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Internal Assessment Resource

Accounting Level 2

	This resource supports assessment against:

Achievement Standard 91386 version 2
Demonstrate understanding of an inventory subsystem for an entity

	Resource title: Marvello’s Wholesale Computer Games

	3 credits

	This resource:

· Clarifies the requirements of the standard

· Supports good assessment practice

· Should be subjected to the school’s usual assessment quality assurance process

· Should be modified to make the context relevant to students in their school environment and ensure that submitted evidence is authentic


	Date version published by Ministry of Education
	February 2015 Version 4

To support internal assessment from 2015

	Quality assurance status
	These materials have been quality assured by NZQA.

NZQA Approved number A-A-02-2015-91386-04-5377

	Authenticity of evidence
	Teachers must manage authenticity for any assessment from a public source, because students may have access to the assessment schedule or student exemplar material.

Using this assessment resource without modification may mean that students’ work is not authentic. The teacher may need to change figures, measurements or data sources or set a different context or topic to be investigated or a different text to read or perform.


Internal Assessment Resource

Achievement Standard Accounting 91386: Demonstrate understanding of an inventory subsystem for an entity 

Resource reference: Accounting 2.7A v4
Resource title: Marvello’s Wholesale Computer Games 
Credits: 3 
Teacher guidelines

The following guidelines are supplied to enable teachers to carry out valid and consistent assessment using this internal assessment resource.

Teachers need to be very familiar with the outcome being assessed by Achievement Standard Accounting 91386. The achievement criteria and the explanatory notes contain information, definitions, and requirements that are crucial when interpreting the standard and assessing students against it. 

Context/setting 

This activity requires students to process financial information for an inventory subsystem of a business and to write a report that explains elements of that subsystem. The report will also identify any issues and propose solutions to those issues.

Conditions 

None.
Resource requirements 
Students can use a manual approach or an appropriate accounting software package for this activity.

If an accounting software package is used, you will need to ensure that the accounting package is suitably set up for the students – in particular, that the package contains all the relevant accounts, is appropriate for the activity, and available for easy downloading by each individual student. Students should also have had sufficient time to familiarise themselves with the package beforehand via the use of structured learning activities involving the accounts receivable subsystem.

If a manual system is used you should supply the students with appropriate pro forma schedules.

Any other notes, texts, and manuals.
Additional information 

None.

Internal Assessment Resource

Achievement Standard Accounting 91386: Demonstrate understanding of an inventory subsystem for an entity 

Resource reference: Accounting 2.7A v4 
Resource title: Marvello’s Wholesale Computer Games
Credits: 3 

	Achievement
	Achievement with Merit
	Achievement with Excellence

	Demonstrate understanding of an inventory subsystem for an entity. 
	Demonstrate in-depth understanding of an inventory subsystem for an entity.
	Demonstrate comprehensive understanding of an inventory subsystem for an entity.


Student instructions
Introduction 
Selena owns Marvello’s Wholesale Computer Games. She operates a perpetual inventory system for her inventory, using a weighted average valuation method. The business is registered for GST on the invoice basis. 

Selena wants to improve her current system to better meet the needs of her business. She has heard about a number of different inventory management models and inventory valuation methods, but she does not know their implications or the potential benefits they could bring to her business.
Selena currently orders most of the computer games from her suppliers using email and online ordering. For most orders it takes two nights for stock to arrive. She had been told years ago by a friend that this is known in inventory management as “just in time”.

Some of the bigger orders (the upcoming latest releases) take up to two months to arrive, as they are only shipped monthly from the US and Europe. While this makes each game cheaper because of bulk ordering and gives a better gross margin per game, it can lead to some frustration (and big losses) if Selena misses the once-a-month ordering date. Selena also has an assistant, Bob, who orders from suppliers, loads the inventory of games onto the computer system, takes delivery of stock, does filing or pays suppliers when Selena is not there.

You are her financial adviser, and she has asked you to process all the transactions and prepare a written report explaining the current inventory position and important elements of managing inventory to help take her business to the next level. 
This is an individual activity. You will have <<teacher to insert time here>> hours of in- and out-of-class time to complete this activity. You will use <<teacher to insert the appropriate phrases here – either the pro forma schedules provided or the accounting software package that students will use>> and have access to any other appropriate material such as notes, texts and manuals.
Teacher note: The context for assessment could be adjusted to incorporate relevant local situations or contexts providing evidence towards the standard. For example, schools in Hawke’s Bay could use a vineyard that stores and sells wine. For authenticity purposes, it is strongly recommended that the nature of the business, names, and amounts be changed.

You will be assessed on how accurately you process the necessary financial cost information and the comprehensiveness of your explanation of operating accounting subsystems.

Teacher note: If an accounting package is used, the name and/or the required schedules may have to be adjusted.

Task 

Write a report for Selena.

This report should include:

· a completed inventory card for product #365 (Restitution II) from the October information contained in Resource A

· the implications of using a perpetual inventory system

· a summary of the types of inventory management systems and valuation methods Selena could use, together with any recommendations (with reasons and implications) why one particular system would suit Selena better than another

· the importance of internal controls, and why the following are important, citing issues that may be apparent in Resource A:

· authorisation of inventory purchases 

· checking inventory received

· using purchase orders or payment vouchers

· authorisation of payment to suppliers for inventory/stocktaking

· managing inventory levels – and other inventory ordering methods.

In your report, relate the description of each element to Marvello’s Wholesale Computer Games, explaining what is involved and the impact it will have on the business, for example, what each element will ensure or what it will prevent happening. Be sure to link any recommendations in your report to the goals of the business.

Resource A
Inventory records

The following transactions relate to one of Marvello’s popular games, called Restitution II. The stock number for Restitution II is #365.

Important note:

The cost prices are all GST exclusive.

The selling prices are all GST inclusive.

	Oct 01
	10 copies of #365 on hand with a cost price of $16 each.

	Oct 03
	Sold 5 copies of #365 for $45 each.

	Oct 06
	Purchased 40 copies of #365 costing $15 each.

	Oct 08
	Returned 2 copies of #365, received on 8 October, to the supplier as some of the files were corrupted.

	Oct 09
	Sold 4 copies of #365 for $45 each.

	Oct 10
	A customer returned 1 copy of #365 purchased on 9 October.

	Oct 15
	Sold 6 copies of #365 for $45 each.

	Oct 24
	Purchased 20 copies of #365 for $18 each.

	Oct 31
	A stocktake of #365 showed 16 copies missing.

	Oct 31
	Selena took home for herself four copies of Restitution II costing $15 each. 

She also realised that 3 games were purchased in October but incorrectly recorded by Bob as #356. 


Assessment schedule: Accounting 91386 Marvello’s Wholesale Computer Games
	Evidence/Judgements for Achievement 
	Evidence/Judgements for Achievement with Merit
	Evidence/Judgements for Achievement with Excellence

	The student has prepared the financial information for the inventory subsystem including individual inventory records that identify quantities and costs for balances, sales, and purchases, using an appropriate cost measurement system.

Allow for consistency and follow-through errors. For example, do not penalise students twice if incorrect figures resulting from previous errors are used.

The student has described elements of operating an inventory subsystem in relation to Marvello’s Wholesale Computer Games. These elements could include:

· a summary of the current inventory position

· using a perpetual inventory system

· the difference between using the FIFO or weighted average system of inventory valuation and reasons why FIFO may be relevant to Marvello’s Wholesale Computer Games

· the importance of internal controls and why the following are important:

· authorisation of inventory purchases 

· checking inventory received

· using purchase orders or payment vouchers

· authorisation of payment to suppliers for inventory

· stocktaking

· managing inventory levels.

Note: Count any of the internal control points as separate elements.

The description must be linked to Marvello’s Wholesale Computer Games’ situation and must mention, within the context of inventory management, the issue of stock level awareness.

Example of student response:
Purpose of a perpetual inventory system

A perpetual inventory system keeps a running record of all movements of each item of inventory so the business knows how much inventory it has on hand (of each item). This would help Selena answer customers quickly if she got sales enquiries about how many items she has left, or what the delay time is.
Explanatory note

Students who can demonstrate that Marvello’s needs to be aware of its stock levels, costs, gross margins, delivery times, and so on in order to achieve the fine balance of just the correct amount of inventory on hand to optimise their financial return, should be awarded this Achievement standard.


	The student has prepared the financial information for the inventory subsystem including:
· individual inventory records that identify quantities and costs for balances, sales, and purchases using an appropriate cost measurement system

· purchase returns or sales returns

· inventory shortage.
The student has explained why the relevant elements are important for the effective running of an inventory subsystem in relation to Marvello’s Wholesale Computer Games. These elements could include:

· a summary of the current inventory position

· using a perpetual inventory system

· the difference between using the FIFO or weighted average system of inventory valuation and why FIFO may be relevant to Marvello’s Wholesale Computer Games 
· the importance of internal controls and why the following are important:

· authorisation of inventory purchases 

· checking inventory received

· using purchase orders or payment vouchers

· authorisation of payment to suppliers for inventory

· stocktaking

· managing inventory levels and how inventory management systems could help.

Note: Count any of the internal control points as separate elements.

The explanation must be linked to Marvello’s Wholesale Computer Games’ situation. The student’s answer should particularly highlight the issue of stock level awareness. The response should cover the potential reasons, for example, poor systems leading to errors and theft, and also some suggestions as to possible remedies.

Example of student response:

Purpose of a perpetual inventory system

A perpetual inventory system keeps a running record of all movements of each game. This means there is a record of the quantity of each game she has on hand, and she can ensure she keeps enough of each game on the shelves by establishing and using a reorder point and reorder quantity for each game. She can use the recorded quantity to compare to the physical count or stocktake of the quantity to determine whether or not computer games have gone missing.
	The student has prepared the financial information for the inventory subsystem including:
· individual inventory records that identify quantities and costs for balances, sales, and purchases using an appropriate cost measurement system

· purchase or sales returns 

· inventory shortage

· drawings of inventory 
or

· transposition error between inventory items.
The student’s written report explains and justifies the elements of operating an inventory subsystem in relation to Marvello’s Wholesale Computer Games and explains the effect that each has on the business, for example, what the relevant element is designed to ensure for the business or what loss it may prevent.
These elements could include:

· using a perpetual inventory system 

· authorisation of inventory purchases

· checking inventory received

· managing inventory levels

· internal control component of a purchase order or payment voucher

· authorisation of payment to suppliers for inventory

· the purpose of a stocktake
· the difference between using the FIFO or weighted average system of inventory valuation and reasons why FIFO may be relevant to Marvello’s Wholesale Computer Games 
· managing inventory levels and how inventory management systems could help include specific recommendations.

Note: Count any of the internal control points as separate elements.

The justification must be linked to Marvello’s Wholesale Computer Games’ situation. The student’s answer should particularly highlight the issue of stock level awareness and the potential reasons for this (for example, poor systems leading to errors and theft) and include more detailed suggestions as to possible remedies, all targeted specifically at Marvello’s Wholesale Computer Games.

System issues, such as separation of duties, should include reference to the difficulties of implementing this within a small organisation. 

It should be noted that students should not be focusing on the physical aspects of the inventory subsystem, but rather how better control over the subsystem can benefit the business goals.
Theft should include the observation that this is a wholesale operation (rather than retail) and hence inventory control measures should reflect this. 

Example of student response:

Purpose of a perpetual inventory system

A perpetual inventory system keeps a running record of all movements of each game. This means there is a record of the quantity of each game she has on hand, and she can ensure she keeps enough of each game on the shelves by establishing and using a reorder point and reorder quantity for each game. She can use the recorded quantity to compare to the physical count or stocktake of the quantity to determine whether or not computer games have gone missing.
Selena is able to ensure continued customer satisfaction (and repeat business) as she can reorder popular computer games when the quantity reaches its reorder point. Selena can use the inventory records to maximise her inventory on hand so that she does not over-stock games that are slow to sell, but has sufficient quantity of games that are popular. Selena is made aware of missing games, which allows her to take steps to better protect her games so she can avoid the loss of sales revenue for her business.


Final grades will be decided using professional judgement based on a holistic examination of the evidence provided against the criteria in the Achievement Standard.
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