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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
Bakers’ Brunch Ltd (BBL) is a bakery and sandwich producing business which sells branded and own
brand sandwiches and snacks to convenience stores, high street retailers, service stations and contract
caterers, as well as through its own bakery shop.
BBL was set-up in the 1990s by three university friends who had got to know each other whilst getting
degrees in food science. Two of these, Ben Wainwright and Alice Rowlands are still directors and major
shareholders in the firm. 
From modest beginnings, BBL has seen rapid growth, in part because the market for sandwiches and
savoury snacks has grown rapidly throughout this time period – a growth which continues. It currently has
revenue of £36 million and employs approximately 310 full time equivalent employees.
BBL’s head office is on the outskirts of Leeds, its bakery, sandwich factory and distribution depot are all
located on the same site. Its customers cover the north of England, although the majority are in the cities
of Liverpool, Manchester and Leeds – all in easy reach along the M62 corridor.

Mission statement
BBL aims to be a market leading producer of quality brunch and lunchtime products, clearly understanding
our customers’ businesses and needs, and providing them with outstanding products which enable these
businesses to grow and needs to be met. 

Developments in the market

In recent years supermarket competition, combined with falling real incomes for many, has put downward
pressure on margins – with growth experienced in “value” products. However, as the economy has
improved this has been accompanied by growth in premium products.

BBL has seen expansion of its customer base in the north east of England and, in order to consolidate this
growth and further expand the business, in January 20-7 the purchase of Crumb Creations Ltd (CCL), a
smaller Newcastle-based business was completed. 

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

Learning and growth
Menus are updated every three months with new product lines being regularly added and “tired”
ones withdrawn. The number and success of new lines is carefully monitored. 
BBL invests in in-house staff training on quality and health and safety and routinely runs training
sessions prior to the launch of new product lines. Shift managers are responsible for ensuring that
any issues identified by quality control checks are resolved and for providing on the job training for
staff as required. Formal training schemes invested in include the provision of level 2 and 3
apprenticeships in “Food and Drink Process Operations”, as well as of a level 3 engineering
apprenticeship and employment of a graduate trainee in Human Resources.
Business processes
Successful business processes involve frequent deliveries of fresh chilled products as required by
customers. Recent initiatives to improve business processes have been to invest in new chilled
delivery vehicles and increasing the size of the delivery fleet. Spreading the deliveries between
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more vehicles has improved both the speed of deliveries to customers and the quality of the
products on arrival at customers’ stores.
The Leeds factory has British Retail Consortium grade “A” status.
Customers
Customer account managers in the sales team are responsible for carrying out regular customer
satisfaction surveys. The Sales Director presents a summary of these, together with statistics on
sales by customer and numbers of new customers, at board meetings. Recent feedback has been
largely positive – the latest sushi and ciabatta products have been very successful, although some
customers have noted occasional poor quality products. Customers are appreciative of the
improved delivery times.
Financial
The financial results show continued growth; sales revenue grew by 7% in 20-4, 4% in 20-5 and a
further 6% in 20-6. Operating profits have grown from £1.2 million in 20-4 to £1.4 million in 20-6.

Staff
BBL’s directors responsible for the strategy of the firm overall are:

Managing Director                                                                     Ben Wainwright
Production Director                                                                   Martin Stevens
Sales Director                                                                           Alice Rowlands
Finance Director                                                                       Jackie Davies
Human Resources Director                                                      Mairead Donovan
Purchasing Manager                                                                 Selassi Granger
Warehouse Manager                                                                 Aziz Boulos
Accountant                                                                                 Gary Williams
Assistant Accountant and Cashier                                             Sharon Dixon
Accounts Receivable Clerk                                                       James Bray
Credit Controller                                                                        Mike Drummond
Accounts Payable Clerk                                                            Padma Patel
Payroll Clerk                                                                              Aneta Jankowski
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BBL’s financial statements for 20-6 are shown below.

Bakers’ Brunch Ltd Statement of profit or loss for the year ended 30.12.20-6
                                                                                      

Continuing operations                                                                                                                      £000
Revenue                                                                                                                                       36,064
Cost of sales                                                                                                                                 28,491
Gross profit                                                                                                                                     7,573
Operating expenses                                                                                                                       6,130
Operating profit                                                                                                                               1,443
Finance costs                                                                                                                                     140
Profit before tax                                                                                                                              1,303
Tax                                                                                                                                                     287
Profit for the period from continuing operations                                                                             1,016

Bakers’ Brunch Ltd Statement of financial position as at 31.12.20-6
                                                                                                                                                    
                                                                                                                                            £000

Assets                                                                                                                                                     
Non-current assets                                                                                                                                  

Plant, property and equipment                                                                                                    4,425
Current assets                                                                                                                                         

Inventories                                                                                                                                      686
Trade receivables                                                                                                                         5,832
Cash and cash equivalents                                                                                                             437

                                                                                                                                                     11,380
Equities and liabilities                                                                                                                           
Ordinary share capital (£1 shares)                                                                                                 1,000
Retained earnings                                                                                                                          4,382
Non-current liabilities                                                                                                                               

Loans                                                                                                                                       3,750
Current liabilities                                                                                                                                      

Trade payables                                                                                                                         2,108
Taxation                                                                                                                                        140

                                                                                                                                          11,380
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TASKS

Task 1: 20 marks 

(a)       Which one of the following controls over cash tills in the shop should reduce the risk of fraud taking
place?

(3 marks)

(a) Staff sign on at tills
(b) Regular banking of cash
(c) Till will only open when a transaction has been completed
(d) Till calculation of amount of change due

           

(b)       Which two of the following would monitoring of monthly management accounts help a firm to
identify?

(4 marks)

(a) Theft of inventories
(b) Production managers restricting employee rest breaks
(c) The impact of raw material price rises
(d) A reduction in the level of quality control inspections

(c)       What is meant by budgetary control?
(3 marks)

(a) A system whereby budgets are prepared to quantify a firm’s strategy for
the medium term (five to ten years), and to ensure that the strategy is
viable

(b) A system whereby budgets are prepared and approved by the board
and submitted to the bank and other lenders to ensure continued
provision of finance

(c) A system where functional budgets are created and co-ordinated to
maximise efficiency

(d) A system where the level of achievement of budgets by managers is
monitored
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(d)       Which one of the following checks should prevent suppliers from changing their prices without
agreement and overcharging for products?

(3 marks)

(a) Checking delivery notes to purchase orders
(b) Checking invoices to purchase orders
(c) Checking invoices to delivery notes
(d) Requiring purchase orders to be authorised

(e)       The auditors recommend that Gary Williams, the Accountant, should check and sign the firm’s bank
reconciliations which are produced by Sharon Dixon, the Assistant Accountant and Cashier. Which
of the following would not be an advantage of this change in procedures?

(3 marks)

(a) It will ensure that bank reconciliations are properly prepared
(b) It will identify errors in the cash book or by the bank
(c) It will deter fraud by the cashier
(d) It will strengthen the monitoring of controls

(f)        Accounts and administration staff have networked PCs which all share the same two printers. Due
to the type of printing performed, who is this most likely to be a problem for?

           (Select from: Gary Williams, the Accountant; Sharon Dixon, the Assistant Accountant and Cashier;
James Bray, the Accounts Receivable Clerk, Mike Drummond, the Credit Controller; Padma Patel,
the Accounts Payable Clerk and Aneta Jankowski, the Payroll Clerk.)

(2 marks)

(g)       In the run-up to Christmas a supplier sends a case of wine to be shared between the accounts and
purchasing staff. What response should be made?

(2 marks)

(a) The gift should be politely rejected as it threatens the integrity of the
accounts team

(b) The gift should be politely rejected as it threatens the objectivity of the
accounts team

(c) The gift can be accepted as the value is not significant or likely to cause
bias in staff

(d) The gift should be accepted so as not to cause offense to the supplier,
but the wine must be given to charity so that the ethical standing of the
firm is not questioned
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Task 2: 15 marks
The financial year of Crumb Creations Ltd (CCL), the new subsidiary, ends in February and the draft
results for the year ended 28 February 20-7 are shown below.

Crumb Creations Ltd                         Budget                                      Actual                       Variance
                                                      £000                                          £000                                 £000

Revenue                                                                 7,200                                       7,631                   431
                                                                                                                                                                 
Materials                                         2,880                                         3,044                                       (164)
Labour                                            2,160                                         2,297                                       (137)
Power                                                288                                            321                                         (33)
Equipment costs                                288                                            317                                         (29)
Property costs                                   144                                            142                                             2
Administration                                   288                                            333                                         (45)
Distribution                                        792                                            905                                       (113)
                                                                               6,840                                       7,359                         
Operating profit                                                          360                                          272                   (88)

The board of BBL have met to discuss the results. They have established the following:
• The budget was set at the start of March 20-6 and is unchanged.
• The accountant at CCL who was responsible for producing the budget has left. Other key staff are

considering their positions.
• Administration fees were significantly higher than budgeted because of the legal fees incurred on

the sale of the business to BBL.
• Materials, labour, power and distribution costs are variable.
The directors are concerned that CCL’s results have fallen so far short of budget and would like to
understand the principle costs which have contributed to the lower than budget profit. Martin Stevens, the
Production Director, suggests that given the adverse materials and labour costs, all production should be
immediately switched to Leeds to bring costs under control.
You are required to:
(a) Explain the type of budget CCL used and the purpose of the budget for the year ended 28 February

20-7 shown above. (3 marks)
(b) Identify the planning assumptions and calculations used to calculate the costs in the budget and

the extent to which it will have been an effective motivator for managers. (6 marks)
(c) Explain to what extent the Production Director’s judgement is valid. (3 marks)
During 20-7 BBL plans to consolidate production across the two sites, economies of scale are hoped for
if production for the firm’s combined sales is split across the two production sites in a cost effective fashion.
In addition Crumb Creation’s administration – its accounts, purchasing, payroll and marketing, will be
transferred to Leeds – although it is currently unclear how long this process will take. 
(d) The board of directors want to set a budget for CCL for the year ending February 20-8 which will

motivate the managers at CCL. In light of the above, explain what budgeting methods could be
used.  (3 marks)
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Task 3: 15 marks
Payroll
BBL runs two separate payrolls, one for salaried staff and delivery drivers, who are paid monthly and one
for production staff who are paid weekly. Procedures for managing the weekly payroll are as follows.
Production staff are required to record their arrival at work by keying in their employee code to a time
clock, lunch breaks and departures are similarly keyed in. Each Wednesday morning, Aneta Jankowski,
the Payroll Clerk, runs reports from the time clock system which she checks against previous week’s data
for reasonableness. Unusual amounts are checked with factory shift managers before the details are
uploaded into the payroll software for the weekly payroll calculations.
The weekly payroll is run on Wednesday afternoons and printouts given to Gary Williams, the Accountant,
for checking. Gary checks details of starters and leavers back to HR documentation and checks that there
have been no amendments to pay rates and that the overall amount is in line with previous weeks. Once
everything has been agreed, Aneta passes the summaries to Sharon Dixon, the Assistant Accountant and
Cashier, who will prepare the BACS payment listing for those employees to be paid by BACS. This is
checked and authorised by Gary and one of the directors before being submitted to the bank.
Approximately 25% of production staff are paid in cash and Sharon collects the required amounts from
the bank just after lunch each Thursday. Pay packets for the employees to be paid in cash are prepared
on Thursday afternoons by Aneta. They are locked in the office safe overnight and handed out to
employees with payslips on Friday mornings.  Employees who are paid by BACS have their bank
accounts credited on Fridays and are also given their payslips on Friday mornings.
BBL use a standard accounting software package for payroll which is RTI compliant (UK HMRC real time
information).  Aneta needs to report payments made to HMRC in real time and so does this every Friday.
As the payroll system is not integrated with the accounting system, Aneta posts the breakdown of each
week’s payments to the general ledger by a series of manual journals each Friday afternoon. 
The IT department have set the accounting and payroll systems to perform automated back-ups every ten
minutes. Daily back-ups are also produced automatically and are stored on a cloud website.

Identify FIVE systemic weaknesses in BBL’s internal controls for the weekly payroll. 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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Weakness                                                                   Potential problem for the company
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Task 4: 15 marks
At a meeting of the board of directors the format of the company’s management accounts is discussed.
In BBL’s management accounts, results are reported on a monthly basis with analysis of sales by product
feeding in to statements of profit or loss in an absorption costing format. Statements of profit or loss are
reported by department and then consolidated into a summary statement of profit and loss. Results are
compared to budgets so that variances are shown and can be investigated by cost type.
CCL produce their management accounts in a marginal costing format.
Ben Wainwright, the Managing Director, says that the two companies need to adopt a common approach
so that results between the two companies will be comparable. Martin Stevens, the Production Director,
says that CCL should change their management accounting format as marginal costing is only good for
scarce resource situations. Jackie Davies, the Finance Director says that marginal costing might be more
ethical and would make results more comparable as differences caused by apportionment methods would
be eliminated. Alice Rowlands, the Sales Director,  says that if the company is going to change reporting,
why not change to activity based costing or life cycle costing?

(a) Discuss the points made by the directors explaining the reasoning behind their opinions. 
(6 marks)

(b) The current cost of one of the firm’s most popular baguettes – a brie and bacon baguette, is shown
below:
                                                                                                  £
Baguette                                                                               0.15
Bacon(2 slices)                                                                     0.25
Brie (50g)                                                                              0.25
Chutney                                                                                0.03
Rocket                                                                                   0.05
Spread                                                                                  0.01
Materials cost                                                                       0.74
Direct labour 4 minutes @£8/hour                                       0.53
Production overhead 4 minutes@ £10/hour                         0.67
Production cost                                                                     1.94
Selling price                                                                          2.50
Gross profit                                                                           0.56

All products have a target gross profit margin of 22%. Recent poor weather leading to rises in the
price of grain and animal feed, together with falls in the value of sterling, have led to several price
rises. In particular the price of Brie has risen to £6.50 per kilo (1,000g). 
Martin Stevens, the Production Director, does not want to change supplier as all suppliers will be
dealing with the same market price rises, and he does not want to buy an inferior brie as he feels
that this will impact on the quality of the product. Alice Rowlands, the Sales Director says that it is
not currently possible to raise the selling price of a baguette.
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You are required to:
(1)       Calculate the profit margin that will be earned on a brie and bacon baguette once the price

rise for brie is taken into account. 
(2 marks)

(2)       Martin Stevens proposes putting less brie in each baguette.  If the firm wants to earn a profit
margin of 22% per baguette and all other costs stay the same, how much brie can be
included in each baguette? 

(3 marks)

(3)       Discuss the possible commercial impacts of reducing the brie content of the baguettes.
(4 marks)

Task 5: 20 marks
Jackie Davies, 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) Calculate the eight Key Performance Indicators (KPIs) shown below for the year ended 

30.12.20-6.  Show profitability, financial position and liquidity ratios to one decimal place. Working
capital ratios should be rounded to the nearest day. 

(8 marks)

Ratio                                                                 Year ended        Year ended          Year ended
                                                                                       31.12.20-4          31.12.20-5             31.12.20-6

Profitability                                                                                                                                  
Gross profit margin                                                    21.8%                 20.5%                   21.0%
Operating profit margin                                                3.8%                   3.5%                              
Asset turnover (capital employed)                        3.8 times             3.8 times                              
Return on capital employed                                                                                                          
Financial position                                                                                                                        
Gearing (total long-term finance)                               34.0%                 32.0%                              
Liquidity                                                                                                                                       
Quick/acid test ratio                                                     2.8:1                    2.8:1                              
Working capital management                                                                                                    
Inventory holding period                                          12 days               11 days                              
Trade receivables collection period                         57 days               58 days                              
Trade payables payment period                              26 days               27 days                              
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(b) Tick the correct option to complete the following statements based on the three year trend of BBL’s
KPI’s.
1         Changes in the gross profit percentage could be explained by:

The effect on product mix of growth in value products in 20-5 and of premium
products in 20-6
The effect on product mix of growth in premium products in 20-5 and of value
products in 20-6
Economies of scale resulting from sales growth
Production costs increasing at a slower rate as output increases

(2 marks)

2         Changes in the operating profit percentage:

Are caused by changes in the gross profit margin only
Are only caused by the fact that many operating costs are fixed and do not
increase in proportion to sales volumes
Are caused by increased sales volumes and good control over fixed costs
only
Are caused by both changes in the gross profit margin and the level of fixed
operating costs

(2 marks)

3         The return on capital employed:

Deteriorated in 20-5 and deteriorated in 20-6
Deteriorated in 20-5 and improved in 20-6
Improved in 20-5 and deteriorated in 20-6
Improved in 20-5 and improved in 20-6

(2 marks)

4         The gearing ratio:

Has increased and further borrowing to finance the purchase of CCL would
be unwise
Has increased, but interest cover remains strong so the company’s financial
position does not give cause for concern
Has increased, this could indicate that the purchase of the new delivery
vehicles was financed by borrowing rather than re-investment of profits
which would be a cause for concern
Has increased making BBL highly geared

(2 marks)
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5         The Inventory holding period:

Is very low and deteriorating
Shows that the firm operates a “just-in-time” inventory control system
Is not a cause for concern, but indicates issues with inventory levels
Is not a cause for concern and indicates good inventory control

(2 marks)

6         The trade payables payment period:

Shows that suppliers are paid within the 30 day payment period agreed
Shows that BBL has been unable to obtain credit for more than 30 days from
the bulk of its suppliers
Shows that the amount of trade credit given to BBL is likely to have grown
over the last three years
Shows that BBL has an ethical commitment to paying its suppliers on time

(2 marks)
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Task 6: 15 marks
Analyse internal controls and make recommendations
You have been asked to carry out a review of BBL’s sales procedures and to make recommendations for
improvements.
Current procedures are outlined below.
New accounts and sales orders
The Sales Director, Alice Rowlands, is responsible for a sales team of four customer account managers.
The customer account managers are responsible for identifying new customers and for dealings with
customers on a day-to-day basis. New customers’ details are sent by them to Mike Drummond, the Credit
Controller, before an account is opened. Mike uses a credit reference agency to check the financial
stability of the company and new accounts are only opened for customers rated by the credit reference
agency as medium or low risk. New accounts are all on 30 day terms. Prospective customers who are
higher risk are encouraged to trade on a cash on delivery basis. The sales team set the credit limits for
approved customers based on the expected volume of trade with the customer.
Customer’s orders are submitted either on the firm’s website or by email. The majority of customers have
regular orders which are the same week to week and these customers will only be in touch if these orders
need amending, but some customers, typically caterers, need to order supplies on a day-to-day basis. For
customers with regular orders, the sales team check that the account is up-to-date and amounts owed are
under the credit limit at the start of each month before passing details of the orders through to the
production planning team. If one of these customers’ accounts is over its credit limit the sales team can
increase the limit by up to £5,000 or, if they have Alice Rowland’s approval, by more. For caterers sending
in stand-alone orders, the sales team check that the customers’ account is below its credit limit for each
order before passing the order to the production planning team. Customers’ credit limits can be adjusted
by the sales team as for the other customers’ accounts. 
Transactional recording
Job costing software is used by the production department to schedule and record daily production. This
enables the production of sequentially numbered delivery notes for each order processed. Customers are
required to sign copies of delivery notes by drivers. The signed copies are returned and passed to James
Bray, the Accounts Receivable Clerk, in case of dispute. Each morning James runs a report on the job
costing software listing all the deliveries of the previous day, he imports the details into the accounting
system and uses it to generate sales invoices which are posted to customers. Invoices are automatically
posted to both the sales ledger and the general ledger.
Where a customer complains about the quality of deliveries – for instance by saying that goods were not
fresh enough, or that the wrong goods had been sent, the matter will be dealt with in the first instance by
the customer account manager. It is standard practice to give customers the benefit of the doubt as a
gesture of goodwill in these instances and credit notes up to the value of £500 can be requested by
customer account managers. Higher value credit notes require approval by Alice Rowlands. The credit
notes are produced on the accounting software by James Bray and posted to customers, the posting of
credit notes is automated – customers’ accounts as well as the general ledger are automatically updated
as soon as the credit note is produced.
Remittances and cheques received from customers are dealt with by Sharon Dixon, the Assistant
Accountant and cashier. Sharon updates the accounting software for BACS and cheque receipts. Postings
update both the general ledger, bank accounts and customers’ accounts in the sales ledger. Sharon
produces bank reconciliations on a weekly basis and accounts are updated for any bounced cheques.
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(a) Identify two weaknesses in the company’s  systems, practices and internal controls in respect of
each of the following procedures:
•          Sales order processing
•          Transaction recording
For each weakness you should outline possible impacts on BBL.

(8 marks)

Sales order processing 

Transaction recording 
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(b) For each of the two areas listed above, make a recommendation to improve one of the
weaknesses which you have identified.

(4 marks)

Sales order processing  

Transaction recording 

(c) For one of your recommendations in (b) above:

1 Explain what costs would arise as a result of the recommended change and state whether
they would be incremental costs or opportunity costs.

(2 marks)

2 Explain a benefit which would arise as a result of the recommended change and state
whether this benefit would be quantifiable or non-quantifiable.

(1 mark)
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