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[bookmark: _Toc117345875]Introduction
The report below would involve the use of various types of management accounting concepts for the chosen company- STG. It will use various concepts such as the high-low method, the CVP analysis, the concept of limiting factor, and the marginal costing to enable the formulation of various types of decisions for the enterprise. In the report, the decision on the contract made by STG management about the production of 1200 units for the product standard would be made by the application of the most profitable product mix and the limiting factor concept for the business.























1.1 Segregation of semi-variable overhead
Calculation of fixed and variable costs using the High-low method
	Particulars
	2022
	2021

	 
	 
	 

	Highest activity level
	1700
	1460

	Lowest activity level
	760
	670

	 
	 
	 

	Highest activity Cost
	18200
	16545

	Lowest activity Cost
	12600
	11455

	 
	 
	 

	Variable cost per unit
	5.96
	6.44

	Total Variable cost
	10127.66
	9406.84

	Fixed Cost
	8072.34
	7138.16



The following formula has been used for the computation of the variable cost per unit-
= 
The total variable cost has been computed below-
= Highest quality units × Variable cost per unit. 
The total fixed cost has been calculated as follows- 
= Total Overhead at the highest level – Total Variable cost.  
Statement showing per unit cost for each of the products, the contribution per unit, the contribution per limiting factor, the total fixed cost, and the rankings of products. 
	Particulars
	Amount (£)
	 

	 
	Budget
	Standard 
	Premium
	Total

	Selling Price
	60.00
	90.00
	120.00
	270.00

	Variable Cost:
	 
	 
	 
	 

	Material 
	27.53
	31.13
	24.08
	82.74

	Labour
	14.35
	23.31
	31.84
	69.50

	Overhead
	5.96
	5.96
	5.96
	17.88

	Contribution per unit (tyre)
	12.16
	29.60
	58.12
	99.88

	Special Strengthening Wire per tyre
	4.00
	6.00
	12.00
	22.00

	Contribution per wire
	3.04
	4.93
	4.84
	12.82

	Fixed Cost
	 
	 
	 
	8072.34

	Rankings
	3
	1
	2
	 



The above-computed rankings for the three products for STG suggest that the various types of the company should attempt to fulfil the annual demand for the standard product as the said product provides the maximum contribution per wire (limiting factor). Once the annual demand for the standard is fulfilled the company would attempt to go ahead with the demand for the premium product (Aldieri and Vinci 2018). The residual wire would be used towards the computation of the total maximum production for the standard product. The resulting production mix is the most profitable mix of products for the company as it would provide maximum profit for the business. 
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	Particulars
	Annual Demand
	Maximum Possible Production
	Wire required per tyre
	Wire consumed
	Wire Left

	 
	 
	 
	 
	 
	25140

	Rank 1: Standard
	1600
	1600
	6
	9600
	15540

	Rank 2: Budget
	2200
	1200
	4
	4800
	10740

	Rank 3: Premium
	900
	895
	12
	10740
	0



	Particulars
	Amount (£)

	 
	Budget (1200 units)
	Standard (1600 Units)
	Premium (895 units)

	 
	Per unit
	Total
	Per unit
	Total
	Per unit
	Total

	Selling Price
	60.00
	72000.00
	90.00
	144000.00
	120.00
	107400.00

	Variable Cost:
	 
	 
	 
	 
	 
	 

	Material 
	27.53
	33035.29
	31.13
	49806.45
	24.08
	21550.66

	Labour
	14.35
	17223.53
	23.31
	37290.32
	31.84
	28498.68

	Overhead
	5.96
	7152.00
	5.96
	9536.00
	5.96
	5334.20

	Contribution per unit (tyre)
	11.68
	14013.18
	23.95
	38322.58
	47.50
	42512.50

	Less: Fixed Cost
	 
	8072.34
	 
	8072.34
	 
	8072.34

	Profit
	 
	5940.84
	 
	30250.24
	 
	34440.16
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1.3- Production Schedule and Marginal cost statement in case the budget contract is not honoured 
	Particulars
	Annual Demand
	Maximum Possible Production
	Wire required per tyre
	Wire consumed
	Wire Left

	 
	 
	 
	 
	 
	25140

	Rank 1: Standard
	1600
	1600
	6
	9600
	15540

	Rank 2: Premium
	900
	900
	12
	10800
	4740

	Rank 3: Budget
	2200
	1185
	4
	4740
	0



In the case the budget contract is honoured, the company would attempt to first fulfil the demand for the product standard as it has been ranked number 1 according to contribution per unit. Moreover, as per the terms of the Budget contract, 1200 units of the product budget are required to be produced (Bauer and Bauer 2018). Thus, after the fulfilment of the annual demand for standard and the budget demand, the residual material would be used towards the production of the premium product. The computation below would suggest that a maximum of 895 units of the premium product are possible in this scenario. 
	Particulars
	Amount (£)

	 
	Budget (1185 units)
	Standard (1600 Units)
	Premium (900 units)

	 
	Per unit
	Total
	Per unit
	Total
	Per unit
	Total

	Selling Price
	60.00
	71100.00
	90.00
	144000.00
	120.00
	108000.00

	Variable Cost:
	 
	 
	 
	 
	 
	 

	Material 
	27.53
	32622.35
	31.13
	49806.45
	24.08
	21671.05

	Labour
	14.35
	17008.24
	23.31
	37290.32
	31.84
	28657.89

	Overhead
	5.96
	7062.60
	5.96
	9536.00
	5.96
	5364.00

	Contribution per unit (tyre)
	11.68
	13838.01
	23.95
	38322.58
	47.50
	42750.00

	Less: Fixed Cost
	 
	8072.34
	 
	8072.34
	 
	8072.34

	Profit
	 
	5765.67
	 
	30250.24
	 
	34677.66
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The observation of the results of the two-product mix developed in each of the cases associated with the budget contract helps in developing a suitable recommendation for the management of STG company (Chytry et al. 2022). Honouring the budget contract would result in low profits for the company. It is because the extra production of units of Standard tyre in line with the contract would involve opportunity cost associated with the production of the Premium product which is one of the most profitable products for the company and is ranked 2nd in the profitability mix for the enterprise. 
In case the contract is honoured, there would be the production of additional 15 units (1200- 1185) in comparison to the scenario where the contract is not honoured (Hagiu and Wright 2020). Thus, the additional contribution gained would be = £ 3.04 × 15 units = £ 45.6.
At the same time, the less production of the premium product in the case the contract is honoured would be 900- 895 = 5 units. The net contribution lost in this regard would be £ 4.84 × 5 = £ 24.2. Thus, the net effect, if the contract is accepted, would be an additional gain of the contribution of £ (45.6 – 24.2) = £ 21.4. 
Thus, the evaluation of the net impact on the contribution of the two products above shows that the company will gain additional contribution if it decides to accept the contract and produce 1200 units of standard product (Kafle 2018). Thus, it can be said that the said product should be accepted. 
1.5.1 Limiting factor and its relevance to STG
The limiting factor has constraints on it and is available but in scarce supply. If the stock of this material is over, the production cannot be carried forward. There can also be multiple limiting factors for a company, which might limit its production efforts. The limiting factors include-
1. Labour- The supply of the labour force is limited in terms of the number of manpower available or their total working hours
2. Materials- There can be different production activities in which the material is required. The goods must be produced in adequate quantity (Kafle 2018). It should not be either too low or too high for any product line.
3. Manufacturing capacity- There can be a limited number of machines or machine working hours, for which these can be used for production.
The goal of the business is to select an optimum production mix (Kafle 2018). It must produce the minimum number of required goods for the market but focus on those goods that maximise its profits. The business must focus on producing those products which have a high contribution margin per unit.
 1.5.2 Assumptions for CVP analysis
The CVP analysis is used to draw the relationship between costs incurred in production, the volume of the whole output and the profit that can be attained after selling these products (Liu et al. 2019). The technique is applied after considering several considerations which are-
1. The costs must be fixed at the given level of production. When the production alters by some margin the fixed costs should stay the same.
2. The variable cost per unit also remains constant
3. The costs must be split between fixed and the variable costs
4. The change in the total amount of expenses would be caused by the changes in activity levels.
5. The semi-variable costs are to be segregated based on the high-low method or the scatter plot
Limitations of the CVP analysis
The method of CVP is advantageous in many ways. It helps the business to identify the most profitable products (Liu et al. 2019). The business can use its resources in the production of those products which provide it with the highest profitability. However, the method suffers from several limitations such as-
1. The fixed costs of the business are not necessarily fixed. It can change with the fluctuations in the level of activity.
2. The selling prices are not determined by the firms in markets with perfect competition. It changes based on the pricing strategies of the competitors and the prices are largely determined by market forces.
3. This method cannot be implemented in the long run as the underlying assumptions do not stay valid for a long period
4. For a firm such as STD, the product lines are larger, and this method might not be appropriate if the fixed costs are to be apportioned across various products.
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The report carried out the application of various management accounting concepts and conventions for decision-making purposes in business enterprises. This included the segregation of semi-variable overhead in the business of STG company along with the development of the most profitable product mix according to the ranking of each product for contribution per wire of each product. It was found that if the company decides to produce according to the budget contract it would have additional contribution and thus, the decision as to the production of the units as per the contract was suggested. 



