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Management accounting has a great level of significance in an organisational context. This is because of several reasons such as the contribution of management accounting in measuring, managing and decision-making of costs. Management accounting is also important for making decisions in a business organisation regarding honouring and not honouring budget contracts, considering limiting factors and analysing relations between costs, profit and volume. In this report, an application of management accounting is going to be shown in the context of Supper Tyres Global (STG), which specialises in the production of different types of tyres. It is going to make the use of high-low method to determine the variable and fixed costs of the organisation while applying the marginal costing method to derive its income statements. Based on this, suggestions will be made on accepting or rejecting the budget contract while considering a limiting factor analysis and limitations of CVP analysis for Supper Tyres Global.
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Product Cost Card prepared for Supper Tyres Global
(Based on High-Low Method and Marginal Costing Techniques)
	Details
	Budget Tyres
	Standard Tyres
	Premium Tyres
	Total

	Variable costs per unit (in £)
	6.9
	8.33
	12.72
	

	Total fixed costs (in £)
	6477.08
	4066.67
	2931.11
	

	Number of units produced in 2021
	1460
	1180
	670
	

	Selling price per unit (in £)
	80
	74
	108
	

	Raw materials (in £)
	36.71
	25.59
	21.67
	

	Direct labour (in £)
	19.14
	19.16
	28.66
	

	Total variable cost per unit (in £)
	62.74
	53.09
	63.05
	

	Contribution per unit (in £)
	17.26
	20.91
	44.95
	

	Raw materials (in £)
	53591
	30202
	14520
	98,312

	Direct labour (in £)
	27940
	22612
	19201
	69,754

	Usage per tyre (in mitre)
	4
	6
	12
	

	Contribution per unit of the scarce resource 
	4.32
	3.48
	3.75
	

	Ranking
	1
	3
	2
	



Workings and calculations:
1. Variable costs per unit
Budget Tyres = 6.9 per unit
Standard Tyres = 8.33 per unit
Premium Tyres = 12.72 per unit
2. Total Fixed Costs
Budget Tyres = 6477.08
Standard Tyres = 4066.67
Premium Tyres = 2931.11
3. Selling price per unit
Budget Tyres = 80
Standard Tyres = 74
Premium Tyres = 108
4. Raw materials
Budget Tyres = 36.71
Standard Tyres = 25.59
Premium Tyres = 21.67
5. Direct labour
Budget Tyres = 19.14
Standard Tyres = 19.16
Premium Tyres = 28.66
6. Total variable cost per unit
Budget Tyres = 6.9 + 19.14 + 28.3 = 62.74
Standard Tyres = 8.33 + 19.16 + 139.97 = 53.09
Premium Tyres = 12.72 + 28.66 + 141.61 = 63.05
7. Contribution per unit
Budget Tyres = 17.26
Standard Tyres = 20.91
Premium Tyres = 44.95
8. Contribution per unit of the scarce resource
Budget Tyres = 17.26 / 4 = 4.32
Standard Tyres = 20.91 / 6 = 3.48
Premium Tyres = 44.95 / 12 = 3.75
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The following is the preparation of the budgeted production schedule considering that the budget contract is honoured –
Budgeted Production Schedule for Supper Tyres Global for the year ended 31st August 2023 if contract is honoured
	Details
	Units Produced

	Scarce Resource Used
(Usage of scarce resource per tyre * Units produced)
	Scarce Resource Balance
(Scarce resource available – Scarce resource used)

	
	
	
	25140

	Standard Tyres (in units)
	1600
	9600
	15540

	Premium Tyres (in units)
	895
	10740
	4800

	Budget Tyres (in units)
	1200
	4800
	0



Based on the above schedule, it can be stated that the estimated units to be produced if the budget contract is honoured for standard tyres is 1600 units, premium tyres is 895 units and budget tyres is 1200 units. The maximum supply of the special strengthening wire for 2023, which is 25140 mitres, would be exhausted entirely if these units are produced at Supper Tyres Global. Considering the budgeted production schedule and other information, the following is the preparation of the marginal cost income statement considering that the budget contract is honoured –
Marginal Cost Income Statement prepared for Supper Tyres Global for the year ended 31st August 2023 if contract is honoured
	Details
	Budget Tyres
	Standard Tyres
	Premium Tyres
	Total

	Selling price per unit (in £)
	80
	74
	108
	

	Total variable cost per unit (in £)
	62.74
	53.09
	63.05
	

	Sales (in units)
	1200
	1600
	895
	

	Sales revenue (in £)
	96000
	118400
	96660
	311060

	Less: Variable costs (in £)
	75286.78
	84945.54
	56431.61
	216663.92

	Total Contribution (in £)
	20713.22
	33454.46
	40228.39
	94396.08

	
	
	
	
	

	Less: Total Fixed Costs (in £)
	
	
	
	13474.86

	
	
	
	
	

	Net Profit / (Loss) for the year
	
	
	
	80921.22



The findings of the income statement prepared above shows that the net profit that would be earned at Supper Tyres Global is £80921.22 or approximately £80921. This figure is considerably high and indicates that high profits would be earned in the organisation if the budget contract were honoured.
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The following is the preparation of the budgeted production schedule considering that the budget contract is not honoured –
Budgeted Production Schedule for Supper Tyres Global for the year ended 31st August 2023 if contract not honoured
	Details
	Units Produced

	Scarce Resource Used
(Usage of scarce resource per tyre * Units produced)
	Scarce Resource Balance
(Scarce resource available – Scarce resource used)

	
	
	
	25140

	Standard Tyres (in units)
	1600
	19200
	5940

	Premium Tyres (in units)
	900
	3600
	2340

	Budget Tyres (in units)
	390
	2340
	0



The above schedule shows that in 2023, if the budget contract is not honoured, 1600 standard tyres can be produced with 900 premium tyres and 390 budget tyres. The maximum supply of the special strengthening wire for 2023 would be exhausted entirely if these units are produced at Supper Tyres Global. Considering the budgeted production schedule and other information, the following is the preparation of the marginal cost income statement considering that the budget contract is not honoured –
Marginal Cost Income Statement prepared for Supper Tyres Global for the year ended 31st August 2023 if contract is not honoured
	Details
	Budget Tyres
	Standard Tyres
	Premium Tyres
	Total

	Selling price per unit (in £)
	80
	74
	108
	

	Total variable cost per unit (in £)
	62.74
	53.09
	63.05
	

	Sales (in units)
	900
	390
	1600
	

	Sales revenue (in £)
	72000
	28860
	172800
	273660

	Less: Variable costs (in £)
	56465.09
	20705.47
	100883.32
	178053.88

	Total Contribution (in £)
	15534.91
	8154.53
	71916.68
	95606.12

	
	
	
	
	

	Less: Total Fixed Costs (in £)
	
	
	
	13474.86

	Less: Financial Penalty for not honouring contract
	
	
	
	14000

	
	
	
	
	

	Net Profit / (Loss) for the year
	
	
	
	68131.26



The findings of the income statement prepared above show that at Supper Tyres Global reflect that the net profit to be earned in the company if budget is not honoured is £68131.26 or approximately £68131. This figure is also high and shows the earning of a stable amount of profit in the organisation.

[bookmark: _Toc117094516]1.4 
The budget contract being considered for Supper Tyres Global includes the acceptance of an order of 1200 budget tyres. However, this budget contract comes with a specific condition. It mentions that in the case if the order of 1200 budget tyres is not fulfilled, it would end up incurring a financial penalty worth £14,000. According to Seal et al. (2014), decisions on a contract must be made only when the contract is profitable and ends up increasing the profit earned in an organisation. Any sort of contract or decision that leads an organisation towards reduction of profits or poor profits must be rejected (Atrill and McLaney, 2012). 
In the case of Supper Tyres Global, it can be seen that in the case of not accepting the budgeted contract, the organisation is going to end up with poorer levels of profits.  The profit earned in the organisation shows a figure of £68131.26. However, if the budget contract is honoured and it is accepted, the organisation is going to end up with better amount of profits. The estimated profit to be earned if the budget contract is honoured is £80921.22. As a result, it can be seen that the profit of the organisation Supper Tyres Global is going to be higher if the budget is honoured. Hence, based on quantitative and qualitative aspects, the directors of the organisation are recommended on accepting the budget contract. This is because the organisation is going to earn comparatively much better profits if the budget contract is accepted.
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Scarcity is considered as a basic or primary economic problem (Darity, 2022). The presence of scarcity is something that leads to the rise of a limiting factor. A limiting factor is defined as a binding factor present in a business organisation, which limits its unlimited expansion and its profits (NGA, 2021). This factor is also considered as the key or primary factor. The examples of a limiting factor include limited labour hours, limited raw materials, limited sales demand, limited financial resources and limited machine hours. In the context of Supper Tyres Global, the limiting factor is its special strengthening wire required for the production of tyres. This is considered as the limiting factor for the business organisation because the maximum supply of this wire for the financial year 2023 is going to be limited to 25140 mitres only. The relevance of this limiting factor to Supper Tyres Global is that it is going to limit the production of the tyres of the organisation and affect its budget contract. 
According to Franco‐Santos and Otley (2018), to maximise the profits earned in an organisation, the contribution per unit of all scarce resources must be maximised. An optimum production plan must be therefore prioritising the production of goods that can be maximising the contribution per unit of the limiting factor or scarce resource. The following is an optimum production plan prepared for Supper Tyres Global using the limiting factor analysis –
Limiting Factor Analysis for Supper Tyres Global 
	
	Budget Tyres
	Standard Tyres
	Premium Tyres

	Selling price per unit (in £)
	80
	74
	108

	Variable cost per unit (in £)
	62.74
	53.09
	63.05

	Contribution (in £)
	17.26
	20.91
	44.95

	
	
	
	

	Contribution per mitre of special strengthening wire (in £)
	4.32
	3.48
	3.75

	
	
	
	

	Ranking
	1
	3
	2



Hence, the budget tyres must be produced in the maximum possible quantity keeping the rest of the special strengthening wire for producing standard and premium tyres.

[bookmark: _Toc116922117][bookmark: _Toc117094519]Conclusion
Hence, from the findings of this report, it can be concluded that marginal costing has great relevance within organisational contexts. The calculations and workings made for Supper Tyres Global using the high low method shows that the budget tyres have the highest contribution. On the contrary, premium tyres at rank 2 and standard tyres at rank 3. However, all the three tyres show a negative contribution margin. Similarly, the creation of the budgeted production schedule as well as the marginal cost income statement for the year ended 31st August 2023 showed the outcomes if the budget contract is accepted or rejected. Accordingly, it is suggested to accept the budget contract. Moreover, the special strengthening wire could be determined as the limiting factor of the organisation while the limitations and assumptions in the CVP analysis could be determined. 
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