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[bookmark: _Toc116937430]Introduction
In this report, we will discuss supper tyres globally. It has been classified into 3 types namely budgets, standard, and premium tyres. It has been forecasted that the company has limited resources for strengthening wire to produce tyres. Budgets are prepared and help in determining the first contract by meeting the output on regular basis. The above information is mentioned. In the report. The report contains the details regarding the penalty and contract breach charges
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[bookmark: _Toc116493038][bookmark: _Toc116728878][bookmark: _Toc116937432][bookmark: _Toc116728879]1.1 Computation of fixed and variable costs
	Particular
	Budget
	Standard
	Premium
	Total

	 
	 
	 
	 
	

	Variable cost per unit = (Higher cost - Lower cost)/ (Higher unit - Lower unit)
	6.90
	8.33
	12.72
	27.95

	 
	 
	 
	 
	

	Fixed cost = (Total semi-variable cost- (higher unit*variable cost per unit))
	6487.00
	4070.80
	2932.80
	13490.60

	 
	 
	 
	 
	

	Product cost card
	 
	 
	 
	

	Particular
	Budget
	Standard
	Premium
	

	Sale
	60
	90
	120
	270

	variable cost
	 
	 
	 
	

	Raw material
	27.53
	31.13
	24.08
	82.74

	Direct labour
	14.35
	23.31
	31.84
	69.50

	variable overhead
	6.90
	8.33
	12.72
	27.95

	 
	 
	 
	 
	

	Contribution per unit
	11.22
	27.23
	51.36
	89.81

	 
	 
	 
	 
	

	Limiting Factor
	 
	 
	 
	

	Special Strengthening Wire
	4
	6
	12
	22.00

	Contribution per metre Strengthening wire
	2.81
	4.54
	4.28
	11.62

	 
	 
	 
	 
	

	 
	 
	 
	 
	

	Rank
	3
	1
	2
	

	 
	 
	 
	 
	

	Product optimum sheet
	 
	 
	 
	

	Particular
	Metre
	Unit
	 
	

	Standard
	9600
	1600
	 
	

	 
	 
	 
	 
	

	Premium
	10800
	900
	 
	

	 
	 
	 
	 
	

	Budget
	8800
	2200
	 
	

	Excess of budgeted over actual 
	-4060
	 
	 
	

	 
	25140
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[bookmark: _Toc116728881]If the budget Contract is honoured
Budgeted production schedule
	Product optimum sheet
	 
	 
	 

	Particular
	Metre
	 
	Unit

	Standard
	9600
	 
	1600

	 
	 
	 
	 

	Premium
	10800
	 
	900

	 
	 
	 
	 

	
	
	 
	

	Budget contract
	4740
	 
	1185

	Remaining wire for use
	 
	 
	 

	Total
	25140
	
	

	Marginal Income statement
	
	
	
	
	

	Particular
	Budget
	Standard
	Premium
	Total

	 
	 
	 
	 
	 

	Sale
	162060
	144000
	108000
	414060

	 
	 
	 
	 
	 

	Less:
	 
	 
	 
	 

	Variable Cost 
	 
	 
	 
	 

	Raw material
	74356.94
	49806.45
	21671.05
	145834.45

	Direct labour
	38767.29
	37290.32
	28657.89
	104715.51

	variable overhead
	18625.65
	13333.33
	11450.00
	43408.98

	 
	 
	 
	 
	 

	Total contribution
	30310.12
	43569.89
	46221.05
	120101.06

	 
	 
	 
	 
	 

	Fixed cost
	6487.00
	4070.80
	2932.80
	13490.60

	 
	 
	 
	 
	 

	Operating Profit
	23823.12
	39499.09
	43288.25
	106610.46

	 
	 
	 
	 
	 

	(-) Penalty
	 
	 
	 
	14000

	 
	 
	 
	 
	 

	Operating Profit
	23823.12
	39499.09
	43288.25
	92610.46
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[bookmark: _Toc116728883]Budget production schedule
	Product optimum sheet
	 
	 
	 

	Particular
	Metre
	 
	Unit

	Standard
	9600
	 
	1600

	 
	 
	 
	 

	Premium
	10800
	 
	900

	 
	 
	 
	 

	Budget
	8800
	 
	2200

	Excess of budgeted over actual
	-4060
	 
	 

	 Limited to 
	25140
	 
	 




	Particular
	Budget
	Standard
	Premium
	Total

	 
	 
	 
	 
	 

	Sale
	132000
	144000
	108000
	384000

	 
	 
	 
	 
	 

	Less:
	 
	 
	 
	 

	Variable Cost 
	 
	 
	 
	 

	Raw material
	60564.71
	49806.45
	21671.05
	132042.2

	Direct labour
	31576.47
	37290.32
	28657.89
	97524.69

	variable overhead
	15170.83
	13333.33
	11450
	39954.17

	 
	 
	 
	 
	 

	Total contribution
	24687.99
	43569.89
	46221.05
	114478.9

	 
	 
	 
	 
	 

	Fixed cost
	6487
	4070.8
	2932.8
	13490.6

	 
	 
	 
	 
	 

	Operating Profit
	18200.99
	39499.09
	43288.25
	100988.3

	 
	 
	 
	 
	 

	(-) Penalty
	 
	 
	 
	14000

	 
	 
	 
	 
	 

	Operating Profit
	18200.99
	39499.09
	43288.25
	86988.34
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[bookmark: _Toc116728885] Qualitative and quantitative factors under the budgeting method 
While doing the fundamental analysis both the qualitative and quantitative factors are to be kept in mind as the Quantitative factor are represented in numbers that reflect the wealth and profits of the company, such as the company’s liabilities, revenue, assets, and price-earnings ratio (P/E).
It is the non-numerical data of the company that are more intangible as it affects the potential value of a company. Basic qualitative factors are customer satisfaction with the company's products, pending cases that affect the company's reputation, change in a company’s management, or a new technology that gives a company a competitive advantage.
The budget production cost in the operating profit is 106610.46. The limited availability of the resources in the supper tyres global would meet the target. As the management has met the penalty of 14000 which would decrease the operating income of supper global tyres. S it would provide them with better prospects and future meet to meet future requirements.
Supper tyres global has been under threat due to high energy costs and to the supplier as the supplier proper steel group has advised supper tyres global for a maximum supply of 31204 meters of wire but it has already accepted the order of 1200 budgeted tyres but due to non-fulfillment of order 1200 budgeted tyres, a penalty has been incurred of $14000 on supper global tyres according to my opinion breaching the contract and incurring the liability would affect the goodwill of the business and profitability which is not considered to be good for long term purpose. As propa steel group can cancel their future contracts which are not considered to be good for supper global tyres for the long term purpose (Tsai et al., 2019). Therefore it is advised not to breach the contract by incurring liability and it must fulfill the contract by limiting production in a normal way by prioritizing its production activity. By comparing the fundamentals of actual with the budget it seems that the company has been running in profits for the past 2 years which is a positive sign for the business. based on the information given fixed cost and variable cost has been calculated with the high/ low method along with this contribution per unit, variable cost per unit, and total fixed cost of scarce resources are been calculated by ranking them on the basis of calculation done below.
  
[bookmark: _Toc116728886][bookmark: _Toc116937436]1.5 Directors review
[bookmark: _Toc116728887]Limiting factor relevant to STG with the required credible literature 
Supper tyres global has no production unit capacity limit. Then no production will be done as the future cost per unit affects the production constraint by strengthening wire limiting factors for determining the higher total cost which is calculated with the given formula i.e. quantity produced multiplied by the standard cost per unit. This has been represented in numerical form. One of the limiting factors for the accounting purpose is production constraint strengthening which results in negative consequences due to an increase in overhead expenses like fixed, variable or semi-variable expenses per unit with the labor efficiency rates at the production level.
In supper tyres, the global accounting technique in the form of standard costing has been used by establishing the target cost with the production of the product or services (Paul. 2020). Standard costing has been used to compare the actual cost with the planned cost for better understanding. Achievement and profitability levels have been dependent on the standard costing process. Variance analysis reports with the management decision-making process are based on the standard costing process for generating and allocating costs (Tamuleviciene, 2020).
When the actual cost is higher than the planned cost then the standard costing will have no relevance. As it will result in a cost reduction plan because of additional costs at the production level. It is also mandatory to the comparison between the production costs with the planned cost for reducing the production plan. The cost should be recorded at the planning stage.
There are two methods under the standard costing method. This has been classified into two types namely absolute allocation and percentage allocation. The absolute allocation method is the process of allocating the fixed cost with the variable cost. Whereas under the percentage allocation method the process of allocating the variable cost with the variable cost. The cost driver is labor, rent, raw materials, indirect materials, direct labor etc. under the standard costing method of supper global tyres the percentage allocation is compared and based on the actual cost percentage. It is compared based on actual cost. It does not include the normal cost of normal failure within the constraint (Droyazko et al., 2019). The breakdown in the cost is used to calculate the cost per type of failure to find the opportunity for implementing the changes for a reduction in cost in the future. There are two types of methods used in the supper global tyres that are absolute allocation and percentage allocation method. 
[bookmark: _Toc116728889][bookmark: _Toc116937437]Assumption of cost volume profit (CVP)
CVP is affected by business net income and operating income. As it includes the company costs like manufacturing costs, selling costs, as well as administrative costs. It is classified into fixed and variable. Based on incorrect information, errors and misinterpretation may occur which may lead to wrong conclusions. Under the cost volume profit model, a financial model shows changes in sales volume, costs, and prices which will ultimately affect the profit. As these factors are vital for determining the success of the company with the profit margin. The factors to be followed are:
Classification of cost based on fixed and variable- cost is of two types fixed and variable. It includes the break-even analysis by assigning it based on fixed and variable cost factors.
Fixed cost difficulty- based on changes in the prices, unit costs, operating efficiency, sales mix analysis and relationship are modified as the changes in the cost are very short.
Constant selling price based on volume- market conditions with the selling price are constant as the quantity discount are offered in multiple lots of purchase. As it is based on the production and selling of multiple products by assuming sales volume is constant. Keeping of selling price leads to difficulty in determining the contribution margin per unit and contribution margin ratio (Liang et al., 2021).
Insignificant changes in the inventory size- CVP analysis is possible based on variable costing for the inventorial product cost or selling of production volume in the same period.
Application of cost volume profit analysis in the short term- CVP analysis is a short-term planning tool that remains unstable in the long run due to changes in the circumstances. It can be revised based on the variable as all equation of CVP analysis needs readjustment of figures.
Relevant changes in the linear cost- In the short run cost volume profit is assumed to be the total fixed cost in the short run with the relevant range. As the linear relationship between the cost and revenue leads to a relevant range of activity for the specified period. As the TVC is directly proportionate to the sales volume but in reality costs remain unaffected.
[bookmark: _Toc116728890][bookmark: _Toc116937438]Limitation of cost volume profit
Estimates and approximates are made based on CVP analysis for the data collection due to a lack of accuracy and precision in the data collection method. Under the CVP analysis total revenues and total expenses are represented on straight lines as a linear relationship. It is assumed that the CVP analysis assumption is unfair. Under the CVP analysis, productivity efficiency is increased due to a decrease in per unit variable cost (Lulaj and Iseni, 2018).
CVP analysis is conducted based on incorrect assumptions as the operational productivity and efficiency remain constant. In the CVP analysis expenses like fixed and variable are supposed to be reliable as the categories are challenging.
In this sales mix, pricing, unit cost and operational efficiency change due to changes in variables. These factors like overall CVP analysis and linkages are adjusted due to limited cost data as a result of this assumption.
[bookmark: _Toc116728891]Merger and acquisition of supper tires global with the proper steel group would result in cost savings by reducing the inventory levels and improving the distribution process by sharing manufacturing facilities. In addition, a significant problem arising due to cultural change may affect the market based on changes in the long run and short run as it is required to readjust the numerical figures (Lulaj and Iseni, 2018). 
[bookmark: _Toc116937439]Conclusion 
In the supper global tyres marginal costing technique has been applied based on the high-low method. Cost like total fixed cost, total variable cost, and contribution per unit has been calculated and after that rank has been provided like budget has been provided 3 standard 2 and premium After that income statement has been prepared with the budgeted production schedule therefore based on the statements prepared it is advised to supper global tyres according to my opinion the company should accept the proposal of a budget contract. Due to cost savings low inventory levels, a stable market etc. as there are no negative production constraints due to an increase in overhead expenses per unit.
[bookmark: _Toc116728892][bookmark: _Toc116937440]
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