[image: image1.jpg]


Control of debt and credit (CDCS) 
Practice: Assessment book



PRACTICE ASSESSMENT

Credit management and debt control Part 2: 

Control of debt and credit (CDCS)

AAT Level 4 Diploma in Accounting
Assessment book

Candidate
· This practice assessment is for familiarisation purposes only and must not be used in place of a ‘live’ assessment.

· When you feel prepared to sit the live assessment please contact your Training Provider who can schedule a live assessment for you.
Control of debt and credit (CDCS)

Task 1 data

You work as a credit control manager for Alpha Limited which uses a credit rating system to assess the credit status of new and existing customers. 

The credit rating (scoring) system table below is used to assess the risk of default by calculating key indicators (ratios), comparing them to the table and calculating an aggregate score.
	Credit rating (scoring) system
	Score

	Profit from operations margin
	

	Losses
	–5

	Less than 5%
	0

	5% and above but less than 10%
	5

	10% and above but less than 20%
	10

	More than 20%
	20

	Interest cover
	

	No cover
	–30

	Less than 1
	–20

	More than 1 but less than 2
	–10

	More than 2 but less than 4
	0

	More than 4
	10

	Liquidity ratio
	

	Less than 1
	–20

	Between 1 and 1.25
	–10

	Between 1.25 and 1.5
	0

	Above 1.5
	10

	Gearing (total debt/(total debt plus equity))
	

	Less than 25%
	20

	25% and above but less than 50%
	10

	More than 50% less than 65%
	0

	Between 65% and 75%
	–20

	Between 75% and 80%
	–40

	Above 80%
	–100

	Risk 
	Aggregate score

	Very low risk
	Between 60 and 21

	Low risk
	Between 20 and 1

	Medium risk
	Between 0 and –24

	High risk
	Between  –25 and –50

	Very high risk
	Above –50


New customer request form

The sales department has asked for a credit limit of £50,000 to be given to X Limited who is a potential new customer. The financial information below has been supplied by X Limited.
	Accounts for X Limited
	2009
	2008

	
	£'000
	£'000

	Revenue
	4,500
	5,500

	Cost of sales
	3,500
	3,800

	Gross profit
	1,000
	1,700

	Distribution costs
	1,050
	1,150

	Administration costs
	1,000
	1,000

	Profit from operations
	(1,050)
	(450)

	Finance costs
	100
	50

	Profit on ordinary activities before taxation
	(1,150)
	(500)

	Tax on profit on ordinary activities
	0
	0

	Profit for the financial year
	(1,150)
	(500)

	
	
	

	Statement of financial position
	2009
	2008

	
	£'000
	£'000

	Non-current assets
	
	

	Property, plant and equipment
	2,200
	2,500

	Current assets
	
	

	Stocks
	900
	750

	Trade receivables
	1,000
	850

	Cash
	50
	400

	
	1,950
	2,000

	Payables amounts falling due within one year
	
	

	Trade payables
	2,100
	1,800

	Net current assets
	(150)
	200

	
	
	

	Payables amounts falling due after more than one year
	
	

	Long term loans
	1,000
	500

	Net assets
	1,050
	2,200

	
	
	

	Equity
	
	

	Share capital
	200
	200

	Income statement account
	850
	2,000

	Shareholders’ funds
	1,050
	2,200


New customer request form

The sales department has asked for a credit limit of £30,000 to be given to Z Limited who is a potential new customer. The financial information below has been supplied by Z Limited.
	Accounts for Z Limited
	2009
	2008

	
	£'000
	£'000

	Revenue
	9,000
	8,000

	Cost of sales
	6,250
	6,000

	Gross profit
	2,750
	2,000

	Distribution costs
	850
	850

	Administration costs
	600
	600

	Profit from operations
	1,300
	550

	Finance costs
	250
	250

	Profit on ordinary activities before taxation
	1,050
	300

	Tax on profit on ordinary activities 
	350
	100

	Profit for the financial year
	700
	200

	
	
	

	Statement of financial position
	2009
	2008

	
	£'000
	£'000

	Non-current assets
	
	

	Property, plant and equipment
	4,500
	3,900

	Current Assets
	
	

	Stocks
	1,200
	1,000

	Trade receivables
	700
	600

	Cash
	400
	400

	
	2,300
	2,000

	Payables amounts falling due within one year
	
	

	Trade payables
	1,500
	1,300

	Net current assets
	800
	700

	
	
	

	Payables amounts falling due after more than one year
	
	

	Long term loans
	2,500
	2,500

	Net assets
	2,800
	2,100

	
	
	

	Equity
	
	

	Share capital
	100
	100

	Income statement account
	2,700
	2000

	Shareholders’ funds
	2,800
	2,100


Task 1.1
Using the templates provided:

(i)
Calculate the key indicators for 2008 and 2009 for X Limited and Z Limited, and

(ii)
Rate each company using the credit rating (scoring) system.

Task 1.1 candidate answer
	X Limited
	Indicator
	Rating
	Indicator
	Rating

	Year 
	2009
	
	2008
	

	Profit from operations margin
	     
	     
	     
	     

	Interest cover
	     
	     
	     
	     

	Current ratio
	     
	     
	     
	     

	Gearing
	     
	     
	     
	     


	Z Limited
	Indicator
	Rating
	Indicator
	Rating

	Year 
	2009
	
	2008
	


	Profit from operations margin
	     
	     
	     
	     

	Interest cover
	     
	     
	     
	     

	Current ratio
	     
	     
	     
	     

	Gearing
	     
	     
	     
	     


Task 1.2
Based on the results of your credit rating, recommend, with reasons, whether the requested credit limits should be given to X Limited and Z Limited.
Task 1.2 candidate answer
	     



Task 1.3
Where credit is being refused, draft a note or a letter communicating the decision and explaining what action the company could take to improve its chances of being granted credit in the future.

OR
Prepare a telephone script which could be used by the person contacting the company to communicate the decision regarding the requested credit limit.

Task 1.3 candidate answer
	     



Existing customer requesting increased credit limit
Y Limited has been trading with Alpha Limited for several years and has, until recently, always paid to terms. Following several late payments they have now contacted Alpha Limited to request an increase in their credit limit from £50,000 to £100,000. Y Limited has supplied the accounts below.

	Accounts for Y Limited
	2009
	2008

	
	£'000
	£'000

	Revenue
	6,500
	6,000

	Cost of sales
	4,600
	3,800

	Gross profit
	1,900
	2,200

	Distribution costs
	850
	850

	Administration costs
	600
	600

	Profit from operations
	450
	750

	Finance costs
	500
	250

	Profit on ordinary activities before taxation
	(50)
	500

	Tax on profit on ordinary activities 
	0
	150

	Profit for the financial year
	(50)
	350

	
	
	

	Statement of financial position
	2009
	2008

	
	£'000
	£'000

	Non-current assets
	
	

	Property, plant and equipment
	7,050
	4,350

	Current assets
	
	

	Stocks
	1,200
	550

	Trade receivables
	1,300
	800

	Cash
	100
	300

	
	2,600
	1,650

	Payables amounts falling due within one year
	
	

	Trade payables
	2,100
	1,400

	Net current assets
	500
	250

	
	
	

	Payables amounts falling due after more than one year
	
	

	Long term loans
	5,000
	2,000

	Net assets
	2,550
	2,600

	
	
	

	Equity
	
	

	Share capital
	100
	100

	Income statement account
	2,450
	2,500

	Shareholders’ funds
	2,550
	2,600


Additional information supplied by the sales department after a visit to Y Limited
Y Limited has recently acquired several new large customers and therefore purchased new assets with long term loans to ensure that forecast sales demands can be met. The contracts with the new customers were only completed in the second half of the year, and it is expected that sales will continue to increase in 2010 with little increase in costs because the new machines have resulted in a reduction in variable cost per unit.  The directors of Y Limited expect a profit after tax in 2010 of around £500,000. In anticipation of orders for 2010, Y Limited significantly increased its stock levels at the end of 2009. 

Task 1.4
Using the templates provided:

(i)
Calculate the key indicators for 2008 and 2009 for Y Limited
(ii)
Rate the company using the credit rating (scoring) system.

Task 1.4 candidate answer
	Y Limited
	Indicator
	Rating
	Indicator
	Rating

	Year 
	2009
	
	2008
	 

	Profit from operations margin
	     
	     
	     
	     

	Interest cover
	     
	     
	     
	     

	Current ratio
	     
	     
	     
	     

	Gearing
	     
	     
	     
	     


Task 1.5

Based on the results of your credit rating, and taking into account the trading history and additional information supplied by the sales department, recommend a course of action.
You could make use of additional terms in the contract or any other options open to Alpha limited which could provide additional comfort.

Task 1.5 candidate answer
	     



Task 2
You have been provided with the credit control policy for Alpha Limited, and an aged trade receivables analysis at 31 March 2010. 

Credit control policy for Alpha Limited
Current credit control procedures once credit limit has been agreed:

1. An order for goods is received by email, fax or phone (all phone calls are recorded).

2. Goods are delivered and a goods received note is signed by the customer.

3. The goods received notes are kept in a file in the accounts office.

4. An invoice will be issued a few days after delivery on 30 day terms. 

5. An aged analysis of trade receivables is produced monthly.

6. A reminder telephone call is made when the debt is 7 days overdue.

7. When a debt is 14 days overdue a letter is sent.

8. When the account is 28 days overdue the account will be put on stop.

9. The debt will either be placed in the hands of a debt collection company or legal proceedings could be instigated if the customer does not respond to calls or letters.

10. The business is credit insured, however insurance is only given for customers once they have a history of trade with the business of at least 12 months and have successfully paid for at least 3 invoiced amounts.

Aged trade receivables analysis as at 31 March 2010

	Customer
	Balance

£
	0 to 30 days

£
	31 to 60 days

£
	61 to 90 days

£
	Over 90 days

£

	A Limited
	10,000
	10,000
	
	
	

	Beckham & Co
	25,000
	
	
	25,000
	

	Cole Limited
	60,000
	30,000
	30,000
	
	

	Dlay Limited
	35,000
	10,000
	10,000
	15,000
	

	F. Iddle Limited
	60,000
	60,000
	
	
	

	Gerard Limited
	25,000
	5,000
	20,000
	
	

	Giggs Limited
	10,000
	(50,000)
	10,000
	
	50,000

	G O Limited
	25,000
	
	
	
	25,000

	Handover company
	33,000
	33,000
	
	
	

	Incase Limited
	20,000
	
	
	20,000
	

	Jo King Limited
	120,000
	30,000
	30,000
	30,000
	30,000

	New co limited
	40,000
	20,000
	20,000
	
	

	S L Y Limited
	99,200
	
	44,200
	55,000
	

	S Carpa Limited
	100,000
	
	
	100,000
	

	S ole Trader 
	3,000
	
	
	
	3,000

	X Soletrader
	6,000
	
	
	6,000
	


The assistant responsible for credit control has been on sick leave for several months but you have access to notes she prepared.

Notes provided by the assistant credit controller

a. A Limited is a new customer and placed its first order a few weeks ago.

b. Beckham & Co have said that they placed an order for a particular grade of product but received a different product and are therefore not prepared to pay the invoice. 

c. Cole Limited is a new customer and has said that a cheque is in the post. There is a rumour circulating that the company is having financial problems and has not been paying its suppliers. Cole Limited has placed an order for £10,000 of goods.

d. Dlay Limited has a history of paying late but they have always paid eventually

e. F. Iddle Limited is a long standing customer and has always settled their account within trading terms.

f. Gerard Limited has gone into administration. The account is not credit insured.

g. Giggs Limited sent a payment of £50,000 but did not provide details of which invoices the payment relates to. 

h. G O Limited is a new customer and has said that the goods were not received in good condition. The delivery note states that any claim for poor quality goods has to be notified to Alpha Limited within 24 hours. G O Limited only raised a problem with the goods when they were called for the second time.  They did not mention that the goods were poor quality on the first call or within 24 hours of delivery.

i. Handover Limited is a new customer and has only placed the one order. They have not responded to any correspondence and the letter was returned stating the company had gone away. 

j. Incase Limited is a new business and traded on cash with order. The assistant credit controller allowed the order to be processed before the cheque had cleared. The cheque subsequently bounced and the company is not returning calls.

k. Jo King Limited is a long established customer and has always paid eventually, but has a history of late payments. The Managing Director of Jo King Limited is a personal friend of Alpha Limited’s Managing Director.

l. Newco Limited has been purchasing £20,000 per month

m. SLY Limited is a regular customer and normally pays to terms.

n. S Carpa Limited has recently gone into liquidation. S Carpa Limited had been a customer for 5 years and the account is credit insured.

o. S ole trader is an individual customer who is refusing to pay even though there is no dispute. 

p. X Sole trader keeps saying that the cheque is in the post.

Task 2
Review the aged trade receivables analysis and the assistant’s notes and prepare an action plan. The action plan should include a summary of options available for the company to pursue and recommendations for provisions or write off of irrecoverable debts where appropriate.

Task 2 candidate answer
	     





