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REPORT

To: STG directors
From: Alexandru Sasco
Date: 23/10/2022
Subject: Contract for Budget

1. [bookmark: _Toc117425018]Introduction

This report will predict through calculations whether favourability of proposed contract for Budget. Will going to be presented Total costs and contribution of Premium, Standard, and Budget contracts and the result of either profit or loss in 2 cases. First would be results from giving the production in time, and second being late with a penalty of 14000. As well will be explained limit factor and how it is connected to the company. The report will examine the assumptions and limitations of the Cost-Volume-Profit techniques regarding to STG.
2. [bookmark: _Toc117425019]Calculations 

	Actual results for the year ended 31 August 2022
	
	
	
	

	
	
	
	
	

	 
	Budget
	Standard
	Premium
	Total

	Sales (units)
	1,700
	1,240
	760
	3,700

	
	
	
	
	

	Sales Revenue (£)
	102,000
	111,600
	91,200
	304,800

	
	
	
	
	

	Raw materials (£)
	46,800
	38,600
	18,300
	103,700

	Direct labour (£)
	24,400
	28,900
	24,200
	77,500

	Semi-Variable Overheads (£)
	18,200
	14,400
	12,600
	45,200

	Total Costs
	89,400
	81,900
	55,100
	226,400

	Profit / (Loss) (£)
	12,600
	29,700
	36,100
	78,400




Predicted results for the year 2023
	1.1
	Ranking
	
	
	
	

	
	
	Budget
	Standart
	Premium
	Total

	
	Vc/u(Hc-lc)/(Hq-Lq)
	6.895833
	8.333333333
	12.72222222
	

	
	Tfc=Tc-Tvc(Salesu*Tvcu)
	6477.084
	4066.66708
	2931.1128
	13474.86

	
	Selling price=Rev/sales(units)
	60
	90
	120
	

	
	Raw Materials/sales unit
	27.52941
	31.12903226
	24.07894737
	

	
	Labour/sales unit
	14.35294
	23.30645161
	31.84210526
	

	
	Total variavle Cost pe unit
	48.77819
	62.7688172
	68.64327485
	

	
	Contribution per u = (Sp/u-Vc/u)
	11.22181
	27.2311828
	51.35672515
	

	
	Scars resource
	4
	6
	12
	

	
	Contr per unit of scarce(Contr per unit/usage
	2.805453
	4.538530466
	4.279727096
	

	
	Rank
	3
	1
	2
	

	
	
	
	
	
	

	
	
	
	
	
	

	1.2
	Production plan if contract if honoured
	
	
	
	

	
	
	Produced
	Total used
	Scars per balance
	

	
	Limit
	
	
	25140
	

	
	Budget
	1200
	4800
	20340
	

	
	Standart
	1600
	9600
	10740
	

	
	Premium
	895
	10740
	0
	

	
	
	
	
	
	

	
	Marginal Income statement honouring the contract
	
	
	
	

	
	
	Premium
	Standart
	Budget
	Total

	
	Scars resource
	4
	6
	12
	

	
	Selling Price per unit
	120
	90
	60
	

	
	Total Variable Cost per unit
	68.6433
	62.768817
	48.77818627
	

	
	Sales Units
	895
	1600
	1200
	

	
	Sales (Premium produced*Selling price per unit)
	107400
	144000
	72000
	323400

	
	Less: Total Variable cost (Prem. Prod.*T.variable cost per U)
	61435.73
	100430.1075
	58533.82353
	220399.7

	
	Contribution 
	45964.27
	43569.89247
	13466.17647
	103000.3

	
	
	
	
	
	

	
	Less: Fixed Cost
	2931.111
	4066.66708
	6477.083333
	

	
	
	
	
	
	

	
	Net Profit/Loss
	43033.16
	39503.22539
	6989.093138
	89525.48

	
	
	
	
	
	

	
	
	
	
	
	

	1.3
	Production plan if is dishounoured
	
	
	
	

	
	
	Produced
	Total used
	Scars pe balance
	

	
	
	
	
	25140
	

	
	Standart
	1600
	9600
	15540
	

	
	Premium
	900
	10800
	4740
	

	
	Budget
	1185
	4740
	0
	

	
	
	
	
	
	

	
	Marginal Operating Statement if Contract is dishonoured
	
	
	
	

	
	
	Budget
	Standart 
	Premium
	Total

	
	Sales
	71100
	144000
	108000
	323100

	
	Less: Variable cost 
	57802.15
	100430.1075
	61778.94737
	220011.2

	
	Contribution
	13297.85
	43569.89248
	46221.05264
	103088.8

	
	
	
	
	
	

	
	Less: Fixed Cost
	6477.083
	4066.666667
	2931.111111
	

	
	Less: Contract penalty
	14000
	0
	0
	1400

	
	
	
	
	
	

	
	Net Profit/Loss
	-7179.234
	39503.22581
	43289.94152
	75613.93


1.4 As we see from calculations from honoured contract there is a must to fit the production in time as the results are showing positive contribution and Profit of 6889.093138. However, if there is not enough time until the proposed deadline better to reject the contract.
    2.1 Limiting factor (1.5.1)
According to OXFORD Dictionary ‘’limit’’ is defined as a point beyond which something does not or may pass, and ‘’factor’’ as a circumstance, fact, or influence that contributes a result. In the context of accounting limiting factors represents the restricted availability of production resources or increased sales due to constraints (Myers, 2020). Some examples of them are shortage in labour, labour hours or materials. Maximum Sales of the product should not exceed the units of production that will be achievable goal (Ammar Ali, 2020)
In STG case the limiting factor are materials and exactly 25140 special strengthen wire
   2.2 Cost-Volume-Profit (CVP) (1.5.2)
CVP techniques calculate the volume of sales for the targeted profit when sales price, variable cost, or fixed cost change. CVP analysis can be used to set the most profitable combinations of production line (Said, 2016). CVP is rarely known as breakeven analysis and its running is having an arsenal of equations for price, cost, and other variables which later forms the economic graph (Kenton, 2022)
In the light of STG, the selling price is assumed to stay constant and variable costs are directly changed in performance. If is sold more than one product the sales mix will not change, and the projects would last for short period (Tamplin, 2022). In this case the profit is limited by materials which is Special Strengthening Wire 25140m. 
3 [bookmark: _Toc117425020]Conclusion
The report examined the results for STG wire company in the 2023 based on the results from previous year using high-low method. Were calculated the limitations for the honoured and dishonoured contracts in goal to decide whether to accept the order or not. Were defined the limiting factor and assumptions of CVP techniques and how they are connecting to STG case.
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