YUAN CHING SECONDARY SCHOOL
PRELIMINARY EXAMINATION 2025
SECONDARY FOUR EXPRESS / FIVE NORMAL ACADEMIC
PRINCIPLES OF ACCOUNTS (7087/02)

SUGGESTED MARKING SCHEME

QUESTION 1 (a}

Woody Limited
Statemnent of Financial Performance for the year ended 31 July 2025
i i $ $

Sales Revenue 110 660
Less: Sales Relurns (16 790)
Net Sales Revenue 93 870v
Less: Cost of Sales (41 740)
Gross Profit T 521307
Add: Other Income

Commission Income 5 700v

Discount Received 7700 13 400
Less: Expenses

Discount Allowed 4520

Rental Expense (8810 + 1000) 9810

Salaries Expense (16520 — 2300) 14 220

Impairment Loss on Trade Receivables (780 - 400) 380v

Impairment Loss on Inventory (10250 — 10000) 250v

Depreciation of Motor Vehicles (75300 x 0.1) 7 530v

Depraciation of Fixlures and Fillings (39800 x 0.05) 1990v (38 700)
Profit for the Year 26 830v'OF
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QUESTION 1§ (1)
I. - Woody T
! : Statement of Financlal Position as _at_31_d_uly,29255_ I
| ASSETS ' R $
F N . amitatedd Nal Book
| N Cuitent Assels Cost ':)Z‘L:g'c:;mn Valud
I Notor Vahicles (9700 + 7530) a5 000 (17 230) 67 ?Zg:’: g£
L Finlures and Fings (7580 + 1990) 0800 (9550) 30 250V 0OF
l T 98 020
| Curtent Assels
| Tiade Recaivables 19 600
; Lass Alowance for Impaitment on TR wseoxo0y  (780) 18 720¢
Cash al Bank 30 260
Cash in Hand 11000
; Inventory 10 000
| Commizsion Income Receivable (5700 - 5000) 700v ~
Prepaid Salanes Expense 2300¥ 72970
Tolal Assets 170 990

I
EQUITY AND LIABILITIES
Shareholders” Equity

Share Capital, 40 000 Ordinary Shares 100 000¥

Retained Eamings (25730 + 26830 ~ 2000v) 50 560 150 560

Non-Current Liabilitios
Long-Term Bormowings i s

Current Liabilitos

Trade Payablos 7430

Rental Expense Payable 1000v

Dividends Payable (40000 x 0.05) 2000v 10 430 .
Total Equity and Liabilities ' 170 990 -
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QL&E%HQNAIE)
Any ong of \he following: (1)
i .

Business needs caw

Nolo meet helr neede for daily operalions and  unloieseen
aImergencios

. Uunlnur;t-.unmln Cath 1o pay off thelr expenses like ealarior expense 1l nol, the employeos
May leave and alfect business operations

o Business needs cash Lo pay off heir expentes ke tental expenes, I nel, the landlord may
Blop renting he space 1o the buginess and he business (s unable 1o continue thelr
oparations,

.

Business with low liquidity 1e usually ghort of cash and may be unabile 1o seltle its shorl:
torm debls,

*  Business needs cash 10 pay off the loant owod 10 the banks,

¢ Business noeds caeh (o pay off thelr credit suppliore, Il not they miay not be able (o
purchase goods on credit from the credil supplior,

QUESTION 2 (b)

Any three of the lollowing: [3] = 1 mark sach

*  The current ratio of Gui Trading has worsenad by 0,96 from 3,19 al 30 June 2023 to 2,24
al 30 June 2024 and lurther worsened by 1,21 1o 1,02 al 30 June 2024,

¢ Gui Trading is liquid at 30 June 2023 and 30 Juno 2024 as the current ratio ls above he
accoplable norm al 2:1, and illiquid at 30 June 2026 s (1 1s below the nccoplable norm,

» The quick ratio of Gul Trading has worgoned by 0.04 from 1,02 al 30 June 2023 to 1.00 ol
30 Juno 2024 and further worsened by 0.84 10 0.24 at 30 June 2025,

¢ Gul Trading business is liquid al 30 Juno 2023 and 30 June 2024 as the quick (atio Is
above the acceptable norm at 1:1, and liquid at 30 June 2024 as it is below the acceplable
norm,

 This means that Gui Trading has Insulficiont liquld assels to pay off tho debls of the
buginoas al 30 June 2025

QUESTION 2 (c)

Any two of the following: [2] = 1 mark each

» Gui Trading cash levels have boon docreasing over tho 3 yoars, Thoy havo a bank
overdralt of $18 000 at 30 June 2026 which shows that tho business does nol have any
money In thelr bank account to pay olf thelr current llabilitios,

» Gui Trading's inventory lovels have boen increasing over tho 3 years. At 30 June 2025,
Gui Trading’s Invenlory Is at $70 960 which makos up for about 77% of thalr curront assols,
Invenlory is not a quick asset and cannot be convorted o cash readily to be used lo pay
off the liabilitios.

s The amount owed by Gui Trading lo crodit suppliors have been increasing ovor the 3
years. This shows thal Gui Trading is facing more difficulty in repaying the amounts owed
to their trade payables.

QUESTION 2 (d)
Average invenlory

_ DBeglaning Inventory + Ending Inventory

2
131760
2
= $65 860 [1]
g Averape nven! o
Day sales in inventorys —-—ECINEY 60

Casl of Sales
F AL

x365
AUGHHY

= 80.2 days [1]OF
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QUESTION 2 (e)

Any three of the following: [3) - 1 mark each

* The day sales in inventory of Gui Trading ha
30 June 2023 to 75.8 days for the year en
ended 30 June 2025.

» This means that Gui Trading takes an ext
30 June 2024 and another 4.4 days for the year ended 30 June 2025. .

+ This may be due to Gui Trading taking advantage of trade discounts given by cred
suppliers and bought more guitars in bulk over the three years lo reduce their cost of sales.
As a result, they will take a longer time to sell off their guilars over the three years.

« This may also be due to Gui Trading reducing their advertising efforts over the three years
lo reduce their advertising expenses. As a resull, it may be harder to sell off their guitars
and thus Gui Trading takes more time to sell off the guilars over the years. :

» There may also have been increased competition over the three years, with better quality
guitars offered by their competitors. As such, Gui Trading takes a longer time to sell off

their guitars.

QUESTION 2 (f)
Any one of the following: [1] 8
« Reduce selling prices for the slow-moving guitars
« Offer trade discounts to customers to encourage them to buy in bulk
« Atltract more customers through marketing campaigns
+ Use technological tools to improve the accuracy of predictions about customer demand in
order to know when and how much guitars to buy

s worsened from 70.4 days for the year anded
ded 30 June 2024 to 80.2 days for the year

ra 5.4 days to sell their guitars for the year ended
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QUESTION 3 (a

business provides services to its customers

service business only calculates profit for the year.

QUESTION 3 (b)

A :
ny;na of the foll'cwmg: [2] = 1 mark for trading business, 1 mark for service business
rading business buys from suppliers and sells goods to customers while a service

A trading_ business has both the trading portion and profit and loss portion in the statement
of ﬁnar_nmal performanca while a service business only has the profit and loss portion.
A lrading business has both calculates both gross profit and profit for the year while a

Revenue recognition theory slates that revenue is earmed when goods have been delivered

or services have been provided. [1]

QUESTION 3 (c)

Account debiled

Account credited

| Cashin Hand / Cash at Bank [1]

Service Fee Revenue [1]

QUESTION 3 (d)

Account debiled

Account credited

Rental income received in advance [1]

Rental income [1]

QUESTION 3 (e)

Account debited

Accoun! credited

| Rental income receivable [1] Rental income [1]

QUESTION 3 (f)

_Rental income earned = + Beginning incoma received In advance + Cash at bank + Ending incomo receivable
= +3600 + 50000 + 4000
= §57 600 [1]

QUESTION 3 (q)

Profit for the year will be undersialed [1] by $4 000 [1]

QUESTION 3 (h)

Current assets [1] on the statement of financial position will be understated [1] by $4 000
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QUEBTION 4 {n)
Diligence Traders ig a trade racaivable [1] of Heglthy Trading.

QUEBTION 4 (b)
Aot o s st gy = ST 4 g = 8% 11]

3
Porcentage of ash decount = —————=—=— i imer T

Fapemint pwwet by orerl

QUESTION 4 (c)

Trade diagounts are given 1o encourags
loyalty [1)

rusiomars 1o buy m biulk [ emsnuraie nuslomars

QUESTION 4 (d)

The source document used 1o record sales returms & 3 cradit note. [1]

QUEBTION 4 (e)

The accouniing theory behind source dusumert iz ubjactivity theory. [1]

QUESTION 4 (f)
The business, Healthy Trading, re
bank transfer. [1] The business, Healthy Trading, oave vredil

cazh discount of $400 [1)

QUESTION 4 {g)

Any one of the foliowing: [7] -

« Healthy Trading should grant cradil {o Yumnmy Limited.
Yummy Limilad business is locatad in the same country a5 Hezlthy Trading, I Haalthy
Trading grants credit fo Yummy Linited, it would be sasier 1o coliac! the amourt! owed
Yummy Limited has a betler rapayment history by 5 days 23 comparsd 10 Jucy Tradimg
This means that Healthy Trading (s likely to bz able to wollsct the amourt owad fastar from
yummy Trading after granting credd o therr,
Yummy Limited's average sales 1 larger than Juicy Trading by 550 00D This meang that
Yummy Limiled is a more major cuslomer 1o Heallhy Trading 23 comparad to Juizy Trading _
By granting credit to Yurnmy Limited, Healthy Trading ts able 1o retan the customer and B
will ba able lo earn more sales revenue. Dtharwize, Yummy Limilad may ook {or othar
suppliers, including those from overseas and Healthy Trading will Ione this cusiomar

ceived 59600 from credd custornes Diligange Tradars v 2
cusiomer Diliganoe Traders 2

1 mark stand, 1 mark — reason x 2, 1 mark glaboration ¥ 3

¢ Heallhy Trading should grant cradil 1o Juicy Trading.

Juicy Trading's average sales is small than Yummy Limied by 550 000 In the 2vant that
Juicy Trading defaults on payment, the amount of losses and risks 1o Hzatiny Trading ©
smaller as compared fo Yunmy Limied.
Juicy Trading t» more prompt in payment au they are only late once for payment The
means that Healthy Trading is better able 1o receive the amourt owad by Juicy Trading

Juicy Trading has been in business for 12 years longer than Yummy Limiizd. This shows
that the business should be more slable and Juicy Trading would be more likaly 10 7232y
the amounts owed to Healthy Trading.
Juicy Trading has 3 betler reputation and more favourable reviews from customars. Tnis
shows that they are likely 1o have good sales and would have the funds 10 rapay the

amounts owed 1o Healthy Trading.

—~END OF MARK SCHEWME-—~
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