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INTRODUCTION


The management accounting refers to the practice of recognizing, evaluating, measuring and communicating the information or data of the financial to their owner or manager for follow or achieve the goal of the company. In below report, it explains the variable, fixed and contribution cost for STG's product (Mervis, 2020). It analyses the budgeted units with the help of the management tools and techniques that helps to taking the decision for which is best for STG group. There has been prepares the production budget to analyse the required unit that to be produced and marginal income statement for examine the profit. It also describes the advantages and disadvantages of the CVP techniques in order to STG. 

1.1 calculation of the variable cost, fixed cost with the help of the high/low method
Variable cost=
	Budgeted
	Standard
	Premium
	Total

	Particular
	
	Amount
	
	Amount
	
	Amount
	

	Raw material
	2200*27.53
	60566
	1600*31.13
	49808
	900*24.07
	21663
	132037

	Direct Labour
	2200*14.35
	31570
	1600*23.3
	37280
	900*31.84
	28656
	97506

	Semi variable cost
	2200*6.89
	15158
	1600*8.33
	13328
	900*12.72
	11448
	39934

	Total variable cost
	
	107294
	
	100416
	
	
	269477


Fixed cost- Total cost – variable cost

Semi variable = 18200 – (1700*6.89)

= 18200 – 11713
= 6487

	
	Budgeted
	Standard
	Premium
	Total

	Sales (units)
	2200
	1600
	900
	4700

	selling price per unit
	60
	90
	120
	270

	Sales revenue  (£)
	132000
	144000
	108000
	384000

	Less: variable
	
	
	
	

	Raw material
	60566
	49808
	21663
	132037

	Direct Labour
	31570
	37280
	28656
	97506

	Semi variable cost (variable)
	2200*6.89
	1600*8.33
	900*12.72
	

	
	15158
	13328
	11448
	39934

	Total 
	107294
	100416
	61767
	269477

	Contribution
	24706
	43584
	46233
	114523

	Contribution per unit
	11.23
	27.24
	51.37
	24.37

	Less: Fixed cost
	6487
	6487
	6487
	19461

	Profit
	18219
	37097
	39746
	95062

	Ranking
	3
	2
	1
	


Working note:

1. the variable cost has been calculated on the base of the 2022 as per the given in the question.
2. Variable cost (per unit) = change in cost/ change in profit
	Budgeted
	Standard
	Premium

	Particular
	
	variable per unit
	
	Variable per unit
	
	Variable per unit

	Raw material
	 46800/ 1700
	27.53
	(38600/1240)
	31.13
	(18300/760)
	24.07

	Direct Labour
	24400/ 1700
	14.35
	(28900/ 1240)
	23.3
	(24200/760)
	31.84

	Semi variable cost
	(18200-16545)/(1700-1460)
	6.89
	(14400-13900)/(1240-1180)
	8.33
	(12600-11455)/(760-670)
	12.72


1.2 Presentation of the budgeted project and marginal income statement (Honoured)

	Production Budget 
	Budget
	Standard
	Premium

	
	
	
	

	Sales Unit (Forecasted)
	2200
	1600
	900

	Planned Inventory at the end of the year
	0
	0
	0

	Total Production Required 
	2200
	1600
	900

	Beginning Inventory of the Finished Goods 
	0
	0
	0

	Units to be Produced 
	2200
	1600
	900

	Production Amount 
	132000
	144000
	108000


The production budget which has been discussed above, presents the produced units and budgeted production amount (Kudlák, 2018). Here the amount of produced units is the same as the sales figure due to the fact that the inventory levels, both the opening and the closing are not considered. The company has decided that the selling price along with the other raw material and the labour costs per tyre will be the same for the year 2023. Furthermore, STG has been operating on a Just-In-Time production method, where the inventory levels, as mentioned will be zero. 
	Income Statement (Marginal)
	Budget
	Standard
	Premium

	Sales
	132000
	144000
	108000

	Less: Variable Costs
	107294
	100416
	61767

	Contribution 
	24706
	43584
	46233

	Less: Fixed Cost 
	6487
	6487
	6487

	Profit 
	18219
	37097
	39746


The income statement which has been discussed above defines the values of the profit which the company has incurred on different kinds of the tyres which are divided into three major groups that are, the budget, standard and the premium. The statement reveals that the highest profit belongs to the premium brand of tyres which is at 39746 and the second highest is the standard tyre which stands at 18219. This helps the company concentrate on the tyre with the highest amount of profit along with the adoption of the techniques which will aid in the management of the same profit throughout the period. The penalty of 14000 has not been included in the income statement due to the fact that the same s incurred when the contract has not been honoured. However, in the following case the contract has been honoured and as a result the penalty will not be included, which will arise if the contract made by the sales director to accept the order of 1200 units cannot be fulfilled. 
1.3 Presentation of the budgeted project and marginal income statement (Not Honoured)

	Production Budget 
	Budget
	Standard
	Premium

	
	
	
	

	Sales Unit (Forecasted)
	2200
	1600
	900

	Planned Inventory at the end of the year
	0
	0
	0

	Total Production Required 
	2200
	1600
	900

	Beginning Inventory of the Finished Goods 
	0
	0
	0

	Units to be Produced 
	2200
	1600
	900

	Production Amount 
	132000
	144000
	108000

	Less: Penalty 
	14000
	0
	0

	Net amount 
	118000
	144000
	108000


The company should be able to benefit from the various techniques which are adopted to maintain the profit. Here the production budget helps understand the production amount which has been drafted for three different type of tyres, namely, the budget, standard and premium. The budget has been impacted by the penalty amount, due to the fact that the budget has not been honoured. Furthermore, it can be seen that the standard type of tyres, incurred the highest amount of profit, due to the fact that budget tyres incurred a penalty of 14000 (Darvas, 2018). 
	Income Statement (Marginal)
	Budget
	Standard
	Premium

	Sales
	132000
	144000
	108000

	Less: Variable Costs
	107294
	100416
	61767

	Contribution 
	24706
	43584
	46233

	Less: Fixed Cost 
	6487
	6487
	6487

	Profit 
	18219
	37097
	39746

	Less: Penalty 
	14000
	0
	0

	Net Profit
	4219
	37097 
	39746


The income statement based on the marginal costing method, has been drafted for comprehending the amount of profit which has been incurred on budget, standard and premium tyres, where the highest amount of profit has been incurred by the premium quality tyres, at 39746. Whereas, the budget quality tyres have been adversely affected by the penalty which has been incurred due to the fact that the budget contract remains dishonoured. The penalty amount is at 14000 and the profit which has been incurred by the budget quality tyres, before the penalty has been deducted is at 18219. Furthermore, the standard quality tyre net profit for the company is at 37097. 
1.5.1 Explanation of the limiting factor in order to STG
Limiting factor: It bans the capacity of the corporation to maximise their sales for the reason of constraints in demand or the attainability of the resources of production. These elements contain the labour, raw materials, machine hours and so on. The main feature of this factor is money.  If the STG produce more than 1200 and faces shortage in the delivery of the material which is necessary in the manufacturing of their multiples tyres, what quantity of their several units should be manufacture to enhance their profitability (Cuadrado, 2021). 

1.5.2 Describe the assumption and disadvantages of CVP technique in manner of STG
Cost volume profit: It helps in finding out the changes of the variable or fixed cost that affect the profit of the organization. The STG utilizes this technique to observe how many products or units the company require to sell for the purpose of covering their cost or attain a certain optimum margin of profit. The formula of this technique is earning/margin = Revenue/sales – Total cost. Total cost contains fixed and variable cost as well. This technique helped to STG group for analysing their profit and how they require to reduce their cost to maximize their sales because if their sales increase then profit will also enhance that shows the best position of the company. With the help of this technique they also evaluate or examine their unit that need to be sell. It helped to the company to ascertain the contribution margin that is the amount lifting from revenues after all the variable cost have been subtracted. They monitor their cost of the products by interacting with variable and fixed cost (Bogoslavtseva, 2019).  
Limitations:
This analysis requires estimates in gathering the important data and deficits precision and accuracy. In this method, it has been assumed that the revenue and total expenses or cost are linear. It is also assumed that there is no modification in the quantities of the units.

CONCLUSION 


As per the above report or data, it can be concluded that the prime units gained high profit. There is less unit that has sold as comparison to budgeted and standard because they controlled their variable cost and their selling price is high than others that's why they achieved high profit. There has been calculated the fixed and variable cost per unit as well. There were two categories, contract is honoured or not then prepare the production budget and their income statement of marginal cost. As per the above report and analysation, the limiting factor and cost value profit techniques to analyse the profit and their sales. 
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