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Internal Assessment Resource

Accounting Level 2

	This resource supports assessment against:

Achievement Standard 91179 version 2
Demonstrate understanding of an accounts receivable subsystem for an entity

	Resource title: Argos Model Supplies

	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 5

To support internal assessment from 2015

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

NZQA Approved number A-A-02-2015-91179-05-5375

	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 91179: Demonstrate understanding of an accounts receivable subsystem for an entity 

Resource reference: Accounting 2.6A v5
Resource title: Argos Model Supplies 
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 91179. 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 sales and accounts receivable, and to write a report that explains elements of operating an accounts receivable subsystem.

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 students – in particular, ensure that it 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 as required.

Additional information 

None.

Internal Assessment Resource

Achievement Standard Accounting 91179: Demonstrate understanding of an accounts receivable subsystem for an entity 

Resource reference: Accounting 2.6A v5
Resource title: Argos Model Supplies 
Credits: 3 

	Achievement
	Achievement with Merit
	Achievement with Excellence

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


Student instructions 
Introduction 
Argos Model Supplies, owned by Jack, earns the majority of its income from selling kitset models on credit. The business is registered for GST on the invoice basis. Jack operates a perpetual inventory system and keeps a subsidiary ledger for his accounts receivable. 

Jack doesn’t have any accounting experience but he is confident that he can expand his business and knows he will have to find more cash to do so. From your understanding of accounts receivable subsystems, you believe that rather than borrow more cash from the bank, for which he will be paying interest, Jack should first see whether he could better manage his debtors.

This assessment activity requires you to process financial information for the accounts receivable subsystem of Argos Model Supplies and to write a report for Jack, explaining the current status of the accounts receivable and the various elements of his accounts receivable subsystem that he should think about. 

Incidentally, one of the ways he is considering expanding his business is by getting more new customers but he is also aware of the risks involved if those customers end up not paying him. He is also considering selling a broader range of products with different gross margins and pricing structures and wonders what impact, if any, this would have on the accounts receivable subsystem, particularly the credit policy. 

This is an independent task. You 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 the storing and selling of wine on a vineyard. 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 information, and on the quality of your explanation and justification of Argos Model Supplies’ accounts receivable subsystem.

Task 

Write a report for Jack. 

Process Jack’s sales and accounts receivables for March and provide information on his current position. You will get this by processing the information in Resource A. Use the information to:

· post all the opening balances to the accounts receivable subsidiary ledger

· prepare an aged debtors’ report for the opening debtors’ balances 

· post all the monthly transactions for March to the accounts receivable subsidiary ledger
· prepare a schedule of accounts receivable and an aged debtors’ report.

Include all this information in the report.

This report should also include, by way of guidance for Jack, an explanation of the following elements of the accounts receivable subsystem at Argos Model Supplies. This may include discussing the reasons for managing each element and the impact each of these have on the business goals of Argos Model Supplies.

· The purposes of an accounts receivable subsidiary ledger

· Credit checking potential customers

· The need for a credit policy, including the authorisation of invoices or credit notes

· Reconciling the accounts receivable subsidiary ledger with the accounts receivable control account

· The purpose of a statement to debtors

· The purposes of an aged debtors’ report for Argos.
Teacher note: If an accounting package is used, depending on which one, the names and/or the required schedules may have to be adjusted.

Resource A
Argos Model Supplies had the following debtors and account balances on 1 March 2011.

	Debtor
	Balance
	Dr/Cr
	Time overdue

	P Short
	9,630 
	Dr
	2/3 4 months

1/3 2 months

	J Rowles
	3,450 
	Dr
	1 month

	G Cohen
	2,300
	Dr
	4 months

	G Best
	16,300 
	Dr
	½ 2 months 

½ current

	H Puna
	14,780 
	Dr
	½ 3 months 

½ current

	D Edwards
	1,225 
	Dr
	Current

	Accounts receivable control balance 
	47,685 
	Dr

	Other accounts
	
	

	Sales
	97,000
	Cr

	Cost of goods sold
	53,500 
	Dr


The following information and transactions relate to March 2011. 

Kitset models cost $40 excluding GST.

Jack sells each kitset model for $95 excluding GST.
	Mar 06
	Sold 6 models to D Edwards on credit, invoice 500.

	Mar 07
	D Edwards paid by direct credit $375, receipt 105.

	Mar 07
	Sold 24 models to H Puna on credit, invoice 501.

	Mar 12
	Sold 10 models to J Rowles on credit, invoice 502.

	Mar 14
	J Rowles returns 2 kitset models, credit note 800.

	Mar 17
	Sold 12 models to D Edwards on credit, invoice 503.
Charged D Edwards freight on the above order $46 including GST.

	Mar 20
	D Edwards returns 2 kitset models, credit note 801.

H Puna orders 40 models on credit but asks for a 10% discount, which Jack agrees to, invoice 504.

	Mar 21
	J Rowles paid by direct credit the full amount owing on 1 March 2011, receipt 106.

	Mar 21
	Sold 16 models to J Rowles on credit, invoice 505.

	Mar 23
	Sold 14 models to G Best on credit, invoice 506.

	Mar 28
	After receiving notification that both P Short and G Cohen have filed for bankruptcy, Jack decided to write off the full amount of their debt.

	Mar 28
	D Edwards phoned us to query his account. On investigation it is found that he has been charged for G Best’s invoice dated 28 February 2011. The amount involved is $225 including GST. G Best has not yet been charged for this invoice.

	Mar 31
	Jack has decided to charge G Best a $30 administration fee due to her overdue balance.


Assessment schedule: Accounting 91179 Argos Model Supplies
	Evidence/Judgements for Achievement 
	Evidence/Judgements for Achievement with Merit
	Evidence/Judgements for Achievement with Excellence

	The student has prepared the financial information for Argos Model Supplies, including:

· correct credit sales in the relevant subsidiary ledger accounts and accounts control account 

· schedule of accounts receivable completed from the closing balances in the subsidiary ledger

· correct aged debtors’ report.

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

One or two minor errors (such as transpositions or rounding) are acceptable.

The student’s written report describes relevant elements of operating a sales and accounts receivable subsystem, for example:

· purposes of the accounts receivable subsidiary ledger

· benefits of credit checking potential customers

· the internal control and the need for a credit policy, including the authorisation of invoices or credit notes

· the need for reconciling the accounts receivable subsidiary ledger with the accounts receivable control account

· the purpose of a statement to debtors

· the purposes of an aged debtors’ report.

The report must be linked to Argos Model Supplies and should mention, within the context of debtor management, the key issue of its relationship with cash flow and reference this to the business objective of “releasing” cash from accounts. For example, a student justifying credit checking could write:

Credit checking

Credit checking potential customers means making sure they will be able to pay their accounts, by asking them to complete a credit application form and/or checking their past payment history. This means Argos Model Supplies is more likely to get the cash owed and so have more to spend.
	The student has prepared the financial information for Argos Model Supplies, including:

· correct credit sales in the relevant subsidiary ledger accounts and accounts control account 

· schedule of accounts receivable completed from the closing balances in the subsidiary ledger

· correct aged debtors’ report
· sundry charge to debtor

and/or

· bad debt.

One or two minor errors (such as transpositions or rounding) are acceptable.

The student’s written report explains relevant elements of operating a sales and accounts receivable subsystem, linking them to Argos Model Supplies. Elements that the student could explain include:

· purposes of the accounts receivable subsidiary ledger

· benefits of credit checking potential customers

· the internal control and the need for a credit policy, including the authorisation of invoices or credit notes

· the need for reconciling the accounts receivable subsidiary ledger with the accounts receivable control account

· the purpose of a statement to debtors

· the purposes of an aged debtors’ report and how Argos can use these to follow up with debtors.

The report must be linked to Argos Model Supplies, highlighting the key issue of a lack of debtor management and the resulting rise in bad debtors and a consequential decrease in cash and its implications for cash flow. The response should cover more than one suggestion for solving this issue. For example, a student justifying credit checking could write:

Credit checking

Credit checking potential customers means making sure they will be able to pay their accounts, by asking them to complete a credit application form and checking their past payment history. This means that Argos Model Supplies is likely to receive the cash owing. This increase in cash would result in Jack either not having to go to the bank or having to ask for less cash if he did. 

A credit check may have flagged the danger in selling goods on credit to P Short and G Cohen. 
	The student has prepared the financial information for Argos Model Supplies, including:

· correct credit sales in the relevant subsidiary ledger accounts and accounts control account 

· schedule of accounts receivable completed from the closing balances in the subsidiary ledger

· correct aged debtors’ report
· sundry charge to debtor

· bad debt
· discount allowed

and/or

· transposition error.

One or two minor errors (such as transpositions or rounding) are acceptable.

The student’s written report justifies relevant elements of operating a sales and accounts receivable subsystem, linking them to Argos Model Supplies and explaining the impact that they have on the business or the potential risk to Argos if they are not incorporated. Elements that the student could explain include:

· purposes of the accounts receivable subsidiary ledger

· benefits of credit checking potential customers

· the internal control and the need for a credit policy, including the authorisation of invoices or credit notes

· the need for reconciling the accounts receivable subsidiary ledger with the accounts receivable control account

· the purpose of a statement to debtors

· the purposes of an aged debtors’ report and how Argos can use these to follow up with debtors.

The report must be linked to Argos Model Supplies, highlighting the key issue of a lack of debtor management, the resulting rise in bad debtors, and the consequential decrease in cash. The implications for cash flow and profit should both be covered in a comprehensive solution to this issue, as should an analysis of the impact of margin changes, and recommendations around risk reduction such as credit checking. For example, a student justifying credit checking could write:

Credit checking

Credit checking potential customers means making sure they will be able to pay their accounts, by asking them to complete a credit application form and checking their past payment history. This means that Argos Model Supplies is likely to receive the cash owing. If the credit check is not thorough and customers with a poor credit rating are given credit, then some customers might not pay and this could cause cash flow problems for Argos Model Supplies or restrict the cash available for expansion. A credit check may have flagged the danger in selling goods on credit to P Short and G Cohen.

Using Argos’s current situation, if Jack had implemented an effective debtor management process before the bankruptcy and all the debtors were current, this would have increased the cash at bank by over $30,000 and saved a write-off of $11,930. 

If an organisation has a high overall gross margin, then the “real” cost in the event of default is lower. A more “relaxed” credit policy could better meet Argos’s goals (given the high margin) than if the organisation had a lower overall gross margin and tighter credit policies.


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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