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Summary
This article examines how the price of parent item is calculated in a Bill of Materials (BOM) and how the cost
of a parent item is determined in a completed production Order. It will then show you the difference between
them.
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Why is the parent price in the BOM different from the parent cost produced by the
production order?
Please note that unless otherwise stated, all items, excluding the labour item, are managed by the Moving
Average valuation method.
In the Bill of Material (BOM,) the 'Product Price' entered/calculated in the 'Product Price' field is only relevant
for sales documents in a continuous stock database.
The value entered in the 'Product Price' (by double-clicking the orange arrow) is calculated based on the
price of child items in the BOM. For example, a BOM is created for the parent item 'Bicycle'.

At this stage, the price of the parent item 'Bicycle' is not defined in the price list, 'Base Price'. Consequently,
this field is blank for the BOM.
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The 'Product Price' for the item 'Bicycle' will not be updated until the orange arrow, directly above the
'Product Price' field, is clicked.

The 'Product Price' is calculated as the sum of all the component items. Hence:
Component 1 (Quantity * Unit Price) + Component 2 (Quantity * Unit Price) + ....
In this example, the 'Product Price' of the parent item 'Bicycle' is updated to 'GBP 100.00'. This is calculated
as follows:
= (Frame (1*35)) + (Wheel -26 (2*10)) + (H_Bar (1*20)) + (B_seat (1*5)) + (Labour (1*20))
= 35.00 + 20.00 + 20.00 + 5.00 + 20.00
= 100.00
When the BOM is updated with this new price, it is also automatically updated in the price list, for the parent
item.
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However, when creating a production order, the price that matters is actually the item costs of the
components, as seen in the Item Master Data.

As previously stated the 'Product Price' visible for the parent in the BOM is the selling price list that will be
used in sales documents. It will never be used in the calculation of the item cost when producing the Parent
item.
The cost of the parent item received into stock from a production order is based on the quantities of
component items issued in the Production Order and their item costs.
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Taking the following production order as an example, it shows that there was a 'Planned Quantity' of 10 units
for the item 'Bicycle'.

The total cost of producing these 10 units was GBP 1003.32. This GBP 10003.32 is composed of 'Actual
Component Cost' (GBP 953.32) + Actual Additional Cost (GBP 50.00).
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To get more information on the Production Cost, please refer to this EoP Wiki Article:
How are Actual Component and Actual Product Costs computed during a production process?

Related Contents


SAP Business One in Action Catalog Page



Link to DRC documentation



For more information, visit the Business One homepage.
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