97,_[0‘/

Todrect Labor (o)) t15,990 |7/68% t17,790.|%8,00 ¥n300 |

vnies ___ (#.59) R39S 25,535 424,68 | F28035 V/0,000

\' Maintenance

[ Mew () 111,509 [%18,571 1,569 420559 P20l
Total Variable Mfg Ovzrhcoi 7177,#50 ,!34:450 {'83,950 49—’3‘/56’3)",&0

.Fixed Mfg Overhead C;s*rs 3 \

| Swevisoysdaries 492,500 $22,500 22,500 122,520 | 199,000 |

Depreciation on factory iquip. | ) {coco ls—w ‘Sow 45&
Property taxes and insurance ‘f 7;5 Tfm T # 154779 ‘} ‘JJ 5“

gﬁwisory salaries

.. 0 L
A L hug

= ¥7.60 /di4,

uml/’: ¥7.60 X 1§ has

Aol BAHM poth
Fhnceed Bedypbed Achiitsy Land

+527,134

= Maiz\t:num: - W/ﬂ,wﬂ 4 10,000 ‘)o,m "/I,M #1Y0,000 | M . & % 3 w7
Total Fixed }ii%:hud N 77”4;& :7’4508*4“,7031 fbvsl'gi”g",“ m F. = i/i_.—i/a th/l//.%’l/ .
,TOMI Mfg Overhead Costs *llr,';‘( ’119,534"34.034 1/3"/539 @7.[36
Spears Manufacturing
Manufacturing Overhead Budget - SOLUTION
For Quarterly Periods 2010
15" Quarter | 2™ Quarter | 3™ Quarter | 4™ Quarter | Year Total

Budgeted Direct Labor Hours 15990 hrs | 16,890 hrs | 17,790 hrs | 18,690 hrs | 69,360 hrs
Variable Mfg Overhead Costs:

Indirect Materials $ 22,386 $23,646 $24,906 $26,166 $97,104

Indirect Labor $ 15,990 $16,890 $17,790 $18,690 $69,360

Utilities $ 23,985 $25,335 $26,685 $28,035 $104,040

Maintenance $ 17,589 $18,579 $19,569 $20,559 $76,296
Total Variable Mfg Overhead $79,950 $84,450 $88,950 $93,450 | $346,800
Fixed Mfg Overhead Costs

Supervisory salaries $ 22,500 $22,500 $22,500 $22,500 $90,000

Depreciation on factory equip. $ 5,000 $ 5,000 $ 5,000 $ 5,000 $20,000

Property taxes and insurance $ 7,584 $ 7,584 $ 7,584 $ 7,584 $30,336

Maintenance $ 10,000 $10,000 $10,000 $10,000 $40,000
Total Fixed Mfg Overhead $ 45,084 $45,084 $45,084 $45,084 | $180,336
Total Mfg Overhead Costs $ 125,034 $ 129,534 $ 134034 | $ 138534 | $ 527,136

Predetermined overhead rate (POHR) = $527,136 / 69,360 hrs = $7.60/dlh
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