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[bookmark: _Toc126922834]Introduction
The report presented below would undertake the case study of the STG Company. On the basis of the information given, the report would demonstrate the use of the various concepts and techniques associated with management accounting. The aim of the report is to provide suitable guidance to STG with regard to acceptance or rejection of the contract. The various requirements would involve the use of concepts such as the limiting factor, high-low method, etc. The report would conclude with explanation of the meaning of the limiting factor and various assumptions and limitations of the CVP technique. 
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	Budget
	Standard
	Premium

	Maximum annual demand
	2,200
	1,600
	900

	Special Strengthening Wire
	4
	6
	12

	Strengthening Wire required
	8800
	9600
	10800



	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

	 
	 
	 
	 
	 

	2021
	Budget
	Standard
	Premium
	Total

	Sales (units)
	1,460
	1,180
	670
	3,310

	 
	 
	 
	 
	 

	Sales Revenue (£)
	116,800
	87,320
	72,360
	276,480

	 
	 
	 
	 
	 

	Raw materials (£)
	53,591
	30,202
	14,520
	98,312

	Direct labour (£)
	27,940
	22,612
	19,201
	69,754

	Semi-Variable Overheads (£)
	16,545
	13,900
	11,455
	41,900

	Total Costs
	98,076
	66,715
	45,175
	209,966

	Profit / (Loss) (£)
	18,724
	20,605
	27,185
	66,514





	 
	Budget
	Standard
	Premium

	Variable cost per unit
	6.895833333
	8.333333333
	12.72222222

	TFC = TC - VC per unit * quantity
	6477.083333
	4066.666667
	2931.111111

	 
	 
	 
	 

	 
	 
	 
	 

	Marginal Cost Statement
	Budget
	Standard
	Premium

	Selling price per unit
	60
	90
	120

	Raw material per unit
	27.52941176
	31.12903226
	24.07894737

	Direct labour per unit
	14.35294118
	23.30645161
	31.84210526

	Variable cost per unit
	6.895833333
	8.333333333
	12.72222222

	Total variable cost per unit
	48.77818627
	62.7688172
	68.64327485

	Contribution per unit
	11.22181373
	27.2311828
	51.35672515

	Strengthening Wire 
	4
	6
	12

	Contribution per unit of a scarce resource
	2.805453431
	4.538530466
	4.279727096

	Ranking
	3
	1
	2
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	Production plan if the contract is honoured
	 
	 
	 
	 

	 
	Units produced
	Scarce units used
	Balance
	 

	 
	 
	 
	25140
	 

	Budget contract
	1200
	4800
	20340
	 

	Standard
	1600
	9600
	10740
	 

	Premium
	895
	10740
	0
	 

	 
	 
	 
	 
	 

	Marginal Income Statement honouring the contract
	 
	 
	 
	 

	 
	Budget
	Standard
	Premium
	Total

	Sales
	72000
	144000
	107400
	323400

	Variable cost
	58533.82353
	100430.1075
	61435.73099
	220399.6621

	Contribution
	13466.17647
	43569.89247
	45964.26901
	103000.3379

	Less Fixed Cost
	6477.083333
	4066.666667
	2931.111111
	13474.86111

	Net Profit/ (Loss)
	6989.093137
	39503.22581
	43033.15789
	89525.47684




In case the management of the STG decides to make the decision of production in line with the contract entered for the standard product, it could be stated that the final production of the three products, as shown in the table above, is 1600 units, 1200 units, and 895 units respectively (Astuty et al. 2022). The total available quantity of the raw material would be first used for fulfillment of the demand of the product standard (Astuty et al. 2022). After that, the units would be used to honor the contract. The residual units would be used to produce the premium product. This would be sufficient to produce 895 units.
1.3 [bookmark: _Toc126922837]The production schedule and income statement if the contract is not honoured

Marginal cost income statement
	Production plan if contract is NOT honoured
	 
	 
	 
	 

	 
	Units produced
	Scarce units used
	Balance
	 

	 
	 
	 
	25140
	 

	Standard
	1600
	9600
	15540
	 

	Premium 
	900
	10800
	4740
	 

	Budget
	1185
	4740
	0
	 

	 
	 
	 
	 
	 

	Marginal Income Statement if contract is NOT honoured
	 
	 
	 
	 

	 
	Budget
	Standard
	Premium
	Total

	Sales
	71100
	144000
	108000
	323100

	Variable cost
	57802.15074
	100430.1075
	61778.94737
	220011.2056

	Contribution
	13297.84926
	43569.89247
	46221.05263
	103088.7944

	Less Fixed Cost
	6477.083333
	4066.666667
	2931.111111
	13474.86111

	Less Penalty
	14000
	 
	 
	14000

	Net Profit/ (Loss)
	-7179.234069
	39503.22581
	43289.94152
	75613.93326




In this case, if the management of STG decided to produce the products not according to the contract entered into for the budget product, the decision to produce the three types of the products would be made as per the ranking of the two products as per the contribution derived per tyre for the product (Zakirova et al.2020). The ranking states that the company should first fulfil the demand of 1600 units of standard. After that, the material should be used to fulfil the premium product of 900 units (Zakirova et al. 2020). The residual material would be used for the budget product. This would be sufficient to produce about units of the final product. 
[bookmark: _Toc126922838]1.4 Final advice to the management of STG
The final decision about the acceptance and the rejection of the contract for the budget contract must be made based on the various types of developments in the profits for the enterprise in both cases (Walsh et al. 2020). As shown in the marginal cost income statement above, the rejection of the contract by the enterprise would mean that the overall profit for the enterprise would have to reduce by £ 14000 on account of the penalty fees. The final profit, in that case, would be £ 20677.66 (Walsh et al. 2020). 
On the other hand, if the enterprise decided to honor the contract the net profit for STG, in that case, would be a total of £ 34440.16 (Walsh et al. 2020). Thus, acceptance of the contract would lead to a net benefit of £ 13772.5. Thus, it is advised that STG should honor the contract i.e. accept the project. 
[bookmark: _Toc126922839]1.5  Limiting Factor and CVP analysis
1.5.1 - Limiting Factor – Concept and Usefulness for STG
There are several factors of production that is used in production. However, all the factors are not available in full abundance in the business enterprise (Cheng et al. 2019). The production factor plagued with scarcity in terms of availability is called the limiting factor. In some cases, more than one limiting factor is recorded in the business enterprise. Some of the common limiting factors are explained below – 
· Machine Hours – The number of hours a machine can be used is predefined and limited. Thus, using such hours becomes a limiting factor when more than one product is produced using the same machine (Cheng et al. 2019). 
· Raw materials – Same production material can produce more than one output unit. In this case, raw materials must be used to fulfil the demand for all the products. 
· Labor Hours - The availability of the workforce is limited to an organisation. Thus, the hours workers can put into production become restricted (Cheng et al. 2019). In this case, the use of labour is made based on the profitability of different products. 
1.5.2 – Assumptions and Limitations of CVP analysis
The CVP analysis is a model of the marginal costing discipline that aims to explore the relationship between the business's manufacturing costs, the overall production volume, and the profit derived by the business (Cheng et al. 2019). The different types of assumptions in this analysis are – 
· For each unit of production, the marginal cost per unit remains the same. 
· There are two main groupings of the costs –fixed and the variable cost. 
· The costs of semi-variable nature are broken down into their fixed and variable portions. 
· With each change in the activity levels, the total cost also changes (Cheng et al. 2019). 
· The costs of fixed nature do not vary with any change in the output level. It remains intact. 

In addition to various types of benefits and advantages that accrue to a business enterprise through the use of the CVP analysis model, certain limitations also accrue to a business enterprise. The said limitations of the model have been enumerated below – 
· The model is based on the notion that the business’s fixed costs do not vary with the change in the level of output or the activity level at which the enterprise is operating. However, in reality, there may be fluctuation in the overall level of fixed costs as the activity level changes (Zhang et al. 2020). 
· The said method cannot be held desirable for a more extended time period as the various notions and assumptions used in this method will not remain valid for a more extended time period. 
· The use of this method is unjustifiable in the case of organisations and business entities with large Portfolio of products (Zhang et al. 2020). This is so because, in such a case, the total fixed cost of the organisation must be apportioned among different products. 


[bookmark: _Toc126922840]Conclusion
The use of the various tools, methods and concepts associated with marginal costing and management accounting assisted in suggesting STG that the company should plan the production of the three products in conformity with the contract entered into with the external party. Moreover, the evaluation of the concept of limiting factors assisted in understanding that there can be constraints about multiple factors of production. There are several assumptions used in the CVP model. However, the said model is not helpful for a more extended period. Some of the model's assumptions also need to be revised. 
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