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Source A for Question 1

Gustav and Vera had both been in business as sole traders for some years. They decided to join their

Merger of sole traders and formation of limited company

2Or

Purchase of sole traders by limited company

businesses together and form a limited company, GV Limited.

_ Bk Nalues
The balances in their books of account on 31 January 2025 were as follows:
Gustav Vera
$ $
premises 'y 60000 nil
equipment A 14000 51000
motor vehicles ' 8500 19860
inventory A 4140 11200
trade receivables N 3300 9960
- 760 = \\3320
bank 0 4320 12130
£ too VD
- 2620 - W33
trade payables v 2620 11330
capital = A - 91640 92820

It was decided that both traders would pay the trade payables from their business bank accounts
and then form the new company on 1 February 2025. The company took over all the assets of both
businesses, including the bank accounts. The assets were_revalued as follows:

A ey 9«3\% Te Faw valle
Gustav Vera
Rank $\\:l-oo $ <O
premises \101 000\> nil
equipment 11500 51000
motor vehicles 8600 19500
inventory 4100 10200
trade receivables 3200 9620
Caiy valve of Nt Asgels ekenovey 2000 ano

The company was formed with the issue of 280000 ordinary shares of $1 each, which were shared

equally between Gustav and Vera. S 2%oooo<q $ Nwoso
VU $\\oooo
Mbko Reabigebion M 1M 00od
- C!OO&»J\\\ OO - QAo 'Rewukx 60000 ?'C Woo00
t 300 1 - $qqoo Newdey <Sco
= Goodw it (1w - - Syubrent oo
[RERSSS M| = KMKRI0 Toetay 0
£S<K120 T 00
- B \leo
Dggatihom Gan 430
CaQtLNC Q
Moooo A\0a0
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Read Source A in the insert.

(a) Prepare Gustav’s capital account showing the entries to close his books of account.

Capel. Bccountx

e &3 D -3
Qvttd Tshaves) Wm0l Balan (e B Id e N4Mo
.................................................. Discotubon. Qa0
................................................. AN OO0 e e L ODOD
............................................................................................................................................ [3]

(b) Analyse whether it was reasonable for the shares to be held equally by Gustav and Vera.

Support your answer with a calculation of the value of goodwill which arose from the
acquisition by the company of each of the sole trader businesses.

..Both businesses. are. taken.over by GV limited. at. $140,000.meaning.the.........
company values both business at same amount.

resulting in Goodwill of (140000-130100) $9900. Whereas the fair value
of-Veratangible-net-assets-are-$91120 resulting-in- GoodwHl-Of -
(140000-91120) $48880.

he should have received higher number of shares to give him higher control
~over business but-Vera has undue-advantage-as-contributing lesser-capital-is
giving her equal control and ownership this is because Vera business goodwill

is valued at higher amount which is a subjective matter and therefore
~CHSEAPULON 4SS AFQI e rrrr e

But if Vera business is more popular than Gustav and have greater market
-.share, -higher.customer.base and.will-bring.greater.advantage-to-business.in
future and goodwill is valued at reliable basis the distribution is fair.

© Cambridge University Press & Assessment 2026 9706/32/F/M/26

L

B 1

DO NOT WRITE IN THIS MARGIN DO NOT WRITE IN THIS MARGIN DO NOT WRITE IN THIS MARGIN DO NOT WRITE IN THIS MARGIN

DO NOT WRITE IN THIS MARGIN



DO NOT WRITE IN THIS MARGIN DO NOT WRITE IN THIS MARGIN DO NOT WRITE IN THIS MARGIN DO NOT WRITE IN THIS MARGIN

DO NOT WRITE IN THIS MARGIN

1l

I © Cambridge University Press & Assessment 2026

* 0000800000003 *

DFD

Workings:

(c) Prepare the statement of financial position of GV Limited on 1 February 2025.

B S S
Now Coyewt BrsCedd e e,
....‘.\'.q.\txg.‘\.!q\e..—...%{m‘.\.ks ...................................................................................
i Guapnent. Cusoossvood) o b
ez NemcNes. (000, 408806 N
Takangivhe - Googo . L2902+ 49880
L TSSO IS
...... Toventart. LM00 4802000 | 10O
e R U 200496200 ) 2 R20.
........ Rk (Ve £ 808N 250D

______________________________ Mo NSt

[6]

LS = KOOSR USUSTRRRUSRURRRUUSTPTURRURRIS BUTUURIURTOURURRRRRN SURSRTTRRRRIN
Shae GRME AT B ] 20000
............................................................................................................................................ [5]
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Additional information
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At the end of the first year of trading, GV Limited prepared a draft statement of financial position
which showed the following summarised figures.

non-current assets (tangible and intangible)

current assets

ordinary share capital

retained earnings
current liabilities

The following additional information is also available.

$
321020
31250 - 3‘*
280000
6 080'
66 1 90

Goodw\\ SIAR0 - 2431

‘\'awqﬂole S000

' &o\mloo +<0000

oner L Vp’p +250

1 The draft figure for current liabilities included a figure for the bank overdraft of $49700.
$So000 <6/ = 3 r 280 owing <L
2 On 1 January 2026, the company had taken out a long-term bank loan of $50000 on whic e‘;?

L wowta

Lielore Yeav end

interest was to be charged at the rate of 6% per annum. No entries had been made in the
books for either the receipt of the loan or the accrued interest. Bawk S0000

Loan So000

3  The company had started building an extension to its premises. On 31 January 2026, the
builder working on the extension had an accident, resulting in equipment with a carrying

value of $5000 being damaged beyond repair. No entries for this had been made in the

books of account. The company had checked the insurance terms and conditions and was
now 100% confident that it could claim this amount from the builder’s insurer. Fuguwante clatm

4  Goodwill was yet to be amortised (depreciated). It was considered to have a life of 20 years.
S0 “20Wvs 2 2223 exp

5 On 6 February 2026, a credit customer, who had owed $390 at the year end, was

Aflev Yeay ond M"S\“Vﬂ

declared bankrupt.

event

O TR +exp

(d) Prepare the summarised statement of financial position at 31 January 2026.

Workings:
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......... Takangidle. o Qoodmt. LSS0 -2 L | SSRuL
SO Vo3 =~ G X W SN A IV3RA
Cunvent. 8Set . aXaer. Yo Rank. (3uso -0 +sed| 3560 |
Rawke (- 29400 +.S0008 ) oo _200 | _326\o
...................... U A i L 382
CBMSME e
...... Shae G\ o€ F2 i ] 20000
........ Rebained . Gy Lbose-250 - 2222331 | .| 250
............................ LI YTV WO NSRRI e =
N e e )
...... 6L Rae. N0 b s0000
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(e) Explain how your answer to 1(d) would be different if the company was less confident that
the insurance claim would be successful.

As per IAS 37 if the company would have been less confident thanit =~
means cash inflow of resources is uncertain it should have been recorded
-as-an-expense -decreasing-the-non current-assets -and-retained -earnings.-------

rather than including as insurance claim receiveable in current asssts. It is

[Total: 25]
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Non profit organisations

Source B for Question 2

CM Club is a social club which also runs a café for use by members. The summarised bank account
for the year ended 31 December 2025 was as follows:

$ $
café takings 10400 balance b/d o /a 470
subscriptions 10100 café suppliers 6410
balancec/d of/d © 3230 non-current asset 1800
heating and lighting 5420 .~
bank interest 190~
club manager’s salary 7000
other operating costs 2440
23730 23730
balance b/d 3230
The following additional informatidn is available.

1 All sales in the café are made for cash. The café staff were paid $5200 out of these cash takings,
and the remainder was paid into the bank. VOM00+<200 = \S6b0o <aleg

2 Assets and liabilities of the club were:

obv c\L
at 1 January 2025 | at 31 December 2025

i $ Pochugeg
amounts owed to café suppliers 990 L 680 +4412 1qap -~ 600
accrued heating and lighting 380 & L 460 +t sW0-2¢) - SS®
clubhouse 63000 A 63000
other non-current assets at cost 17800 + (o0 ? \Qboo NRY - UK
provision for depreciation 3100 +\6<p = ? INYgo A
subscriptions in advance 300 + L 200 oo
subscriptions in arrears 800 - a 1200 &+ ) = voboo Theove
café inventory 350 A 390

3  The club does not provide depreciation on the clubhouse. Other non-current assets are
depreciated using the reducing balance method at the rate of 10% per annum. A full year’s
depreciation is charged on assets acquired during the year. \@boo - 3106 = \b<00 =~\0/ - £V

4  Expenses charged to the café are one-third of total depreciation and 40% of the total cost of
heating and lighting. 16S0x)3 ; ggo SsooxWoy : 2200

5  All subscriptions are paid into the bank account..—

© Cambridge University Press & Assessment 2026 9706/32/INSERT/F/M/26 [Tu rn over
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Read Source B in the insert.
(@) Prepare the café statement of profit or loss for the year ended 31 December 2025.

.Cale.... S«\esGo‘too+$zo¢]\Sﬁao
eSS @ A S ettt
....... o Y - o S
..... AL 2 TSN < 1. 1> > JOSSST
L O &) o>
....... IS S s - 1o
e SO GO e
e DBvecishon . QNS 236 =2
_________ Hesl. and gt USsoorord 2290
......... SWEEwetesoS200  (Rags)

Workings:

[6]
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(b) Prepare the club’s income and expenditure account for the year ended 31 December 2025.

I Y <\

L (s 7. % G 7Y V' VS
o B i

Workings:
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(c) Calculate the club’s accumulated fund at 31 December 2025.

X setloribieg £

LTVbMoute 62000, . oo Cafe. SOMNGK oo b%0
Oy NN WKSo xRN b
anﬁ"j ............................. BA0 SVb e MNoane 200
Sk Aovewy 00 Banke oA 3220
................................................ FAUMO e Y0

Additional information

The club has had an overdraft facility with the bank for several years. The bank intends to
withdraw that facility. Therefore, the managing committee wishes to improve the financial
standing of the club.

The clubhouse contains several rooms which have not been used for years. The managing
committee is considering two options.

option 1
To renovate the unused rooms and find a tenant for them.
option 2

To sell the clubhouse and with the proceeds buy smaller premises.

© Cambridge University Press & Assessment 2026 9706/32/F/M/26
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(d) Advise the managing committee which option it should choose. Justify your answer.
Option 1:

Additional information

The managing committee is considering a change in policy such that subscriptions are paid by
direct debit.

(e) Discuss the consequences of making this change.

It will.reduce.administrative.tasks, .no.need.to. send.reminders.to.members...

[Total: 25]
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Manufacturing

Source C for Question 3

Kenji owns a manufacturing business. He has applied a rate of factory profit of 10% since the
business started. The accountant has prepared the following draft statement of profit or loss using
that rate.

oot ? ‘Z::“

Draft statement of profit or loss for the year ended 31 December 2025 ¢oS¥ . ol *
c. 1
$ $

revenue 485000
opening inventory of finished goods (at transfer price) wo/ 22000 Coa™ . 20000
transfer price of manufactured goods 308 0004 TPp: =2%000
purchases of finished goods 16400

346400 cogt, 24000
closing inventory of finished goods (at transfer price) M}L TP - 2400
cost of sales 320000
gross profit 165000
factory profit 28000
administrative expenses (including change in provision for (103 500)<T'\4 mOUP Yoo
unrealised profit) P-Cn o|P o300 '
distribution costs ®lA ‘2000 (68200) (171700)
profit for the year 2/d 2400 PlL “oo 21300

Further information relating to the year ended 31 December 2025 is as follows:

1 Costs included:

$
machine operators’ wages .(_ 91600
supervisors’ salaries  ToH 23100 D
purchases of raw materials D wt 101000
general factory overheads o @7@#
carriage inwards on raw materials @ O™

2 Inventories were:

at 1 January 2025 | at 31 December 2025
$ $
raw materials 6000 5200
work in progress 13300 @

Permission to reproduce items where third-party owned material protected by copyright is included has been sought and cleared where possible. Every
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Read Source C in the insert.
(a) Calculate the following for the year ended 31 December 2025:

12 _I

(i) production cost of goods completed

................. $200000.7000 2. KOO

............................................ 1

..................................................................................................................................... [1]
(ii) cost of raw materials consumed

e B0 £ A0, . F00. 25200 5. BYOISOO

..................................................................................................................................... [1]
(iii) prime cost.

............... $102500... % £9620.. 5. FAANCO

..................................................................................................................................... [1]

............. PG COSE e S OO0
........ AL Freded  ovorhesds. (22004 SMRec) R0
..................................................................................................................................... 216%00
......... o M TR @RI e, Y RO0
........ e—mwT?c\oS\jM
.................... Cost..of. . Roduehon . 250000
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Additional information
Keniji is considering increasing the rate of factory profit to 20%.

(c) Prepare the provision for unrealised profit account for the year ended 31 December 2025,
using the rate of 20%.ta &l Yew 40/ sSo o9 UP w\\ e <ame

Y S - B 2= £
.............................................................. JRdante Sl 2000
Rance. /A (onmvad/]. 3200 Pl awd  toss 2800
................................................... MR e X 00
SO 00 ' - SO
................................................................ LrJan. Rdanle. DA e 3]
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(d) Prepare a revised statement of profit or loss for the year ended 31 December 2025, using

the rate of 20%.

Xese Cosk of SeleS
..... o IRV RV L, SR S * W
A Tangfy valve . of Rodnckien [2v0000x1: 0]

_________ =

Workings:
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(e) Advise Kenji whether or not he should change the rate of factory profit to 20%.

s -

Justify your answer.
Changing the rate of factory profit doesn’t effect the overall profit of the

...and.trading. Since .goods.sold.to.customers. at the same.amount.it.is.not.....
effecting the total profit of the business.

ncreasing.the rate.t0.20%. will increase factory. profit. proportion...in.total........
profit and reduce trading profit. Increasing the rate will also increase the

market value of goods, increase in value of finished goods purchased from

-.outside supplier.-or.factory. being. more.efficient reducing.the.cost.of.................
production.

............................................................................................................................................. [5]
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Additional information
Kenji plans to expand his business. He will take out a bank loan to finance the purchase of extra
raw materials and additional factory machinery.

16 _l

Kenji wants to include the loan interest in the manufacturing account. His accountant intends to
record the interest in the statement of profit or loss.

(f) Discuss why the loan interest should be recorded in the statement of profit or loss rather
than the manufacturing account.

Loan interest is a finance cost and not the cost of production. Cost of

production only include material, labour and overheads and not the interest
--expense:-As-per-matching-and-accrual- concept-the- expenses-should-be-----
matched against revenues pertaining to relevant year. Interest is the cost of

...goods..Including .interest.expense.in.Manufacturing .will.increase.cost of......
production and will not help in assessing whether to continue or discontinue

.................................................................................................................................................

[Total: 25]

Permission to reproduce items where third-party owned material protected by copyright is included has been sought and cleared where possible. Every
reasonable effort has been made by the publisher (Cambridge University Press & Assessment) to trace copyright holders, but if any items requiring clearance
have unwittingly been included, the publisher will be pleased to make amends at the earliest possible opportunity.

To avoid the issue of disclosure of answer-related information to candidates, all copyright acknowledgements are reproduced online in our Copyright
Acknowledgements Booklet. This is produced for each series of examinations and is freely available to download at www.cambridgeinternational.org after the live

examination series.

Cambridge International Education is the name of our awarding body and a part of Cambridge University Press & Assessment, which is a department of the
University of Cambridge.

© Cambridge University Press & Assessment 2026 9706/32/F/M/26

L i 1

DO NOT WRITE IN THIS MARGIN DO NOT WRITE IN THIS MARGIN DO NOT WRITE IN THIS MARGIN DO NOT WRITE IN THIS MARGIN

DO NOT WRITE IN THIS MARGIN



