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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: Uniform Shop

	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 2

To support internal assessment from 2015

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

NZQA Approved number A-A-02-2015-91386-02-5378

	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 2.7B v2
Resource title: Uniform Shop  
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 issues and justify elements of the inventory subsystem that contribute towards solving those issues. 
Conditions 

Students should work independently to complete this task. 

Resource requirements 
If the uniform shop is the entity chosen it is suggested that the teacher arranges for the manager of the uniform shop to come to class and answer a series of questions around the inventory and account receivable subsystems that the shop operates. 
The manager should be given the questions beforehand, so they are able to prepare.

From the set of questions, the class, with teacher guidance, selects the initial questions to put to the uniform shop manager, leaving some time at the end for any individual questions by way of clarification.  

Please note that the standard does not require the student to generate their own questions.

Students can use a manual approach or an appropriate accounting software package for this activity.
If an accounting software package is used teachers will need to ensure that the accounting package is suitably set up for the students – in particular that it contains all the relevant accounts and 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 the teacher should supply the students with appropriate pro forma schedules.
Additional information 

None.

Internal Assessment Resource

Achievement Standard Accounting 91386: Demonstrate understanding of an inventory subsystem for an entity 
Resource reference: Accounting 2.7B v2
Resource title: Uniform Shop
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 
This assessment activity requires you to process financial information for two items sold in the school uniform shop and to write a report explaining the current inventory position and important elements of managing inventory for that shop.
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 storing and selling wine. For authenticity purposes it is strongly recommended that the nature of the business, names and amounts be changed.
Or if there is no uniform shop in your school, the canteen or stationery shop could be used.
This could also be expanded to include assessment for Achievement Standard 91179 (2.6) Demonstrate understanding of an accounts receivable subsystem for an entity by including data and questions relating to the uniform shop’s account receivable subsystem.
You will be assessed on how accurately you process the necessary financial 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 

Your teacher will arrange for someone from the uniform shop to come to class and answer a series of questions around the inventory and accounts receivable subsystems that the shop operates. 

To help you to understand the operation of an inventory system, using Resource A you will complete inventory records for two uniform items commonly sold at a school uniform shop and submit this to your teacher prior to designing the questions for the representative from the uniform shop.

Using the guidance provided in Resource B you will design and submit to the teacher a set of individual questions designed to enable you to write a report on the inventory subsystem of the uniform shop. 

The class will then, under the guidance of the teacher, select and design a single class set of initial questions to put to the guest presenter, leaving some time at the end for any individual questions by way of clarification. The responses to the class questions will enable you to write a report on the inventory subsystem in use.  

It is extremely important that as you write your report you cover all the elements of the inventory subsystem explaining what is involved and the impact it will have on the business. Within this context consider and address in your report the possible impact of internal controls, both in existence or not. 

As you describe, explain and justify these elements of an inventory subsystem take care to put them in the context of the uniform shop, in particular linking them to the business goals for the shop you are examining.

Resources

Copies of appropriate pro forma schedules or access to an accounting software package (if this is the alternative selected), printer and paper.

Teacher note: This should be adjusted to suit, i.e. pro forma schedules if activity is being done manually or access to accounting software if being completed this way.
See Resource A for uniform shop financial information.
Any other notes, texts and manuals.

Resource A: Transactions to be processed

The following transactions relate to two types of T-shirts, long and short-sleeved, which are sold through the uniform shop <<teacher can change inventory items, amounts and prices>>.
The selling price for long-sleeved T-shirts is $39.90 including GST and for short-sleeved T-shirts is $29.90 including GST.
Purchase costs are quoted from invoices received at GST exclusive unit prices.

	Date

Oct
	Transaction

	1
	10 Long-sleeved T-shirts on hand costing $13.00 each

15 Short-sleeved T-shirts on hand costing $9.00 each

	3
	Sold 8 Long-sleeved T-shirts
Sold 10 Short-sleeved T-shirts

	6
	Purchased 20 Long-sleeved T-shirts costing $14.00 each

Purchased 15 Short-sleeved T-shirts costing $8.50 each

	8
	Returned 2 of the Long-sleeved T-shirts, purchased on 6 October, as some of the stitching was of poor quality.

	9
	Sold 6 Long-sleeved T-shirts
Sold 8 Short-sleeved T-shirts

	15
	Sold 9 Long-sleeved T-shirts
Sold 7 Short-sleeved T-shirts

	16
	It was discovered that the sales assistant had recorded 2 Short-sleeved T-shirts as Long-sleeved T-shirts on 15 October. In fact on 15 October 7 Long-sleeved T-shirts were sold and 9 Short-sleeved T-shirts were sold. Correct this error. Do not delete/change the transactions on 15 October.

	17
	A student returned a Short-sleeved T Shirt sold on 15 October. 

The T Shirt was accepted back as the buttons and buttonholes were missing and it was immediately written off.

You must record both entries – the return and the inventory write-down.

	24
	Purchased 13 Long-sleeved T-shirts costing $14.20 each
Purchased 17 Short-sleeved T-shirts costing $9.00 each

	27
	One Long-sleeved T-shirts and two Short-sleeved T-shirts were presented to visiting students as gifts (treat this as drawings).

	31
	The stocktake on 31 October revealed 18 Long-sleeved T-shirts and 18 Short-sleeved T-shirts on hand.


Resource B: Guidance
Your teacher will arrange for someone from the uniform shop to come to class and answer a series of questions around the inventory and accounts receivable subsystems that the shop operates. From the sets of questions, the class, under the guidance of the teacher, will select the initial questions to put to the guest presenter, leaving some time at the end for any individual questions by way of clarification.  

The questions you design will enable you to write a report describing the relevant system, inventory or accounts receivable in use. It is extremely important that you reference the business goals of the shop justifying why that particular system is appropriate, or, if you think it has a shortcoming in a particularl aspect, what that is and why. Consider throughout your report the possible impact of internal controls both in existence or perhaps not. 

In creating your questions you may find the following various section headings and prompts helpful. These are not necessarily a comprehensive list or tailored to the particular context of the uniform shop you are examining.

Inventory management
Inventory recording system

Understand how inventory is recorded by the uniform shop in order to be able to document this in your report. 

Include the form and nature of the shop’s inventory records, in particular how inventory is recorded in terms of:

· quantities – for example, whether individual items tracked or not; how movements and balances are determined and documented

· cost.
Questions must be designed to reveal what sort of inventory recording system is in operation and this includes such distinctions as perpetual or periodic, FIFO or weighted average as well as the use of any electronic data and systems, such as an interface with an accounting software package.

Inventory management by the uniform shop
Determine how the shop manages its inventory by exploring to what extent and by what processes the shop manages its inventory. Integrate the overall business goals the shop is trying to meet and how it goes about meeting these. Find out how they are decided, measured and reported on and how they in turn affect the inventory system as a whole.

Understand how the shop implements these goals. Does it for example employ an inventory management system which has elements of:

· “just in time”

· stock rotation

· other inventory systems you may be familiar with such as ABC inventory management?
Consider the order/reorder policy and how this is implemented by the inventory system. What sort of analysis such as lead times takes place and how does this form part of the inventory management system? Is physical inspection/stocktaking a part of the process and if so how does it impact on the inventory recording and management?

Purchasing and receiving inventory

Find out the process of purchasing and receiving inventory, and how long it may take to receive goods once ordered.
In particular enquire about the system of documentation and how authorisation takes place, in particular determining the use of purchase orders or requisitions. 

Understand how the inventory is checked when it arrives and how this in turn interacts with the payment process.

Physical security

Find out about the physical security aspect of the uniform shop you are looking at.
Inventory returns

Determine the process by which inventory returns are documented, recorded and managed; this should include things like the various authorisation processes.

Paying suppliers for inventory purchases

Gather information around the internal documentation, invoices, statements and the process of authorisation required before suppliers are paid for inventory purchases.  

Assessment schedule: Accounting 91386 Uniform Shop
	Evidence/Judgements for Achievement 
	Evidence/Judgements for Achievement with Merit
	Evidence/Judgements for Achievement with Excellence

	The student has processed financial information for the inventory subsystem as follows:
· correct balances on an inventory card 

· correct entries for purchase and cost of sale (as evidenced by inventory card).
The student has described the elements operating in the inventory subsystem by describing what is occurring in the shop.

The student has described the relevant elements. These elements may include (but not be limited to):
· a summary of the current inventory position

· the implications of using a perpetual inventory system

· the difference between using the FIFO or weighted average system of inventory valuation and reasons why, say, FIFO may be relevant to this uniform shop.

· the importance of internal controls for the shop and why the following is important (where relevant):

· authorisation of inventory purchases 

· checking inventory received

· using purchase orders or payment vouchers

· authorisation of payment to suppliers for inventory

· stocktaking

· managing inventory levels.
The description must be linked to the uniform shop’s situation. 
For example, the difference between inventory records and physical stocktake:
The monthly physical stocktake lets the uniform shop manager see how well the shop is noting down the changes in the stock in the accounting records by checking what is actually there. 
	The student has all entries correct in the inventory cost cards:
· opening balances 

· purchase of inventory

· cost of sale of inventory

· sales 

plus
· purchase returns or sales returns

or
· shortage.
The student has explained the majority of relevant elements of operating the inventory subsystem, describing what is involved and explaining why each element is important for the effective running of the uniform shop.
These elements may include (but not be limited to):
· a summary of the current inventory position

· the implications of using a perpetual inventory system

· the difference between using the FIFO or weighted average system of inventory valuation. The importance of internal controls and why the following is 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.
The description and explanation must be linked to the uniform shop’s situation. 
For example, the difference between inventory records and physical stocktake:
A physical stocktake shows the difference between the uniform shop’s inventory system and what is actually there. The uniform shop manager can use the recorded quantity to compare to the physical count or stocktake of the quantity to determine whether or not items have gone missing.
This difference could be related to things like theft or incorrect recording of the sales or purchases. Being aware of this means the manager could do something about it.

Students should in the report be linking a number of items from the processing, and these should be applied consistently. 
	The student has all entries correct in the inventory cost cards: 

· opening balances

· purchase of inventory

· cost of sale of inventory

· sales 

· purchase returns/sales returns 
or 
· shortage
plus
· drawings of inventory or transposition error.
The student’s written report comprehensively describes the elements of operating the inventory subsystem in the shop. The description of each relevant element is applied to the uniform shop and explains the impact and justifies the effect that each has on the shop (and its wider business goals). For example, students need to explain how the element is applied to ensure good practice occurs and how this enables valid inventory management in the shop.
These elements may include (but not be limited to):

· the purposes of 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, say, FIFO may be relevant to this uniform shop managing inventory levels and how inventory management systems could help include specific recommendations.

The description, explanation and justification must be linked to the uniform shop’s situation and in particular the business goals of the shop.

The student’s answer could particularly highlight the issue of stock loss, the potential reasons, e.g. poor systems leading to errors, good systems that prevent misrepresentation and theft and include more fulsome suggestions as to possible remedies, all targeted specifically for the uniform shop.
For example, the difference between inventory records and physical stocktake:
A physical stocktake shows the difference between the uniform shop’s inventory system and what is actually there. The uniform shop manager can use the recorded quantity to compare to the physical count or stocktake of the quantity to determine whether or not items have gone missing. 
The reason for this discrepancy indicates a breakdown in one of the elements of the uniform shop’s inventory subsystem. This could be a systems issue such as the lack of internal controls, for example the proper recording or authorisation of sales or purchases. Or it could be a problem with the physical security of the items leading to shoplifting or theft of another nature.

Theft or loss of an inventory item would be a direct cost to the shop, reducing its surplus. If this problem was acute prices would have to be raised to cover this loss, making it more expensive for students. Being aware of this should allow the manager to determine where the problem lies and correct this before it gets to this level.

The end reader should, when reading a comprehensive report, be fully cognisant of the process undertaken by the entity, and how this is supported by the processing. A report of this nature should enable an external user to understand the nature of the uniform shop’s inventory management system and how it relates to day-to-day processing and contributes to the goals of the uniform shop in general.

This may be achieved by the student explaining (explicitly) key transactions from the processing in the report. The rationale is that processing takes place because proper processing enables systems to be checked. The processing is not a stand-alone part of the subsystem, but generates data that allows checks and balances to be validated. Students should transfer the transaction’s significance for the entity as a whole in the report. 

An example is that the correction made to the inventory records on 16 Oct has enabled the correct costings to be made (insert the change in values to both items), which has a wider significance in that in a report to the stakeholders (such as the school), the uniform shop manager is certain that the uniform totals are a fair and true representation.


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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