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Introduction
Management accounting or managerial accounting system is used internally in the organization to plan. Internal managers, staffs, and teams follow management accounting for collecting information, analyzing, and planning. Production decisions of the organization also are made based on management accounting. STG follows management accounting to produce Tyres for the supply.
1.1 High/low method
Variable cost per unit
Using the formula, Variable cost per unit = (highest cost-lowest cost) / (highest quantity-lowest quantity) the variable cost per unit is calculated 
Fixed cost
Using the formula, Fixed cost = highest activity cost – (variable cost per unit * highest activity unit), fixed cost is calculated.
High-low cost
Using the formula High-low cost= fixed cost + (variable cost + unit activity), high-low cost is calculated.
	Calculations

	
	Budget
	Standard
	Premium

	SM VC/per unit
	6,90
	8,3
	12,72

	TFC
	6477,08
	4066,67
	2931,11

	
	
	
	

	SP per unit
	60,00
	90,00
	120,00

	Raw mat / per unit
	27,529
	31,129
	24,079

	DL per unit
	14,353
	23,31
	31,842

	VC for SM VC
	6,8958
	8,33
	12,72

	Total VC
	48,778
	62,769
	68,643

	Contribution per unit
	11,22
	27,23
	51,36

	Special Strengthening Wire
	4,00
	6,00
	12,00

	Contribution per unit of scarce
	2,81
	4,54
	4,28

	
	
	
	

	Rank
	3
	1
	2



Production cost card
	Calculations

	
	Budget
	Standard
	Premium

	SM VC/per unit
	6,90
	8,3
	12,72

	Total Fixed Cost
	6477,08
	4066,67
	2931,11

	
	
	
	

	Selling Price per unit
	60,00
	90,00
	120,00

	Raw mat / per unit
	27,529
	31,129
	24,079

	DL per unit
	14,353
	23,31
	31,842

	VC for SM VC
	6,8958
	8,33
	12,72

	Total Variable Cost
	48,778
	62,769
	68,643

	Contribution per unit
	11,22
	27,23
	51,36

	Special Strengthening Wire
	4,00
	6,00
	12,00

	Contribution per unit of scarce
	2,81
	4,54
	4,28

	
	
	
	

	Rank
	3
	1
	2



Production cost cards for three types of Tyres are prepared. From this card, STG will get production support.
Contribution per unit
Contribution per unit is calculated. Contribution per unit for each tyre is 11,22, 27,23, and 51,36 respectively.
Contribution per unit of scarce
To calculate contribution per unit of a scarce resource, the time required to produce one unit is assumed for each tyre as an hour.
1.2 Production budget schedule with budget contract honored
	Production plan with contract honored

	
	Unit produced
	Scarce Resources per Unit
	Scarce Resources Balance
	

	
	
	
	25140
	

	Budget contract
	1200
	4800
	20340
	

	Standard
	1600
	9600
	10740
	

	Premium
	895
	10740
	0
	

	
	
	
	
	

	Marginal income statement 

	
	
	
	
	

	
	Budget
	Standard
	Premium
	Total

	SALES
	72000,00
	144000,00
	107400,00
	323400,00

	Variable cost
	58533,824
	100430,11
	61435,73
	220399,66

	Contribution
	13466,176
	43569,89
	45964,27
	103000,34

	
	
	
	
	

	Less Fixed cost
	6477,083
	4066,67
	2931,11
	13474,86

	
	
	
	
	

	Net Profit/Loss
	6989,093
	39503,23
	43033,16
	89525,48



1.3 Production budget schedule without a budget contract 
	Production plan by Demand

	
	Unit produced
	Scarce Resources per Unit
	Scarce Resources Balance
	

	
	
	
	25140
	

	Standard
	1600
	9600
	15540
	

	Premium
	900
	10800
	4740
	

	Budget
	1185
	4740
	0
	

	
	
	
	
	

	Marginal income statement 

	
	
	
	
	

	
	Standard
	Budget
	Premium
	Total

	SALES
	144000,00
	71100,00
	108000,00
	323100,00

	VC
	100430,11
	57802,15
	61778,95
	220011,21

	Contribution
	43569,89
	13297,85
	46221,05
	103088,79

	
	
	
	
	

	Less Fixed cost
	6477,08
	4066,67
	2931,11
	13474,86

	Less Penalty
	14000,00
	
	
	

	Net Profit/Loss
	23092,81
	9231,18
	43289,94
	75613,93

	
	
	
	
	



1.4 Advice for STG based on qualitative and quantitative
STG always follows the Just-in-Time method so that the production can be produced in time and can be delivered timely. As STG follows the qualitative technique, it can be said that it will be able to manage the ordered amount of budget Tyres in time and then it can produce its normal production. It will not hamper all production advantages. Moreover, it will require extra time, labor, and materials to produce the ordered amount. Yet it will be possible to continue the contract. So based on the qualitative analysis, it can be said that STG can accept the order. On the other hand, when it comes to quantitative, it also can be described that quantitative technique will also provide benefit to the STG. We can see it in the box.


When STG accepts the budget contract, it will need to produce additional Tyres in each quarter but not in a time. If it accepts the contract, in each quarter additional 1200 Tyres will be distributed so that it could not bear complexities in the production and can produce Tyres in time. In Q1 it will produce 350, in Q2 it will produce 350, in Q3 it will produce 300, and in Q4 it will produce 200 additional tyres following the normal production. If it takes 2 hours for a budget Tyre, it will take additional 25 days to produce the 1200 Tyres. For this reason, STG can increase its timing of production after normal production so that it can deliver in time. So, it can be said that quantitative analysis also provides a positive review for accepting the contract.
1.5.1 Limiting factor and its relevancy to STG
When the resources or any environmental things are limited with growth and their abundance and distribution will be considered limiting factors (Jiambalvo, 2019). In the limiting factors, the items are minimized and limited to some specific amounts and the limited amount is followed for the production. This is relevant for STG because every year STG follows a limited budgeted amount of supply and based on the limited amount, STG produces the Tyres. In 2023 its limited supply of production was 25,140 meters and it will produce these. This limiting factor will help STG to deliver Tyres in time. Following the limiting factor, STG can disburse all Tyres to the supplier and there is no stock. That’s why at the end of the period its stock is zero. So, it can be said that the limiting factor is relevant to STG.
1.5.2 Assumptions and limitations of the Cost-Volume-Profit technique
The cost-volume-profit technique has some assumptions. These are given below:
1. the sales price will be constant in amount 
2. per unit of the variable cost will be constant 
3. the total fixed cost will be also constant
4. units’ production and units sold will be equal
The cost-volume-profit technique has some limitations too. CVP is a short-run method and here it is assumed that sales and variable costs unit price will be constant (Drury, 2018). But this is applicable only for a small discrepancy. It will provide the unreliable result to the company. The costs will be affected by inflation. Based on the demand of the customers, the sales amount will also be changed.
Recommendation
Supper Tyres Global produces three types of tyres budget, standard, and premium. Every year the production has limitations. Based on the market demand and strengthening wire per tyres is produced. Here the selling price, raw materials, and labor costs are the same. STG maintains quality and it follows the just-in-rime method so that it gets inventory levels zero at the end of the period. The company always follows limited production. Every year it doesn’t break the standard limitation. The sales director of the STG accepted an order of budgeted tyres amounting to 1200 but this amount is not included in the standard tyres. If the STG doesn't fulfill this contract, he must incur a penalty amounting to £14,000. The senior management accountant can advise STG's director first to fulfill the contract and then should continue the production normal way. The reasons behind this are given below:
STG specialized in producing different types of tyres. In the 2023 financial year, the limited resources are 25,140 meters. It follows normal production and the budgeted data for the year ending 2023 is 
	 
	Budget
	Standard
	Premium

	Maximum annual demand
	2,200
	1,600
	900

	Special Strengthening Wire
	4
	6
	12


STG will produce 2,200 budget Tyres, 1,600 standard, and premium 900. Meanwhile, the sales director accepted an order for 1200 budget Tyres and if the contract is not fulfilled, it will incur a penalty of £14,000. As the company has a reputation, it should first fulfill its contract. That means it should produce 1200 standard tyres for supply. Here standard budgeted Tyres is 1,600. If STG produces firstly 1200 standard Tyres from the budgeted, the remaining Tyres will be 1000. If the contract is fulfilled, STG will not have to incur a financial penalty of £14,000. If it follows the normal production without accepting it will get budgeted Tyres but it will get a financial penalty of £14,000. After breaching the contract, STG will get a high amount of financial penalty. But if it follows the contract first and then goes for normal production, it will be beneficial and profitable. So, the advice to the director is to fulfill the contract first and then prioritize normal production.
Conclusion 
With the objectives of management, accounting STG maintains management accounting in the organization. From production to delivery of products management accounting is followed in the organization. based on the management accounting STG follow the Just-in-Time method and follows the limiting factor so that at the end of the period stock becomes zero.

















References
Brewer, P. C., Garrison, R. H., & Noreen, E. W. (2015). Introduction to managerial accounting. McGraw-Hill Education.
Drury, C. (2018). Cost and management accounting. Cengage Learning.
Jiambalvo, J. (2019). Managerial accounting. John Wiley & Sons.
Lavia López, O., & Hiebl, M. R. (2015). Management accounting in small and medium-sized enterprises: current knowledge and avenues for further research. Journal of management accounting research, 27(1), 81-119.
Warren, C. S., Reeve, J. M., & Duchac, J. (2015). Managerial accounting. Cengage Learning.
Warren, C. S., Reeve, J. M., & Duchac, J. (2016). Financial & managerial accounting. Cengage Learning.




10

