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P r e - r e l e a s e  m a t e r i a l
Company background and history
Evans & Peeterson Ltd (EPL) is a manufacturer and retailer of furniture set up four years ago when
furniture designers and partners Michael Evans and Christoff Peeterson bought the assets of “Lounge Ltd”
a furniture manufacturer which had gone into liquidation as a result of the financial crisis. Assets included
a factory, offices and shop on an industrial estate in Cardiff. Experienced skilled craftsmen and
seamstresses were re-employed and a website set up for online sales. Sales growth quickly followed and
in each of the second and third years a new shop was successfully opened, the first in Bristol and the
second in Swansea.
Sales are mainly retail, although there are a small number of wholesale customers. Individual customers
pay a deposit on ordering their furniture. Some then go to pay the balance on collection, others use
extended credit terms which the firm makes available in line with market expectations. EPL has an
agreement with a finance house to supply this finance to customers.
As the firm grew, the two founders realised that the company needed professional accounting expertise
and in 20-5 Julie Foster, FCA, joined the firm as Finance Director.
EPL currently employs 108 FTE staff, 51 in production, 39 in sales and administration and 18 in warehouse
and delivery.

Mission statement
We aim to produce and sell furnishings which make our customers happy – both with their exciting designs
and with their quality. 
We aim to give our employees careers, not just jobs, and to enable them to share in the company’s
success. We are also committed to operating sustainably and benefitting the communities in which we
work.

Developments in the market
With the increase of consumer confidence as the economy moves away from recession, furniture sales in
the UK as a whole have experienced steady growth of close to 3% per annum over the past five years.
The market for furniture is very competitive and this keeps margins tight.
In January 20-7 EPL bought Black & Taylor Ltd (BTL), a small competitor with a factory and shop in
Manchester. The intentions being to gain economies of scale by merging purchasing and production
across the two sites and to expand sales of EPL furniture in the North West.
The UK referendum vote to leave the EU and the resultant fall in the value of sterling has seen the cost of
raw materials and imported goods rise by up to 15%. These price rises are gradually being passed on to
consumers through increased selling prices, the longer term impact of which remains to be seen.

Strategic planning
The company uses the balanced scorecard to assess its overall performance.

Learning and growth
Online sales continue to grow rapidly, three years ago they accounted for less than 20% of sales,
now 40% of sales come purely from the internet and many more customers use the internet to
research products before coming to stores to see products “in the flesh”. The Sales Director is
increasingly focusing on social media promotions which are believed to be important for this growth.
With the founders’ backgrounds in design there is a strong focus on product design and innovation
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in the product range. New ranges, along with new fabrics and other materials are introduced each
season. This is supported by in-house manufacture of many products which enables the company
to respond rapidly to changing market demand and rapid order delivery time can be as little as ten
days.
Business processes
The company manufactures approximately 40% of its products at its Cardiff factory and sources the
remainder from companies operating in Europe and the Far East. Production employees are
thoroughly trained in quality control and there is rigorous quality testing of all output. Similarly,
purchased items are checked for quality by warehouse staff. 
Customers
Footfall in stores and conversion rates along with average order values all showed improvements
in 20-6. Customer satisfaction is measured both on delivery of goods and by surveys carried out
six months after delivery. Both these measures also showed improvement in 20-6. There has been
some negative publicity over fair treatment of employees at a supplier’s factory in the Far East, but
the overall impact of this seems to be outweighed by the fact that EPL manufacture a high
proportion of items sold in the UK.
Financial
EPL’s sales were £17 million in the year ended 31 December 20-6 generating operating profits of
£255,000. Sales were particularly good in the fourth quarter, which accounts for about 40% of sales,
due to the seasonal effect of the run-up to Christmas. Sales volumes are increasing across both
shops and the internet, improving margins by driving down unit costs.

Staff
EPL’s key personnel are:
Managing Director                                                                     Michael Evans
Product Design and Purchasing Director                                  Christoff Peeterson
Production Director                                                                   Alain Hughes
Sales Director                                                                           Raymond Jessop
Finance and HR Director                                                          Julie Foster
Warehouse Manager                                                                 Peter Davies
Accountant                                                                                 Hilary Parry
Cashier                                                                                      Ryan Houghton
Accounts Receivable Clerk                                                       Ineta Jankauskyte
Accounts Assistant and Payables Clerk                                    Simon Stevens
Payroll Clerk                                                                              Kate Hazel
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EPL’s financial statements for 2016 are shown below.

Evans & Peeterson Ltd Statement of profit or loss for the year ended 31.12.20-6
                                                                                      

Continuing operations                                                                                                                  £000
Revenue                                                                                                                                       17,089
Cost of sales                                                                                                                                 13,672
Gross profit                                                                                                                                     3,417
Operating expenses                                                                                                                       3,162
Operating profit                                                                                                                                  255
Finance costs                                                                                                                                       89
Profit before tax                                                                                                                                 166
Tax                                                                                                                                                       37
Profit for the period from continuing operations                                                                                129

Evans & Peeterson Ltd Statement of financial position as at 31.12.20-6
                                                                                                                                                    
                                                                                                                                            £000

Assets                                                                                                                                                     
Non-current assets                                                                                                                                  
Plant, property and equipment                                                                                                    1,972

Current assets                                                                                                                                         
Inventories                                                                                                                                      562
Trade receivables                                                                                                                            936
Cash and cash equivalents                                                                                                             357
                                                                                                                                                       3,827
Equities and liabilities                                                                                                                           
Ordinary share capital (£1 shares)                                                                                                      10
Retained earnings                                                                                                                               97
Non-current liabilities                                                                                                                               

Loans                                                                                                                                       1,050
Current liabilities                                                                                                                                      

Trade payables                                                                                                                         1,944
Payments on account                                                                                                                  702
Taxation                                                                                                                                          24

                                                                                                                                           3,827
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TASKS

Task 1: 20 marks 

(a)       Which of the following errors would be detected by the reconciliation of the non-current asset
register to the general ledger accounts for non-current asset cost and depreciation?

(2 marks)

(a) Theft of portable machinery
(b) The failure to capitalise delivery costs
(c) Failure to write off fully depreciated office equipment which has been

scrapped
(d) Non-current assets which have been impaired and need to be written

down to their recoverable amount

(b)       The table below shows a range of sales related decisions. Which should be made by the Accounts
Department and which by the Sales Team?

(4 marks)

                                                                                                                  Accounts       Sales
                                                                                                                  Department    Team
(a) The level of trade discount to be granted to a customer
(b) Agreed prices
(c) Payment terms for credit sales
(d) Whether or not to grant credit to a prospective customer

(c)       The trial balance is prepared and shows a shortage on the debit side of £900. This could have been
caused by:

(3 marks)

(a) An addition error in the net column of the sales day book, the total being
£900 too small

(b) An addition error in balancing the discounts received account, the total
being £900 too small

(c) The recording of a receipt of £900 in the cash book, no other entries
having been made

(d) An addition error in the gross column of the purchase returns day book,
the total being £900 too small

p r a c t i c e  s y n o p t i c  a s s e s s m e n t  2   5



(d)       Ineta Jankauskyte, the Accounts Receivable Clerk, is asked to prepare the bank reconciliation
when Ryan Houghton, the Cashier, is off sick. Ineta finds delays between the cash book recording
of receipts and the dates that the receipts appear on the bank statements.

           Indicate which statements are true and which are false.
(8 marks)

                                                                                                                            True         False

(a) This could be an indicator of fraud
(b) This could be caused by the time taken for cheques to clear through

the banking system
(c) It would be best to wait for the return of Ryan and to check with

them
(d) The delays should be reported to Hilary Parry, the Accountant,

immediately

(e)       Ineta Jankauskyte, the Accounts Receivable Clerk, receives a letter from an unknown company
asking for details about Bootles Furnishings, a credit customer. Bootles has signed the letter to give
EPL permission to disclose information.

           What is the Ineta’s most appropriate response?
(3 marks)

(a) Not to reply, as the information requested is confidential
(b) To reply, but to explain that it’s not possible to disclose the information

as it is confidential
(c) To reply, disclosing all information, including the fact that Bootles’

account was put on stop recently
(d) To reply, being very positive about Bootles – this should help Bootles to

obtain more trade credit and make Bootles better able to pay you
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Task 2: 15 marks
Black & Taylor Ltd (BTL), was purchased in January 20-7. Its year-end is 30 September and it has been
decided that it will complete its current financial year without changing its budgetary systems. However
management at EPL need to decide on budgetary systems to be used in future years.
Currently BTL use monthly budgets to set targets for performance and to monitor results. The report for
February 20-7, when seasonal factors mean that sales are very low, is shown below.

Black and Taylor Ltd                 February 20-6       February 20-7     February 20-7        Variances
Operating statement                              Actual                   Budget                   Actual                         
                                                                         £                             £                            £                       £
Sales volume                                             100%                      110%                    107%                  -3%
Sales revenue                                        227,853                  250,638                 243,803              6,835A
Costs:                                                                                                                                                       
Materials                                                109,375                  117,578                 118,289                 711A
Direct labour                                             33,750                    36,281                   35,541                 740F
Production overheads                              39,168                    39,168                   39,948                 780A
Selling and distribution                             20,026                    20,026                   20,630                 604A
Administration                                          85,104                    85,104                   86,381              1,277A
Total costs                                              287,423                  298,157                 300,789              2,633A
Operating profit/(loss)                            (59,570)                  (47,519)                (56,986)              9,468A

(a) Identify the planning assumptions made in the budget for February 20-7
(4 marks)
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(b) The variances shown in the budgetary control report are almost all adverse. Explain the extent to
which this is likely to be due to poor performance.

(4 marks)

(c) Explain the conflict in budgeting between setting motivational targets and cost control.
(3 marks)
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The Managing Director of BTL has proposed that he and his team should produce draft budgets for the
year ending September 20-8 which could then be discussed with the board of EPL and updated as
required.
(d) Explain the advantages and disadvantages of this approach.

(4 marks)
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Task 3: 15 marks
You have been supplied with the following information about EPL’s purchasing procedures:
Supplier approval and ordering
Christoff Peeterson is in charge of purchasing, he is always keen to investigate new fabrics and materials
and spends a lot of time assessing potential new suppliers for quality and reliability. Once he is happy with
a potential new supplier, he passes their details to Simon Stevens, the Accounts Assistant and Payables
Clerk who checks the supplier for financial stability, and who opens purchase ledger accounts for those
which are stable.
EPL use an inventory monitoring system which records all materials and components and the preferred
supplier, along with the agreed price for each. The system factors in planned production quantities to
generate purchase requirements lists. Christoff’s assistant, Maxine Martin, checks these lists for
reasonableness and then uses them to generate purchase orders from the inventory system.
When goods are delivered warehouse staff match them against purchase orders and book them in to
stock. The delivery notes are passed to Maxine Martin.
Invoice approval and payment
When invoices are received, if they are for goods they are passed to Maxine Martin. Maxine checks that
the invoices agree to purchase orders, agreed prices and delivery notes and signs the invoices for
approval before passing them on to Simon Stevens for recording in the accounting system. Invoices for
overheads are passed to the relevant manager for approval and are again signed and returned to Simon
Stevens after approval to be input onto the accounting system.
To enable EPL to take maximum credit from their suppliers, Simon Stevens runs a list of all invoices due
for payment each day. He passes the list to Hilary Parry who checks that EPL has the funds to pay the
invoices. If there are sufficient funds, Hilary passes the list to Ryan Houghton, the Cashier who generates
the BACS transfer authority which is then signed by any two of the authorised signatories. These are the
Accountant, Hilary Parry, and one of the five directors. The second signatory is often the Finance Director,
Julie Foster, and she will check amounts for reasonableness and sometimes ask to see back-up
documentation, the other directors simply sign the BACS authority.
Monthly management accounts include flexible budget reports which allow the monitoring of costs. Any
significant variances are investigated.

Identify FIVE systemic weaknesses in EPL’s internal controls for purchasing and payments.
Explain how each weakness which you have identified could create a problem for the company.

(1 mark awarded for identification and 2 marks for explanation per weakness)
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Task 4: 15 marks
(a) At a directors meeting, the Sales Director, Raymond Jessop proposes introducing a special offer.

His team has noticed that although some customers buy sofas with armchairs, footstools and
cushions, many just buy sofas with armchairs. To increase sales to these customers who are just
buying a sofa and armchair together, he suggests that the customers be offered the chance to buy
a footstool and five scatter cushions in addition to the core purchases and then receive a 10% or
15% discount off the total purchase price. He argues that this will increase sales and profits from
current customers and may bring in additional customers.
Alain Hughes, the Production Director, disagrees, he says that these discounts will cut into profit
margins and hence reduce the firm’s profits. 
Julie Foster, the Finance Director, says that she will back any proposal which increases the firm’s
total contribution earned per customer.
You have been given the following information about the “Kennedy” range of furniture.

Product                   Selling price   Variable cost        Fixed cost         Total cost           Profit
per unit £                    per unit £        per unit £        per unit £         per unit £
3 seater sofa                      699.00               436.75                 87.50               524.25         174.75
Armchair                             249.00               136.70                 62.50               199.20           49.80
Footstool                               99.00                 34.65                 18.75                 53.40           45.60
Scatter cushions                   15.00                   5.00                   5.00                 10.00             5.00

Use the information about the “Kennedy” range to assess the positions of each of the three
directors and make a recommendation as to what action should be taken.

(9 marks)
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(b) Julie Foster is considering the introduction of a standard costing system to strengthen management
control of costs.  Current budgetary control reports show a total variance for each cost category but
this cannot be easily analysed into component parts. 
You are given details about a raw material FL223 which is a faux leather. The material should cost
£10.50/metre, production in February should have used 440 metres, but actually used 472 metres
at a cost of £4,690.
Explain what advantages a standard costing system will have over the current budgetary control
system. Use variances calculated on February’s purchases of FL223 to illustrate your explanation.

(6 marks)
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Task 5: 20 marks
Julie Foster, the Finance Director, asks you to complete the calculation of performance indicators for 
20-6. Use the information provided in the pre-release material to do so.
(a) Show profitability and liquidity ratios to one decimal place. Working capital ratios should be

rounded to the nearest day.
(10 marks)

Ratio                                                            Year ended 31.12.20-6
Profitability                                                                                       
Gross profit margin                                                                  20.0%
Operating profit margin                                                                      
Asset turnover (non-current assets)                                                  
Return on capital employed                                                               
Liquidity                                                                                            
Current ratio                                                                                       
Quick/acid test ratio                                                                   0.5:1
Working capital management                                                         
Inventory holding period                                                       15 days
Trade receivables collection period                                      20 days
Trade payables payment period                                                        

(b) In 20-5, EPL’s gross profit margin and operating profit margin were 19% and 0.9% respectively and
its return on capital employed was 12.2%.
Select the correct observations about EPL’s performance.

(2 marks)

(a)    The improvement in the gross and operating profit margins indicates good
control of costs of sales and of overheads

(b)    The fact that the Swansea shop was open for the whole of 20-6 and only part
of 20-5 explains the improvement in both the gross profit margin and the
operating profit margin

(c)     The improvement in margins explains the improvement in EPL’s return on
capital employed

(d)    The improvement in margins, along with the fact that the Swansea shop was
open for the whole of 20-6 and only part of 20-5 explains the improvements in
EPL’s return on capital employed
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(c) If all other factors remain the same and sterling’s fall is 20% on average in 20-7 compared to 
20-6. How will this affect EPL?

(2 marks)

(a)    EPL’s gross profit margin and operating profit margin would be expected to fall
by 20%

(b)    EPL’s gross profit margin would be expected to fall by 20%, the operating profit
margin would fall by a higher percentage

(c)     EPL’s gross profit margin and operating profit margin would fall by the same
percentage, but the fall would be limited by the fact that materials only make
up a fraction of EPL’s cost of sales

(d)    The fall in EPL’s gross profit margin would be limited by the fact that materials
only make up a fraction of cost of sales, but the operating profit margin would
fall by a higher percentage

(d) EPL are considering reducing selling prices on a permanent basis in order to boost sales and
profits. If they do follow this strategy, what will the expected effects on their ratios be?

(2 marks)

(a)    Asset turnover would be expected to increase
(b)    The gross profit margin would be expected to stay the same
(c)     The operating profit margin would increase
(d)    The return on capital employed would be expected to stay the same

(e) BTL’s year-end is 30 September. Its inventory holding period for the year ended 30 September 
20-5 is 40 days and trade receivable collection period 8 days. When compared to EPL what does
this indicate?

(2 marks)

(a)    Poor control over inventory levels at BTL, but good credit control
(b)    Good control over inventory levels at BTL, but poor credit control
(c)     Seasonal sales distorting comparison between the two businesses
(d)    That the two businesses are very different and so do not have comparable

ratios

(f) If BTL’s year-end is changed to 31 December to bring it in line with EPL, and it produces a set of
accounts for the 15 months ending 31 December 20-7 what will be the effect on its gross profit
margin and return on capital employed assuming all other factors stay the same?

(2 marks)

(a)    Gross profit margin will improve, return on capital employed will improve
(b)    Gross profit margin will improve, return on capital employed will stay the same
(c)     Gross profit margin will stay the same, return on capital employed will improve
(d)    Gross profit margin will stay the same, return on capital employed will stay the

same
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Task 6: 15 marks
You have been asked to carry out a review of payroll procedures and to make recommendations for
improvements.
Current procedures are outlined below.
The payroll software is integrated with the HR package – the HR manager records all starters and leavers
and is also responsible for recording rates of pay and any pay rises. 
Staff record time worked on timesheets which are handed to managers for authorisation each Monday
morning. Managers check and sign the timesheets and then pass them to the Accounts Assistant and
Payables Clerk, Simon Stevens, who checks that a properly authorised timesheet (or sick or holiday form)
has been submitted for each employee and chases any which are outstanding. Once all data is received,
Simon inputs hours worked into a spreadsheet. The spreadsheet is printed and Kate Hazel, the Payroll
Clerk checks that hours worked on the spreadsheet agree to the hours worked recorded on the
timesheets. Simon Stevens corrects any errors identified and then Kate Hazel imports the spreadsheet
data into the payroll package.
EPL’s payroll system is password protected, Kate Hazel has input and processing rights, Hilary Parry, the
Accountant, has administrator rights. The software is set to automatically back-up after each transaction
is processed and is RTI compliant (UK HMRC real time information).
All staff are monthly paid by BACS. Three working days before that end of the month the Payroll Clerk
runs the payroll. Payroll listings showing amounts due by employees for this period and last period are
checked and authorised by Hilary Parry, the Accountant, before being passed to Ryan Houghton, the
Cashier, who prepares the BACS payment listing. This is checked back to the payroll prints by Hilary Parry
and one of the directors who then authorise the payments.

(a) Identify two weaknesses in these procedures. Explain the impact of each weakness on the
business. 

1 mark awarded for identification and 2 marks for explanation per weakness. 
(6 marks)

Weakness 

Weakness 
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(b) For each of the weaknesses explained above, make a recommendation as to how the system could
be improved to reduce or eliminate the weakness. Outline the impacts of each recommendation.

(4 marks)

Recommendation for weakness 1

Recommendation for weakness 2

(c) Use the fraud risk matrix below to identify and grade the risks of two frauds in the payroll system.
(2 marks)

Details of risk              Employees          Collusion        Likelihood             Impact

                                                          Yes/No            Low/Medium/High   Low/Medium/High

                                                          Yes/No            Low/Medium/High   Low/Medium/High

(d) For one of the risks shown in your fraud matrix explain the rationale for your assessment of the
need for collusion, of the likelihood of the fraud and of its impact.

(3 marks)
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