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1	 Read Source A in the Insert.

	 (a)	 Prepare the statement of cash flows for Y Limited for the year ended 31 December 2020, in 
accordance with IAS 7.

Workings:



3

9706/03/SP/23© UCLES 2020 [Turn over

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

..............................................................................................................................................[14]



4

9706/03/SP/23© UCLES 2020

	 (b) 	 State three circumstances under which the auditors will issue an unqualified audit report.

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

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

2 .................................................................................................................................................

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

3 .................................................................................................................................................

....................................................................................................................................................
�  [3]

	 Additional information

	 Y Limited had received a letter in August 2020 from a customer, P Limited, stating that they are 
taking legal action against Y Limited for a breach of contract. Y Limited’s lawyers have indicated 
there is an 80% probability that Y Limited will lose the case and the estimated amount to settle the 
case will be $36 000. This matter has not been taken into account in the draft financial statements 
for the year ended 31 December 2020.

	
	 (c)	 Discuss how the matter should be treated in the financial statements for the year ended 

31 December 2020. Justify your answer, making reference to the appropriate International 
Accounting Standard.
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	 Additional information

	 Sarah is the accountant of Y Limited. She reports to the finance director. Her assistant accountant, 
who was responsible for drafting month-end financial statements and reports, has resigned from 
the company.  

	 Sarah’s daughter, Jenna, has recently lost her job. Sarah suggests to the finance director that 
Jenna should be recruited as the new assistant accountant. 

	 Jenna studied A Level Accounting ten years ago and has since worked as an accounting clerk. 
She has no other accounting qualifications. 

	 The finance director has rejected Sarah’s proposal. 

	 (d)	 Explain why the finance director rejected Sarah’s proposal to recruit Jenna. 

		  Justify your answer with reference to the fundamental principles of the ethical framework for 
accounting.

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

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

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

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

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

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

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

................................................................................................................................................[4]

� [Total: 25]
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2	 Read Source B in the Insert.

	 (a) 	 State two reasons why a business may have non-current liabilities even though it also has 
substantial retained earnings. 

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

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

2 .................................................................................................................................................

....................................................................................................................................................
�  [2]

	 Additional information

	 The following information was also available for the year ended 31 December 2020.

	 1	� During the year a long-term bank loan, $250 000, was taken. The interest charged on this 
loan by the year end was $14 000.

	 2	� An interim ordinary dividend of $0.06 per share was paid on all issued shares at 1 January 
2020. 

	 3	 The taxation charge for the year was $10 000.

	 4	 200 000 shares were issued at a premium of $0.75 per share.

	 5	 The profit from operations was $105 000.

	 6	 A transfer to general reserve, $25 000, was made.

	 7	 A final dividend of $0.08 per share was proposed on all issued shares at 31 December 2020.



7

9706/03/SP/23© UCLES 2020 [Turn over

	 (b)	 Prepare the statement of changes in equity for the year ended 31 December 2020. 

		  A total column is required.

Workings:
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	 (c)	 (i)	 Calculate, to two decimal places, the gearing ratio of Z plc at 31 December 2020.

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

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

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

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

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

....................................................................................................................................... [3]

		  (ii)	 Calculate the interest cover ratio of Z plc at 31 December 2020.       

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

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

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

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

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

....................................................................................................................................... [2]

	 Additional information

	 The business had issued the shares and taken out the bank loan in order to finance an extension 
to the factory.

	 At the Annual General Meeting one shareholder stated that, rather than issuing shares, the 
company should have financed the extension entirely by taking out long-term bank loans.

	 (d)	 (i)	 Calculate, to two decimal places, the revised gearing ratio if the shareholder’s proposal 
had been adopted. 

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

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

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

....................................................................................................................................... [2]



9

9706/03/SP/23© UCLES 2020 [Turn over

		  (ii)	 Advise the directors whether or not they should agree with the shareholder. Justify your 
answer. 

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

............................................................................................................................................
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....................................................................................................................................... [5]

	 (e)	 State two factors a bank might consider when a business applies for a loan.

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

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

2 .................................................................................................................................................

....................................................................................................................................................
�  [2]

� [Total: 25]
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3	 Read Source C in the Insert.

	 (a)	 Explain the difference between inherent goodwill and purchased goodwill.

....................................................................................................................................................
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	 (b)	 Calculate the amount of the debenture to be issued to James. 
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	 (c)	 Prepare the journal entry in M Limited’s books to record the purchase of the partnership. 

		  A narrative is not required.
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	 (d)	 Prepare the partners’ capital accounts to show the closure of the partnership.
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............................................................................................................................................... [6]

	 (e)	 Prepare the partnership bank account recording the closure of the partnership. 
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	 (f)	 Discuss the advantages and disadvantages of the decision of the directors of M Limited to 
purchase the partnership.
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� [Total: 25]
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