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Introduction
This report will deliver a clear picture of the financial plans for 2023. The task requires preparing the future financial plan of production. Supper Tyres Global (STG) manufactures three types of tyres: Budget, Standard and Premium. One of the suppliers who provide the special strengthening wire advised that for 2023 due to the high energy cost and shortages, the maximum supply for next year will be 24.140 mitres of special wire. The selling prices, other materials and fees will be the same for 2023 as those in 2022.
The company has the principle of operating on a just-in-time production method, which means they open and close their inventory at zero levels. The sales department has already agreed to produce 1200 budget tyres under a contract agreement, where a penalty of £14,000 will be fined if the units are not delivered.
As a senior Management Accountant, reports advising STG directors will be provided using accounting techniques such as the High-Low Method, marginal costing techniques and ranking products. Once all the calculations are made, a budget production schedule will evaluate which option is better for the company to proceed with the contract or deliver the units for the demand-supply curve.

	Budgeted data year ending 31 August 2023
	
	
	

	
	
	
	

	 
	Budget
	Standard
	Premium

	Maximum annual demand
	2,200
	1,600
	900

	Special Strengthening Wire
	4
	6
	12



The tables include the figures used in the calculations to prepare the financial plans for 2023.







Recorded results for previous financial years are below:
	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

	
	
	
	
	

	Actual results for the year ended 31 August 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





Required:

1.1 
Variable Cost per Unit- Budget (18200-16545)/(1700-1460) = £6.8958
Standard- (14400-13900)/(1240-1180)= £8.3333
Premium- (12600-11455)/(760-670) = £12.7222
Total fixed cost is to be calculated by taking the Variable price per unit out of the Total cost:
Budget- 18200-(6.8958*1700)= £6477.0833
Standart- 14400-(8.3333*1240)= £4066.6666	
Premium - 12600-(D32*760) = £2931.1111
 Direct Labour and Raw materials are to be calculated by dividing the total figure per annum by the sales units sold in the same year. The totals are included in the table below.
	
	
	
	

	Maximum demand
	2,200
	1,600
	900

	Special Strengthening Wire per unit
	4
	6
	12

	Special Strengthening Wire
	8800
	9600
	10800

	 
	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

	Selling price
	60
	90
	120

	Raw materials
	27.52941176
	31.12903226
	24.07894737

	DL
	14.35294118
	23.30645161
	31.84210526

	VC per unit from SV Cost
	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

	Special Strengthening Wire required
	4
	6
	12

	Contribution per unit of the scarce resource
	2.805453431
	4.538530466
	4.279727096

	Ranking
	3
	1
	2







	Production plan if the contract is honoured 
	 
	 
	 
	 

	 
	Produced
	Total used
	Scarce Res Balance
	 

	 
	 
	 
	25140
	 

	Standard 
	1600
	9600
	15540
	 

	Budget
	1200
	4800
	10740
	 

	Premium
	895
	10740
	0
	 

	Marginal Operating Statement if Contract is honoured
	 
	 
	 
	 

	 
	Premium
	Standard
	Budget
	Total

	Selling Price per unit
	120
	90
	60
	 

	Total Variable Cost per unit
	68.6432
	62.7688
	48.7781
	 

	Sales Units
	895
	1600
	1200
	 

	Sales revenue
	107400
	144000
	72000
	323400

	Less: Total Variable Cost
	61435.664
	100430.08
	58533.72
	220399.464

	Contribution
	45964.336
	43569.92
	13466.28
	103000.536

	 
	 
	 
	 
	 

	Less: Total Fixed Costs
	2931.111111
	4066.666667
	6477.083333
	13474.86111

	Profit/ (Loss)
	43033.22489
	39503.25333
	6989.196667
	89525.67489



1.2 A 
 Budget production schedule assuming the Budget Contract is honoured.

Calculations explained-
The marginal income statement's sales line is calculated by multiplying the sales units by the sale price. Each tyre is calculated to justify the most profitable product for the company. The total variable cost per unit is multiplied by the units produced for the year. The difference between the variable cost and the contribution gives us less fixed cost. From there, we can take out all the costs from the sales figure and get a net profit figure. If it's a positive figure, we have profit; if it's a negative, we lose.



1.3 Production schedule statement assuming the Budget contract is not honoured
	Production plan if the contract is dishonoured 
	 
	 
	 
	 

	 
	Produced
	Total used
	Scarce Res Balance
	 

	 
	 
	 
	25140
	 

	Budget
	1185
	4740
	20400
	 

	Premium
	900
	10800
	9600
	 

	Standard
	1600
	9600
	0
	 

	Marginal Operating Statement if Contract is dishonoured
	 
	 
	 
	 

	 
	Premium
	Standard
	Budget
	Total

	Selling Price per unit
	120
	90
	60
	 

	Total Variable Cost per unit
	68.6432
	62.7688
	48.7781
	 

	Sales Units
	900
	1600
	1185
	 

	Sales revenue
	108000
	144000
	71100
	323100

	Less: Total Variable Cost
	61778.88
	100430.08
	57802.0485
	220011.0085

	Contribution
	46221.12
	43569.92
	13297.9515
	103088.9915

	 
	 
	 
	 
	 

	Less: Total Fixed Costs
	2931.111111
	4066.666667
	6477.083333
	13474.86111

	Less: Contract penalty
	0
	 
	14000
	14000

	 
	 
	 
	 
	 

	Profit/ (Loss)
	43290.00889
	39503.25333
	-7179.131833
	75614.13039



1.4.1
After a marginal cost technique is applied, the profit and loss statement results confirm that the company should proceed with delivering the units under the contract agreed upon by the board of directors. To avoid negative contribution and penalty fines, the account manager has decided to plan the production in favour of the contract.



1.5.1
A limiting factor is any factor that impacts the organisation's ability to reach targets in sales due to the threat of shortages of production resources (e.g. needs in labour, machine hours or materials). This impact can hinder each firm's reaching tier maximum sales potential figure.
STG has a limiting factor in the face of special strengthening wire, and the advice from their PSG supplier that the maximum supply will be limited to 25,140; therefore, analysing the potential scenarios in reaching the top sales is required. Senior Account managers should carefully calculate each risk and detail.
1.5.2
Cost-Volume-Profit analysis is a technique to determine how cost changes affect the business profit. This technique is usually used to analyse the break-even for each business plan to cover all costs or reach a certain minimum profit margin.


Conclusion
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