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[bookmark: _Toc117183636]Introduction 
Managerial accounting is the core part of making decisions regarding organizational operations. This managerial accounting helps to make more realistic and practical decisions based on accurate data analysis (Hilton and Platt, 2020). This report will show the calculation and evaluation of Supper Tyres Global (STG), which produces three types of different Tyres: budget, standard, and premium. However, this company has recently faced a threat because of the required strengthening of wire production. In this report, we will find out the fixed cost, variable cost, contribution per unit and contribution per unit of a scarce resource, rank the Tyres, production schedule, and marginal cost of production to evaluate whether the budget demand is honored or dishonored. Besides, we have tried to provide an actual recommendation based on calculation so that the management can make the actual decision. 


1.1 [bookmark: _Toc117183637]Prepare the following workings: calculate fixed and variable overheads using the high/low method.
There are some costs of production which are very much essential for production, like fixed cost, variable cost, semi-variable cost, Etc. 
Fixed cost: Fixed cost refers to the cost of production, which is stable for every production situation. Even when the production is zero then also the fixed cost becomes stable. It is not changeable with the production units; when the production unit increases, the fixed costs are divided into the total production units (Hilton and Platt, 2020). For example, machinery, building, land, Etc. 
Variable costs: Variable cost is the classification of cost changeable with the production units. That means if the production unit becomes lower, the variable cost also becomes lower, and if the variable cost becomes higher, the variable cost becomes high (Whitecotton, Libby and Phillips, 2020). For example, raw materials and direct labour. If production is not working, this cost is not required. 
The sales director has already accepted an order for 1,200 Budget Tyres and, if not fulfilled, would incur a financial penalty of £14,000. This contract order is not included in Budget Tyre's leading market demand figure.
As per requirement, the sales director has accepted an order for budget Tyres, and in every question demanded a budgeted statement. We considered only budget Tyres instead of standard and premium Tyres. 
	Budgeted data year ending 31 August 2023
	
	
	

	
	
	
	

	 
	Budget
	Standard
	Premium

	Maximum annual demand
	2,200
	1,600
	900

	Special Strengthening Wire
	4
	6
	12




	
	Budget
	Standard
	Premium
	Total

	VC/u = (HC - LC) / (HQ - LQ)
	6.89583333
	8.33333333
	12.7222222
	

	Total TFC (TFC = TC - TVC)
	6477.08333
	4066.66667
	2931.11111
	13474.8611

	Selling Price per unit
	60
	90
	120
	

	Raw Materials
	27.5294118
	31.1290323
	24.0789474
	

	Direct Labour
	14.3529412
	23.3064516
	31.8421053
	

	Total Variable Cost per unit
	48.7781863
	62.7688172
	68.6432749
	

	Contribution per unit (SP/u - VC/u)
	11.2218137
	27.2311828
	51.3567251
	

	Scarce resource usage per unit
	4
	6
	12
	

	Contribution per unit of scarce (Contribution per unit/ scarce resource usage)
	2.80545343
	4.53853047
	4.2797271
	

	Ranking
	3
	1
	2
	


[bookmark: _Toc117183638]  Product cost card showing variable cost per unit, Total Fixed Cost, contribution per unit    and contribution per unit of the scarce resource, ranking. 


 
	 
	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

	
	
	
	
	




1.2 [bookmark: _Toc117183639]Prepare a budgeted production schedule and a marginal cost income statement Budget Contract is honored
	Production plan if contract is honoured 
	
	
	
	

	
	Produced
	Total used
	Scarce Res Balance

	
	
	
	25140
	

	Budget
	1200
	4800
	20340
	

	Standard
	1600
	9600
	10740
	

	Premium
	895
	10740
	0
	

	
	
	
	
	

	
	
	
	
	

	Marginal Income statement honouring the contract
	
	
	

	
	Premium
	Standard
	Budget
	Total

	Sales
	107400
	144000
	72000
	323400

	Variable costs per unit
	61435.731
	100430.108
	58533.8235
	220399.662

	Contribution
	45964.269
	43569.8925
	13466.1765
	103000.338

	Less Fixed Cost
	2931.11111
	4066.66667
	6477.08333
	13474.8611

	
	
	
	
	

	
	
	
	
	

	Net Profit/ (Loss)
	43033.1579
	39503.2258
	6989.09314
	89525.4768




So, the budget is honored due to the profitable project and production schedule. As profit per unit is more significant than its cost, it should honor the production. 

1.3 [bookmark: _Toc117183640]Prepare a budgeted production schedule and a marginal cost income statement contract is dishonored
The wire will be supplied 25140 mitres and producing 1 unit requires 4 mitres. So, the maximum capacity to produce a Budget product is (25140/4) = 6285 units. 
So, for more than units, STG company must have dishonored the order. Whenever the production's maximum capacity exceeds the total production demand, the company should have dishonored the order. 

 
	Production plan if contract is dishonoured 
	
	
	
	

	
	Produced
	Total used
	Scarce Res Balance

	
	
	
	25140
	

	Standard
	1600
	9600
	15540
	

	Premium
	900
	10800
	4740
	

	Budget
	1185
	4740
	0
	

	
	
	
	
	

	Marginal Operating Statement if Contract is dishonoured
	
	
	

	
	Premium
	Standard
	Budget
	Total

	Selling Price per unit
	120
	90
	60
	

	Total Variable Cost per unit
	68.6432749
	62.7688172
	48.7781863
	

	Sales Units
	900
	1600
	1185
	

	Sales revenue
	108000
	144000
	71100
	323100

	Less: Total Variable Cost
	61778.9474
	100430.108
	57802.1507
	220011.206

	Contribution
	46221.0526
	43569.8925
	13297.8493
	103088.794

	
	
	
	
	

	Less: Total Fixed Costs
	2931.11111
	4066.66667
	6477.08333
	13474.8611

	Less: Contract penalty
	0
	0
	14000
	14000

	
	
	
	
	

	Profit/ (Loss)
	43289.9415
	39503.2258
	-7179.2341
	75613.9333





[bookmark: _Toc117183641]1.4 Considering quantitative and qualitative, advise STG directors whether to accept or reject the Budget Contract. 
We can see the maximum production capacity is 6285 units, and the optimum capacity is 1200 units as per budget. In this perspective, the maximum capacity of production is more than the optimum capacity of production. When the maximum capacity exceeds the optimum capacity, then the order can be accepted by the company. 
Here, the order is within the maximum capacity and should accept the budget contract as per the quality contribution. In this situation, the maximum capacity supports the order so the company can accept the order. 
As per the quantitative consideration, 
the order will earn an extra profit (89525.4768 - 75613.93330)
= 13911.5435 and 
per unit=  = 11.59
	 
That is why the order is accepted by considering both perspectives. 

[bookmark: _Toc117183642]1.5.1 Explain what a limiting factor is and why & how it is relevant to STG.  There are some limiting factors which should consider during production. Because without considering those, no effective production is possible. For example, raw materials, direct labour, variable costs, semi-variables, and fixed costs. Those are much more essential for production because those factors define the capacity of production of a company. From the perspective of STG company, there are also some limiting factors for production. STG is a tyre-producing company, but recently it has faced some difficulties because of raw materials supplied by another company. However, the company sees that the maximum production capacity does not exceed the optimum capacity. Moreover, finally, the company should accept the order based on this scenario.  

[bookmark: _Toc117183643]1.5.2 Critically examine the assumptions and limitations of the Cost-Volume-Profit (CVP) Technique considering STGThere are some assumptions and limitations, those are-
Assumptions 
1. The purchase price is fixed. Despite fluctuations in supply and demand, the price of a good or service is fixed at a certain level.
2. The linearity of costs allows for a fine-grained breakdown into their fixed and variable parts. The fixed component remains unchanged across the range of interest, whereas the variable component remains unchanged every unit.
3. The sales mix is stable in businesses with several products.
4. Inventories in manufacturing firms remain static—the number of units manufactured and sold equals (Noreen, Brewer and Garrison, 2020).
Even though these presumptions might not hold, CVP analysis results are frequently "good enough" to be very helpful.
The most significant risk option for a management is to depend on basic CVP analysis when evaluating a substantial change in volume beyond the appropriate range.
Limitations 
The approach has the following drawbacks while being regarded as a crucial tool for planning the cost-volume-profit analysis:
· Issues separating fixed expenses from variable costs.
· Fixed expenses are not always constant.
· The proportionate relationship between production volume and variable costs is not always practical.
· The price per unit sold is not always consistent.
· Unsuitable for a company with several products.
· Ignoring how other variables affect cost and profit.
· Stock availability.
· Not long-term effective.
· A stronger focus on sales.
· A tool for statistics
· 

[bookmark: _Toc117183644]Conclusion 
So, after all that discussion, it can be said that all the requirements have been met effectively with proper clarification. In this report, the calculation based on the budget production of STG has been illustrated. Besides, the argument is also based on proper justification of calculation. The budgetary proposal should be honoured or dishonoured. In addition, the cost-volume-profit and its assumptions and limitations also have shown regarding our business activities. That means this report has shown the calculations based on requirements for the managerial decision of STG and proper argumenta justification regarding this business policy, whether support or not. 
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