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INTRODUCTION
Supper Tyres Global (STG) is one of the tire manufacturing firms. Generally, it produces three different types of tires, including Budget, Standard, and Premium. Due to the limited supply of the tyre producing wire. The company is aiming to achieve its desired outcomes within its available resources. The presented report facilitates understanding how effective decision-making practices can impact the financial performance of the firms. Similarly, the presented report also analyzes how to cope with the supply and demand problems instead of knowing the shortage of raw materials. The management accepted a contract to provide 1200 budget tyres. In case of breaching the contract, the company has to bear a heavy penalty. So, the marginal cost and benefit of producing the additional units of tires are also discussed below. 
ESTIMATED DEMAND FOR TYRES
The estimated annual demand for the tires is presented as follows:
Table 1: The Estimated Demand
	Annual demand

	 
	Budget
	Standard
	Premium

	Years
	Demand
	Total Cost
	Demand
	Total Cost
	Demand
	Total Cost

	2023
	2,200
	 
	1,600
	 
	900
	 

	2022
	1,700
	89,400
	1,240
	81,900
	760
	55,100

	2021
	1460
	98,076
	1180
	66,715
	670
	45,175


	The maximum estimated annual demand for 2023 for the Budget, Standard, and Premium tires is, respectively, 2,200, 1,600, and 900. It has been found that Supper Tyres Global (STG) has experienced a gradual increase in demand as compared to the previous year, which consequently increases the use of the Special Strengthening Wire. 
TASK ANALYSIS
Section 1.1: Ranking of the Tyres

The following table indicates some of the important data about the production cost and contribution margin, which assist in ranking the tires.




Table 2: Ranking List

	Marginal Cost Statement
	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 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 scarce resource
	2.805453431
	4.538530466
	4.279727096

	Ranking
	3
	1
	2



The standard tire is in the first rank based on the contribution margin per strengthening wire. It indicates that the preparation of this category of tire requires a lower volume of the strengthened wire. However, premium and budget are second and third-ranked, respectively. On the other side, it has been found that Budget tire is the most profitable of the three products.
Section 1.2: Budgeted Production If Contract Is Honored
The present report analyses the two different scenarios of either Supper Tyres Global (STG) should honor the contract or not. The following table represents the production of the Tyres if the budget contract is honored. 
Table 3: Budgeted Production Schedule
	Production plan if contract is honoured
	 
	 
	 

	 
	Units produced
	Scarce units used
	Balance

	 
	 
	 
	25140

	Budget contract
	1200
	4800
	20340

	Standard
	1600
	9600
	10740

	Premium
	895
	10740
	0



	The overall supply of the special strengthing wire is 25140 meters. Supper Tyres Global, after producing 1200 budget tire to honor his contract, he can cover all demand for standard tire wich is 1600 units and also can produce just 895 unit of premium tire. Otherwise, Supper Tyres Global (STG) can face changes regarding the availability of the wire. 

Table 4: Marginal Cost Income Statement honoring the contract
	Marginal Income Statement honoring the contract
	 
	 
	 
	 

	 
	Budget
	Standard
	Premium
	Total

	Sales unit
	1200
	1600
	895
	

	Price per unit (£)
	60
	90
	120
	

	Sales – total revenue (£)
	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



If the Supper Tyres Global honors the contract the overall annual expected profit of Supper Tyres Global (STG) is £89525.48 , which is a healthy amount. 

Section 1.3: Budgeted Production If Contract Is Not Honored
The following table represents the production of the tyre if the budget contract is not honored. The company will be liable to pay an additional £14000 in terms of penalty. 

Table 5: Budgeted Production Schedule
	Production plan if the contract is NOT honored
	 
	 
	 

	 
	Units produced
	Scarce units used
	Balance

	 
	 
	 
	25140

	Standard
	1600
	9600
	15540

	Premium 
	900
	10800
	4740

	Budget
	1185
	4740
	0



In this case, Supper Tyres Global can produce maximum demand for standars and premium products wich are 1600 units and 900 unit but for budget tire can produce only 1185 units. 






Table 6: Marginal Cost Income Statement
	Marginal Income Statement if contract is NOT honoured
	 
	 
	 
	 

	 
	Budget
	Standard
	Premium
	Total

	Sales units
	1185
	1600
	900
	

	Price per unit
	60
	90
	120
	

	Sales – total revenue (£)
	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



If the company will not honored the contract, on budget tire they will be at a loss because they have to pay the penalties.  The marginal Income statement indicates that the decision not fulfilling the contract of the additional 1200 units of the budget tire will not only prove to be costly but also reduce the overall profitability to £75613.93 from £89525.48. 
Section 1.4: Discussion	
The cost-to-benefit analysis of not honoring the contract suggests that it is a wise decision to produce an additional unit of the budget tires by reducing the production volume of the standard and premium tires. It is one of the best techniques used to understand the benefits of a decision based on the presented data. Otherwise, it can create challenges for Supper Tyres Global (STG) in the process of the supply chain (Mohamed, 2018). The limiting factor and cost-volume-profit techniques with regard to Supper Tyres Global (STG) are given as follows. 

Section 1.5: Limiting Factor and Assumption of CVP
Relevance of the Limiting Factor
A limiting factor is any component or raw material which has the potential to decrease the production and fulfillment of the desired demand for a specific product or service (Steven, 2017). Here, special strengthening wire is one of the biggest factors which is reducing the production and growth of the business. Such type of scenario can only be resolved by effective strategies and timely decision-making. Similarly, the demand for wire is gradually increasing with a similar trend.  
Analyzing the Cost-Volume-Profit (CVP) Technique
Cost-volume-profit (CVP) is one of the best approaches for the financial analysis of business operations which helps to understand how fluctuation in the costs (variable and fixed both) can impact the profitability of the company (Abdullahi et al., 2017).  The CVP method assumes that the cost and revenue of an entity always follow a linear trend (Lulaj and Iceni, 2018). But here, in the case of Supper Tyres Global (STG), the observed trend is somehow different as the marginal cost of the additional unit of tire production is relatively lower because only the variable cost is applied to the production, and it increases the profitability to an extent level. Risk and Uncertainty arise due to the limiting factor, specifically due to the limited supply of resources. So, it affects the majority of the variables. However, there are some limitations regarding the CVP model as well, like the calculated profitability of the business can be over or underestimated (Said, 2020). In the presented case, if the production of the tire is greater than the demand the so the calculated profitability can be overestimated (Tom Downen, 2020). Similarly, if the production of the tyre is lower than the demand due to the lack of resources, then the profitability could be underestimated. It has also been found that the traditional CVP model is inadequate, specifically when the demand, supply, and production of goods are different (Stephan et al., 2016). Hence, it is best for Supper Tyres Global (STG) to honor the additional budget contract; other uncertainty and penalties will lower the profitability of the company.  
CONCLUSION
The main objective of the presented report is to assist the directors of Supper Tyres Global (STG) in the development of appropriate decision-making. The main challenge that the company and the whole tyre industry are facing is the supply of the special strengthened wire. The management also accepted an additional contract for 1200 budget tyres. If they fail to fulfill the contract, the firm will be liable to pay £14,000 in terms of penalty. The critical analysis indicates that it is best to fulfill the contract by decreasing the production of premium and standard tires. It not only saves Supper Tyres Global (STG) from the penalty, but it also increases the overall profitability of the company. 
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