[bookmark: _Toc130656901]LCBB5002
MANAGEMENT ACCOUNTING
 Student Name: Corina Tiseanu

Table of Contents
Introduction	3
1.1CALCULATION OF FIXED AND VARIABLE OVERHEADS USING HIGH/LOW METHOD	4
1.2 If budget contract is honoured	5
1.3 If budget contract is not honoured	5
1.4 Qualitative and Quantitative Factors Analysis	6
1.5 Limiting factors and its assumptions and limitations	8
Conclusion	10
References	11



[bookmark: _Toc140673957]Introduction 
The purpose of this report is to help management in taking decision if it is better for business to dishonour a contract and pay the associated penalty, or to honour the contract and avoid the penalty. STG will have to make this decision due to a predicted shortage of special strengthening wire in 2022–2023. This limitation means that the corporation must use the Cost-Volume-Profit management approach to decide whether or not to accept a contract that the sales director has already signed. Different computations will be carried out using the various approaches. The High-Low approach will be used to separate semi-variable overhead costs into fixed costs and variable cost. The cost of fulfilling or failing to fulfil the budgeted contract will then be calculated. The board of directors will be presented with a variety of qualitative and quantitative reason from which to choose. The importance of the limiting factor concept in STG will be explored. The CVP method's assumptions and limitations will also be explored. 


[bookmark: _Toc140673958]1.1CALCULATION OF FIXED AND VARIABLE OVERHEADS USING HIGH/LOW METHOD
	
	Budget 
	Standard 
	Premium 

	Lowest Unit 
	1460.00
	1180.00
	670.00

	Highest Unit 
	1700.00
	1240.00
	760.00

	Total cost of Low Unit Activity (TCLA)
	16545.00
	13900.00
	11455.00

	Total cost of High Unit Activity (TCHA)
	18200.00
	14400.00
	12600.00

	 
	 
	 
	 

	Per Unit Variable overheads in semi variable overhead = (TCHA-TCLA)/(Highest Unit - Lowest Unit)
	6.90
	8.33
	12.72

	 
	 
	 
	 

	Total Fixed Overheads included in Semi variable overheads = Total Cost of High Unit Activity - (Per unit Variable Overheads*Highest Unit)
	6470.00
	4070.80
	2932.80



Calculation of variable cost per unit, Total Fixed Cost, Contribution per unit and contribution per unit of scarce resources 
	
	Budget/Unit 
	Standard/Unit
	Premium /Unit
	Total/Unit

	Sales Unit 
	2200.00
	1600.00
	900.00
	4700.00

	 
	 
	 
	 
	 

	Sales
	60.00
	90.00
	120.00
	270.00

	Variable Overheads 
	6.90
	8.33
	12.72
	27.95

	Other raw material
	27.53
	31.13
	24.08
	82.74

	Labour cost 
	14.35
	23.31
	31.84
	69.50

	Total Variable cost
	48.78
	62.77
	68.64
	180.19

	 
	 
	  
	 
	 

	Contribution/Unit = sales - variable cost 
	11.22
	27.23
	51.36
	89.81

	Contribution of strengthening wire per unit = Contribution per unit/ strengthening wire per unit used
	2.81
	4.54
	4.28
	11.62

	Total fixed overheads as calculated from High-Low Method
	6470.00
	4070.80
	2932.80
	13473.60



Ranking of Tyres as per Contribution 
1. Premium tyre is given rank 1, as it has the highest contribution per unit. 
2. Standard Tyre is given rank 2, as it has second highest contribution. 
3. The lowest contribution is given by the budgeted tyre, hence it would be given third priority. 
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As the supply of special strengthening wire would be limited to 25140 metres only in financial year 2023, hence the material required to produce all the three products would be limited. First of all, already taken order of 1200 budgeted units will be completed which will consume 4800 m wire. After this, 900 units of premium tyre will be produced which will use 10800 m wire. Remaining 9540 m of wire will be used to produce 1590 units of standard tyre instead of 1600 units. 
[image: ]
Income statement if honoured 
[image: ]

[bookmark: _Toc140673960]1.3 If budget contract is not honoured
In the case, if contract is not honoured then priority to premium tyres will be given and this will use 10800m of wire. The second priority will be given to standard tyre which will use 9600 meter of wire and in last the remaining wire of 4740 meter will be used to produce 1185 units of budgeted tyres. 
[image: ] 


Income statement when contract is not honoured
[image: ]
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According to the calculation, the directors of STG should approve the contract and give top priority to delivering the agreed-upon units. The potential profits from this technique would be higher those from violating the contract conditions.
Quantitative Reasons
If contract is honoured, the firm would manufacture 1200 units of budget tyres using 4800 metres of strengthening wire. With the remaining wire, the company could make 900 premium tyres and 1590 units of standard tyres.
Production would be determined entirely by tyre ranking in the absence of adherence to the contract. The output in this case would be as follows: 900 units premium tyres, 1600 units standard tyres, and 1185 units budget tyres.
If the contract is fulfilled, revenues would be £323,100, manufacturing expenses would be about £220,115.19, and fixed costs would be £13,473.6. In 2023, after subtracting fixed expenditures, this would result in a profit of £89,511.21 and a contribution of £102,984.81.
Total revenues would still be £323,100, with variable expenses of £220,011.2, even if the contract is not honoured. There would be a transfer of £103,088.8 to the business. After factoring in the fixed expenditures and the penalty of breaching the contract would be £14,000, the net profit would be £75,615.19. This profit is lower than of the profit achieved by accepting the contract and also, considerably lower than the profit earned in 2022 (Chien, et. al., 2020).
Quantitative research shows that it is more profitable to accept the contract and begin production in accordance with its conditions rather than reject them.

Qualitative Reasons
Along with the quantitative reasons, qualitative factors are too considered. Taking up the contract would be a morally sound move that would help STG in the long run. If the firm follows through on its promise to provide 1,200 budget tyres, it will enhance its connection with a key client who offers a sizable portion of budget tyre sales in 2023.
To keep regular consumers with the company and reducing them from going to competitors, it is essential to keep their loyalty. There is a chance of losing present clients if their supply needs are not satisfied in whole or in part, but there is also a chance of forming a long-lasting relation with such customer who is giving large orders (Tan,et. al., 2021).
Additionally, by keeping to the terms of the agreement, STG will strengthen its reputation in front of customers showing the ability of customers to fulfil its promises. The effects of such a positive perception may have long lasting benefits (Hegazy and Salama, 2022).
Finally, the company's long-term development, customer loyalty, and reputation all benefit by honouring the offer.
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1.5.1 Limiting factor and its relevance to SGT
A limiting factor is anything that hinders growth, development, or operations within an organisation. It limits the firm's capacity to manufacture and deliver more products . Lack of raw materials, limited manufacturing capacity, unskilled labour, or insufficient funds are all examples of restricting issues (Shields, et. al., 2022). 
For STG, the shortage of a key component in tyre manufacturing—a particular strengthening wire—is the limiting factor. Rising energy prices for the manufacturer have put a hindrance on manufacturing of this wire. STG is directly affected by the shortage since, based on forecasted demand, the business needs around 29,200 metres of the wire. PSG who is the supplier of wire, has said they can only provide up to 25,140 metres. Therefore, STG must prioritise its goods and figure out which kind of tyre would benefit the most from the limited supply of the unique strengthening wire.

1.5.2 CVP and relevance with STG 
The Cost-Volume-Profit approach is a tool in management accounting that illustrates the relationship between these three metrics. When there is an increase or decrease in volume, it reveals information about the financial outcomes. In essence, it examines how variations in production volume, for whatever cause, affect costs and profits (Goedl, 2020).
The scarcity of special strengthening wire is a limiting factor that prohibits STG from meeting its total planned production units, making the CVP analysis applicable to the situation at hand. STG must modify its manufacturing facilities to make the most of its limited resources and boost its profitability. To maximise profits, the corporation must decide how many of each kind of tyre to manufacture given a certain amount of wire.
Assumptions and Limitations 
However, there are assumptions and limitations to consider about while using the CVP method. Sales prices, variable expenses as a percentage of sales, and fixed costs and operational capacity are all assumed to remain stable. These assumptions allow for a more streamlined analysis, although they may not be applicable in all cases (Tamplin, 2019).
It's important to recognise the limitations of the CVP method as well. It does not consider the non-monetary elements that may have an effect on the company in the long run in favour of a pure concentration on financial ones. It is also not always appropriate to businesses with complicated product mixtures and suitable only for short-term analysis. Sales pricing and variable costs assumed to be constant, but it is need not necessary to be the same in real market. Finally, It assumes that the fixed cost will remain same through the period but it is also not necessarily to be true. It may be affected from the inflation or other factors. 
While the CVP method is useful as it provides the valuable insights in the connection between cost, volume and profit, it should be utilised with caution and in light of the method's limitations. Managers may make better judgements and avoid the dangers associated with an excessive dependence on the CVP analysis if they are aware of these assumptions and limitations.
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The administration of the STG, considering the above analysis, has decided to accept the offer rather than risk breaking the contract. Since this will improve the company in both quantitative and qualitative ways. Using the CVP approach, it has been analysed that accepting offer would result in more financial profit for the business. In terms of qualitatively, company also gets benefits by gaining new and large customers but there is also a risk of moving the current customers to the peers if there regular demand is not fulfilled. Administrators of the STG firm are suggested not to violate the contract after careful analysis of issues including the potential costs of doing so and the results of CVP calculations.
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  Maximum Annual Demand  Special Strengthening Wire Total meter used 

Total supply of wire  25140.00

Premium  900.00 12.00 10800.00

Standard  1600.00 6.00 9600.00

Budget  1185.00 4.00 4740.00
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  Budget Standard Premium  Total 

Sales Unit  1185.00 1600.00 900.00 3685.00

Sales   71100.00 144000.00 108000.00 323100.00

Other raw material  32622.35 49806.45 21671.05 104099.86

Labour cost  17008.24 37290.32 28657.89 82956.45

Variable Overheads  8171.56 13333.33 11450.00 32954.90

Total Variable cost 57802.15 100430.11 61778.95 220011.21

Contribution  13297.85 43569.89 46221.05 103088.79

Less: Fixed Cost  6470.00 4070.80 2932.80 13473.60

Less: Penalty  14000.00 0.00 0.00 14000.00

Profit/Loss  -7172.15 39499.09 43288.25 75615.19
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  Maximum Annual Demand  Special Strengthening Wire Total material used (in meter)

Total supply of wire  25140.00

Budget 1200.00 4.00 4800.00

Premium  900.00 12.00 10800.00

Standard 1590.00 6.00 9540.00
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  Budget Standard Premium  Total 

Sales Unit  1200.00 1590.00 900.00 3690.00

Sales   72000.00 143100.00 108000.00 323100.00

Other raw material  33035.29 49495.16 21671.05 104201.51

Labour cost  17223.53 37057.26 28657.89 82938.68

Variable Overheads  8275.00 13250.00 11450.00 32975.00

Total Variable cost 58533.82 99802.42 61778.95 220115.19

Contribution  13466.18 43297.58 46221.05 102984.81

Less: Fixed Cost  6470.00 4070.80 2932.80 13473.60

Profit/Loss  6996.18 39226.78 43288.25 89511.21


