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Executive Summary 
The report on management accounting aims at the case study of STG Company. The report analyses whether the director of STG would accept the Budget Contract or not. Along with this, the report also highlights calculating variable cost per unit, total fixed cost, and contribution cost using the High Low method. On the other hand, the management accounting report analyzes the limited factors that STG Company is dealing with. Also, it aims at the assumption and limitations of Cost Volume Profit techniques.  
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[bookmark: _Toc][bookmark: _gmmttfog5ix]1.1 Calculating fixed and variable overheads using High Low Method 
[bookmark: _Toc1][bookmark: _hm1kjpqvg3pe]Variable Cost per unit 
For the Financial 2021 
	2021

	Variable Cost per unit 

	Highest activity cost
	98076

	Lowest activity cost
	45175

	Highest activity units
	1460

	Lowest activity units
	670

	 
	 

	Formula: (Highest activity cost -Lowest activity cost)/ (Highest activity units- Lowest Activity units)
	 

	Variable Cost Per unit
	 £                       66.96 



(Source: Created by learner)
For the Financial 2022
	2022

	Variable Cost per unit 

	Highest activity cost
	 £                89,400.00 

	Lowest activity cost
	 £                55,100.00 

	Highest activity units
	1700

	Lowest activity units
	760

	 
	 

	Formula: (Highest activity cost -Lowest activity cost)/ (Highest activity units- Lowest Activity units)
	 

	Variable Cost Per unit
	 £                       36.49 



(Source: Created by learner)
[bookmark: _Toc2][bookmark: _xk0cfflag636]Total Fixed Cost
For the Financial 2021 
	Total Fixed Cost 

	Total Fixed Cost (Highest)

	Highest activity cost 
	309.5949367

	Formula: Highest activity cost -(Variable cost per unit * Highest activity units)

	 
	 

	Total Fixed Cost (Lowest)

	Lowest activity cost
	309.5949367

	Formula: Lowest activity cost -(Variable cost per unit * Lowest activity units)
	 



(Source: Created by learner)
[bookmark: _cx2ww1xytpm]For the Financial 2022 
	Total Fixed Cost 

	Total Fixed Cost (Highest)

	Highest activity cost 
	27368.08511

	Formula: Highest activity cost -(Variable cost per unit * Highest activity units)
	 

	 
	 

	Total Fixed Cost (Lowest)

	Lowest activity cost
	27368.08511

	Formula: Lowest activity cost -(Variable cost per unit * Lowest activity units)
	 



(Source: Created by learner)
[bookmark: _Toc3]Contribution per unit 
For the Financial 2021 
	2021

	Contribution per unit
	 £                   16.57 

	Selling price per unit = Sales Revenue / Selling units
	 

	Selling price per unit
	 £                   83.53 

	Variable cost per unit
	 £                   66.96 

	Contribution per unit= Selling price per unit - Variable cost per unit



(Source: Created by learner)
For the Financial 2022
	2022

	Contribution per unit
	 £                       45.89 

	Selling price per unit = Sales Revenue / Selling units
	 

	Selling price per unit
	 £                       82.38 

	Variable cost per unit
	 £                       36.49 

	Contribution per unit= Selling price per unit - Variable cost per unit



(Source: Created by learner)
Rank of Tyres
	 
	2022
	 

	Types of tyre 
	Profit
	Rank 

	Budget
	 £ 60,800.00 
	3

	Standard
	 £ 76,500.00 
	1

	Premium
	 £ 65,500.00 
	2

	
	
	

	 
	2021
	 

	Types of tyre 
	Profit
	Rank 

	Budget
	 £        60.00 
	3

	Standard
	 £        90.00 
	2

	Premium
	 £      120.00 
	1



(Source: Created by learner)
[bookmark: _Toc4][bookmark: _os4hsx7f1d5y]1.2 Preparing a budgeted production going with a contract
	Budget Production Cost

	For the Year Ended 

	Particulars 
	Contract
	Budget
	Standard
	Premium
	Total

	Units Sold 
	1200
	2,200
	1,600
	900
	4,700

	Selling Price
	 £                    60.00 
	 £                           60.00 
	 £                           90.00 
	 £           120.00 
	 £                     270.00 

	Total Sales
	 £             72,000.00 
	 £                 1,32,000.00 
	 £                 1,44,000.00 
	 £   1,08,000.00 
	 £           12,69,000.00 

	Raw Materials 
	 £             46,800.00 
	 £                    46,800.00 
	 £                    38,600.00 
	 £      18,300.00 
	 £             1,03,700.00 

	Direct Labour
	 £             24,400.00 
	 £                    24,400.00 
	 £                    28,900.00 
	 £      24,200.00 
	 £                77,500.00 

	Total Production Expenses 
	 £             71,200.00 
	 £                    71,200.00 
	 £                    67,500.00 
	 £      42,500.00 
	 £             1,81,200.00 

	Profit/ (Loss)
	 £                  800.00 
	 £                    60,800.00 
	 £                    76,500.00 
	 £      65,500.00 
	 £           10,87,800.00 

	Total Fixed Production cost per unit
	 £                    59.33 
	 £                           32.36 
	 £                           47.81 
	 £             47.22 
	 £                     231.45 



(Source: Created by learner)
Marginal Income Statement
	Marginal Cost Income Statement

	Particulars 
	Contract
	Budget 
	Standard 
	Premium
	Total

	Sales Units
	1200
	2,200
	1,600
	900
	4,700

	Selling Price per unit
	 £                    60.00 
	 £                           60.00 
	 £                           90.00 
	 £           120.00 
	 £                     270.00 

	Total Sales
	 £             72,000.00 
	 £                 1,32,000.00 
	 £                 1,44,000.00 
	 £   1,08,000.00 
	 £           12,69,000.00 

	 
	 
	 
	 
	 
	 

	Variable Production Costs (per unit) 
	 £                    36.49 
	 £                           36.49 
	 £                           36.49 
	 £             36.49 
	 £                     109.47 

	Total Variable costs 
	 £             43,788.00 
	 £                    80,278.00 
	 £                    58,384.00 
	 £      32,841.00 
	 £             5,14,509.00 

	Less: Closing stock 
	 £                          -   
	 £                                -   
	 £                                -   
	 £                  -   
	 £                             -   

	The variable production cost of sales
	 £             43,788.00 
	 £                    80,278.00 
	 £                    58,384.00 
	 £      32,841.00 
	 £             5,14,509.00 

	Gross Profit
	 £             28,212.00 
	 £                    51,722.00 
	 £                    85,616.00 
	 £      75,159.00 
	 £             7,54,491.00 

	Less: 
	 
	 
	 
	 
	 

	Fixed Production Cost 
	 £                    59.33 
	 £                           32.36 
	 £                           47.81 
	 £             47.22 
	 £                     127.40 

	Total fixed costs
	 £             71,196.00 
	 £                    71,200.00 
	 £                    76,500.00 
	 £      42,500.00 
	 £             1,90,200.00 

	Net Marginal costing profit
	-£             42,984.00 
	-£                   19,478.00 
	 £                      9,116.00 
	 £      32,659.00 
	 £             5,64,291.00 



(Source: Created by learner)
[bookmark: _Toc5][bookmark: _x8wm78p7c1gr]1.3 Preparing a budgeted production going without a contract 
	Budget Production Cost

	For the Year Ended 2023

	Particulars 
	Budget
	Standard
	Premium
	Total

	Units Sold 
	2,200
	1,600
	900
	4,700

	Selling Price
	 £                    60.00 
	 £                              90.00 
	 £                  120.00 
	 £                  270.00 

	Total Sales
	 £          1,32,000.00 
	 £                    1,44,000.00 
	 £          1,08,000.00 
	 £        12,69,000.00 

	Raw Materials 
	 £             46,800.00 
	 £                       38,600.00 
	 £             18,300.00 
	 £          1,03,700.00 

	Direct Labour
	 £             24,400.00 
	 £                       28,900.00 
	 £             24,200.00 
	 £             77,500.00 

	Total Production Expenses 
	 £             71,200.00 
	 £                       67,500.00 
	 £             42,500.00 
	 £          1,81,200.00 

	Profit/ (Loss)
	 £             60,800.00 
	 £                       76,500.00 
	 £             65,500.00 
	 £        10,87,800.00 

	Total Fixed Production cost per unit
	 £                    32.36 
	 £                              47.81 
	 £                    47.22 
	 £                  231.45 



(Source: Created by learner)
	Marginal Cost Income Statement

	Particulars 
	Budget 
	Standard 
	Premium
	Total

	Sales Units
	2,200
	1,600
	900
	4,700

	Selling Price per unit
	 £                    60.00 
	 £                              90.00 
	 £                  120.00 
	 £                  270.00 

	Total Sales
	 £          1,32,000.00 
	 £                    1,44,000.00 
	 £          1,08,000.00 
	 £        12,69,000.00 

	 
	 
	 
	 
	 

	Variable Production Costs (per unit) 
	 £                    36.49 
	 £                              36.49 
	 £                    36.49 
	 £                  109.47 

	Total Variable costs 
	 £             80,276.60 
	 £                       58,384.00 
	 £             32,841.00 
	 £          5,14,506.00 

	Less: Closing stock 
	 £                          -   
	 £                                    -   
	 £                         -   
	 £                          -   

	The variable production cost of sales
	 £             80,276.60 
	 £                       58,384.00 
	 £             32,841.00 
	 £          5,14,506.00 

	Gross Profit
	 £             51,723.40 
	 £                       85,616.00 
	 £             75,159.00 
	 £          7,54,494.00 

	Less: 
	 
	 
	 
	 

	Fixed Production Cost 
	 £                    32.36 
	 £                              47.81 
	 £                    47.22 
	 £                  127.40 

	Total fixed costs
	 £             71,200.00 
	 £                       76,500.00 
	 £             42,500.00 
	 £          1,90,200.00 

	Net Marginal costing profit
	-£             19,476.60 
	 £                         9,116.00 
	 £             32,659.00 
	 £          5,64,294.00 

	Less: Financial Penalty 
	-£             33,476.60 
	 
	 
	 



(Source: Created by learner)
[bookmark: _Toc6][bookmark: _ewnx31fprc18]1.4 Advising STG director with qualitative and quantitative information 
Before undertaking the contract every company needs to analyze the budget and capability of production of their particular products. According to the study, the chief financial officer is the person who controls and equivalent the executive functions of the respective business (Fakharzadeh and Mojtabaei, 2019). In addition, while going under the contract the chief financial officer of the business has to analyze its budget and capability of production so that it would not breach the contract in the future (Fakharzadeh and Mojtabaei, 2019). As per the case study, the STG Company can proceed with the contract as it would help the company to achieve its objectives. The budgeted production cost for 1200 products is £59.33 as the company has used Budget tires to fulfill the contract. On the other hand, after conducting the budget it can be assumed that Budget tires are ranked 3 as compared to the other 2 types of tires. In other words, when the company takes the contract and meets them it would help STG Company to achieve a minimum profit of £800.00 in the financial year 2023 respectively. 
The calculation of variable cost per unit is calculated for both the financial years 2021 and 2022 by using the High low method. This has helped STG to get their variable cost price per unit after comparing 3 types of tires which is £66.96 respectively. On the contrary, the variable cost per unit in 2022 is £36.49 which is very less as compared to the previous year. This shows that the company is selling more products at a lower selling price per unit as it deals with limited factors that are affecting business. In addition, the total fixed cost and highest activity cost for 2022 are £27368.85 respectively. In comparison, the total fixed lowest cost is also the same as the production of all types of products giving an equal level of profit. Therefore, the research helps to analyze that STG would go in profit after meeting with the contract rather than breaching. Not completing the contract would let STG company face a financial loss of £14,000 respectively. Therefore, the suggestion is that the director of STG Company should accept the Budget Contract as it would help to make growth in both financial terms and create a market respectively. 
[bookmark: _Toc7][bookmark: _sjc3xhwg640]1.5 Own presentation 
[bookmark: _Toc8][bookmark: _g2h65cpxgowt]1.5.1 Analysing limited factors 
A limiting factor of business is when it is not able to produce a sufficient amount of products to satisfy the sales demand. As per the viewpoint of Davila Delgado et al., (2020), a limiting factor is anything that causes restriction or limitation on a company's ability to increase its sales. In addition, this is done due to demand constraints or due to the availability of resources used for production. Here, in the case of STG, the limiting factor is restricted to the use of high energy cost and the other one is that the supplier of STG has advised maximum supply for the financial year 2023 respectively. Therefore, this has caused limitations in manufacturing tyres as the limited miters are set. Thus, this is minimising the development of production of different tires by STG Company. 
[bookmark: _Toc9][bookmark: _gdxp03gvy32]1.5.2 Assumption and limitations of the Cost-Volume-Profit Technique 
According to the research conducted, Cost Volume Profit is considered an assumption as it helps to assume the selling price of a unit. In addition, "the assumptions that accountants impose when calculating CVP ratios are sources of possible limitations of the technique” (Finance strategists, 2022). One assumption of the CVP technique is that all costs can be classified into two different categories that are fixed costs and variable costs. The assumptions are not always true as the cost of depreciation may yield different results. Therefore, this is considered a the limitation of CVP technique. In other words, it can be termed that fixed costs are not always fixed and are considered a limitation as it affects the selling price by not keeping it constant respectively (Finance strategists, 2022). Therefore, here in the case of STG the cost of energy as a set maximum level affects the production level by causing limitations. 
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