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Task 1
(a)       (c)      Failure to write off fully depreciated office equipment which has been scrapped
(b)       (a) and (b) Sales Team; (c) and (d) Accounts Department
(c)       (d)      An addition error in the gross column of the purchase returns day book, the total being £900

too small
(d)       (a), (b) and (d) True; (c) False
(e)       (c)      To reply, disclosing all information, including the fact that Bootles’ account was put on stop

recently

Task 2
(a) Sales revenue has been set at 10% higher than for February 20-6. This is an ambitious target as

the furniture market has only been growing by 3% per annum. Variable costs, materials and labour,
have been set at 7.5% higher than for February 20-6, this is ambitious as, if output is growing by
10%, you would normally expect variable costs to increase by 10%. The production team are being
challenged to find efficiencies so that costs do not rise in line with output and there is no allowance
for inflation in the budgeted figures.
There is no allowance for increases in any of the fixed costs – which reflects the fact that these
costs would not be expected to change just because output levels increase. However, there is no
allowance for inflation here either – inflation will affect these costs to some degree.

(b) The sales volume has grown by 7% when compared to 20-6, this exceeds the market growth of 3%
by some way and is a big improvement.
If February 20-6 materials costs are flexed for 7% growth, the revised figure is £117,031 which is
1% less than the amount which has been spent on materials, but the company will be affected by
the fall in the sterling exchange rate and price rises of imports. If these are taken into account the
materials costs may be at least as good as could have been expected.
The labour variance is favourable so production staff have operated efficiently.
Fixed overheads have risen by between 1.5% and 3% above 20-6 figures. Inflation could have
accounted for some of the rise and there may be hidden variable elements in distribution and
administration costs which have also accounted for rises.
Overall BTL’s results for February 20-7 show a reduction in the loss made in February 20-6 of 4%.
The adverse variances cannot be said to indicate poor performance.

(c) One of the purposes of budgeting is to motivate managers by giving them targets to work towards,
another is to help a business to control its costs by monitoring and evaluating managers on their
ability to keep costs within budget. These two goals can be in conflict if the targets are set too high
as the targets will not be achievable and there will always be adverse variances. Managers will be
seen as failing to control costs – even when results are improving rapidly. 
On the other hand, if budgets are set with “achievable targets” from a cost control perspective,
these may not be challenging enough to be motivational.
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(d) The Managing Director is proposing a “participative” approach to BTL’s budgets for the coming
year. 
Advantages include being able to access the detailed knowledge of BTL’s managers about their
operations and the market in which they operate. The involvement of the managers should also
improve their commitment to the plans as, if they have proposed targets then they have a personal
investment in making sure that the targets are achieved. Participation of BTL’s managers should
also improve co-operation and co-ordination between BTL and EPL, as the two businesses will
begin to understand each other better.
Possible disadvantages include the time which the process will take – much longer than with a “top
down” budget produced by EPL’s managers and handed down. In addition, BTL’s managers could
over-budget on costs, or under-budget on revenues so that their actual performance will look better
than it really is.

Task 3
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Weakness Potential problem for the company

No segregation of duties in
purchase ledger recording. 

Simon Stevens could create accounts for fictitious suppliers and
submit invoices for them. Potential frauds could be costing the
company money.

Time consuming daily payment
runs.

Staff will have less time for other aspects of their jobs and may have
to spend less time on work which is potentially more value adding.

No segregation of duties in
purchase ordering. 

Maxine Martin could work in collusion with a supplier to approve
invoices for goods which were not received.

Time consuming systems –
Purchase Orders and Goods
Received Notes are not on
Accounts Payable systems so
queries are difficult to resolve or
to follow through.

If a supplier rings up chasing an invoice, the Accounts Payable Clerk
will be unable to find out if the invoice has been received, or if the
goods have been delivered. There is a risk that the Accounts
Payable Clerk  will simply ask for a copy invoice and process that
leading to duplicate invoices being paid. There is also a risk that
credit notes are due as a result of problems with deliveries. This is
not visible to the Accounts Payable Clerk and invoices could be paid
in full when they should not be.

No recording of invoices on
receipt. 

Invoices could be lost by Maxine Martin or by the approving
manager leading to delays in payment. This could result in poor
relationships with suppliers and the loss of prompt payment
discounts. If invoices are not recorded it is more difficult to produce
accurate figures for accruals in the accounts leading to potential
errors in calculations of profits.

Directors do not review
supporting documentation when
authorising the BACS authority.

Simon Stevens could submit fictitious invoices for payment. Potential
frauds could be costing the company money.

Approval of high value purchase
orders is not required.

Loss of control of purchase decisions and exposure to potential
frauds.



Task 4
(a) The current selling price of a sofa and armchair from the Kennedy range is £948. The proposed

selling price of the package will be either £1,009.80 with a 10% discount, or £953.70 with a 15%
discount. These figures are calculated by adding together the current selling prices of the units in
the package to get £1,122 (699 + 249 + 99 + 75) and then deducting the discount.  
Where a customer has already decided to buy from EPL and plans to buy just a sofa and armchair,
the Sales Director is correct in saying that the promotions will increase sales revenue. If the
promotion were to attract additional customers, this would increase sales revenue further. 
However, some customers already buy more than just a sofa and armchair; these customers would
also be eligible for the discount and this could reduce revenue as they would no longer be paying
the full price.
Another problem with this proposal is that the Sales Director seems to assume that an increase in
sales automatically increases profits, but this is not necessarily the case, as other costs can go up
by a higher amount than revenue, so profit could decrease.
The Production Director is suggesting that decisions be based on profit margins – this is the
percentage profit earned, calculated by dividing the profit per unit by selling price. The weakness
of this approach is that the profit earned is after the deduction of fixed costs which do not change
with production and which are normally period costs which have to be paid regardless of levels of
sales and production. As these costs do not change they are not relevant to the decision to be
made, so should not be taken into account.
The Finance Director recommends looking at total contribution. Contribution is the surplus earned
by selling a product once variable costs – such as materials and direct labour have been deducted.
Profits can be maximised if contribution is maximised as the remaining costs are fixed and will be
unaffected by output levels. 
The contribution earned on a current sale of a sofa plus armchair is £374.55. This is calculated by
deducting the marginal (variable) costs of £573.45 (436.75 + 136.70) from the selling price of £948
(699 + 249).  The package suggested by the Sales Director has a marginal cost of £633.10 (436.75
+ 136.7 + 34.65 + 25). The Sales Director’s proposal for a 10% reduction in the package price to
£1,009.80 would earn a contribution of £376.70. This is an increase of £2.15 per package sold.
The proposal for a 15% reduction in selling price would earn a contribution of £320.60, a reduction
of £33.95.
If customers who had intended to buy just an armchair and sofa can be persuaded by the 10%
discount to buy extra units, the contribution earned from these customers will rise and profits
earned from these customers will rise. If additional customers are attracted by the deal then these
customers will bring in extra profits. 
However, some customers already buy a combination of products including these items and these
customers will also get the discount and so contribution earned from these customers will go down.
The fall will be from £493.90 (£1,122 – £633.10) to £376.70, a reduction of £117.20 per customer.
EPL should identify the exact proportion of customers who currently buy just a sofa and armchair
and the proportion who also buy footstools and cushions. This would enable the firm to understand
the overall impact of the proposed changes on profits and allow the directors to make an informed
decision about the effect of proposed changes.
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(b) A budgetary control system allows the calculation of total variances for each cost in the monthly
management accounts. A standard costing system allows for the subdivision of these variances
into parts. For variable costs such as materials the variances can be spilt into price and usage –
as the two factors that account for difference in spend are the price paid and the amount used.  For
material FL223 the total variance which would currently be shown in the management accounts is
£70 adverse. Calculated by deducting the actual cost of £4,690 from the budgeted cost of £4,620
(440 x £10.50). The variance seems fairly insignificant, it is only 1.5% of budget. 
With standard costing the variance is split between price which is £266 favourable and usage which
is £336 adverse. The variances indicate that cheaper raw materials have been purchased and that
this has resulted in more wastage of materials. This is informative – the materials are bought and
used by different people and the purchasers may not be aware of the impact of the quality of the
materials on usage and hence overall costs. By highlighting the two parts standard costing
communicates this information to all concerned.
In addition to the improved insight into costs, a standard costing system would enable analysis of
costs and variances on price from the point at which the invoice is recorded rather than just at
month end when the management accounts are produced. Similarly, usage and variances could be
calculated on a daily or if not weekly basis. If information is available more quickly, corrective action
can be taken sooner and people’s motivation to achieve standards will improve.

Task 5

Ratio                                                           Year ended 31.12.20-6
Operating profit margin                                                            1.5%
Asset turnover (non-current assets)                                  8.7 times
Return on capital employed                                                   22.0%
Current ratio                                                                             0.7:1
Trade payables payment period                                          52 days
                                                                                                         

(a)       (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

(b)      (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

(c)       (a) Asset turnover would be expected to increase
(d)       (c) Seasonal sales distorting comparison between the two businesses
(e)       (c) Gross profit margin will stay the same, return on capital employed will improve
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Task 6

(a) Weakness 1
Staff submit timesheets for manager’s approval each Monday morning. This means that staff need
to note or remember their daily hours worked for up to a week before completing their timesheet
and submitting it. Likewise their managers need to be able to remember the hours worked by each
member of their team over the preceding week in order to authorise the hours. Employees are
likely to remember hours worked to the nearest hour and to forget the odd five or ten minute delay
in arrival times which should be deducted. Likewise they are likely to forget the odd five or ten
minute early departure. Some employees may deliberately over claim hours – possibly adding an
extra quarter or half an hour to each day as managers might not notice. This will mean that wages
costs are higher than they should be, this will reduce profit margins.

Weakness 2
Manual input and checking of timesheets by Simon Stevens, the Accounts Assistant and Payables
Clerk, is time consuming and prone to human error. Checking and correcting input takes further
time. This makes the process expensive in terms of staff time used. 

Weakness 3
Kate Hazel, the Payroll Clerk, could amend the timesheet data after input. If working in collusion
with another employee she could increase their hours worked in return for a back-hander. There is
no check of payroll hours back to timesheets which would prevent or detect this fraud.

(b) Recommendation for weakness 1
The firm should introduce an automated time recording system which staff would have to log on to
on arrival at work. Ideally this would involve biometric recognition such as fingerprints or iris
recognition so that staff would not try to get round the control by recording time for each other. This
would cut out errors in time recording and eliminate employee over-claims of hours worked.

Recommendation for weaknesses 2 and 3
The automated time recording system should be compatible with the payroll software so that data
can be directly uploaded from the time recording system to the payroll software with no need for
manual input. This will save staff time and speed up the payroll process. It should also reduce the
chance of fraud by staff inputting or changing hours worked.
In the interim Hilary Parry, the Accountant, should check a sample of employees hours back to
timesheets each month.

(c)
Details of risk              Employees         Collusion       Likelihood             Impact

Employee overstates    Any                      No                   High                       Medium
hours worked                

Payroll Clerk inflates    Payroll Clerk        Yes                 Low                        Low
employees’ hours         + employee          
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(d) Kate Hazel, the Payroll Clerk, could adjust the hours input for an employee so that the employee
is paid for additional hours not worked. Kate Hazel would probably need to be bribed by the
employee concerned to do this and would have to trust them not to tell anyone. The likelihood of
this fraud is low as Hilary Parry, the Accountant, checks the payroll prints and might pick up an
unusual number or large number of hours worked. Kate Hazel will know this and so will be unlikely
to risk the fraud. If the fraud were to occur the value would be low as large amounts would be
quickly detected.
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