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Far Edge Telecommunications, Inc. is preparing for a transition to IFRS.  The company’s financial statements for 2012-2014 are as follows:
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The company’s significant accounting changes are described below.
Inventory information
Far Edge uses LIFO inventory accounting and will need to switch to FIFO.  The following is the company’s inventory information for 2014:
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Cost of goods sold is $0 because the company previously accounted for the cost of phones as marketing expense.  Under IFRS, the company will account for the sale of phones as cost of goods sold.  Of the total marketing expense for 2014, $3,000,000 relates to the cost of phones (30,000 new contracts x $100 cost of phone).
Contract information
The company offers a free phone with every 12-month wireless service contract.  Pricing information is as follows:
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Based on the contract dates, the 2014 reported sales includes the 6 months of the 2013 contracts and 6 months of the 2014 contracts.
Intangibles information
The company spent $100,000 on legal fees for a patent in 2013 which has enabled to company to generate significant revenue.  As of the end of 2014, the market value of the patent is $800,000.  The company currently accounts for the patent at cost and under IFRS will elect to account for the patent under the revaluation method.
Income tax information
The country in which Far Edge operates does not allow for any of the changes the company will make under IFRS regulations; thus, the tax reporting income of the company will not change.  Any tax differences based on the new accounting policies will be reported as deferred tax assets or liabilities.
Required:
Prepare the 2014 financial statements in accordance with IFRS based on the information provided in the case study.
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Pre-IFRS Financial Statements

Balance Sheet (in 000s) 2014 2013 2012

Cash 2,430 $           1,150 $           600 $             

Inventory (LIFO) 1,150 $           1,000 $           900 $             

Total current assets 3,580 $           2,150 $           1,500 $          

Intangibles 100 $              100 $              - $              

Total assets 3,680 $           2,250 $           1,500 $          

Taxes payable 80 $                 50 $                 - $              

Total current liabilities 80 $                 50 $                 - $              

Capital stock 1,000 $           1,000 $           1,000 $          

Retained earnings 2,600 $           1,200 $           500 $             

Total liabilities/equity 3,680 $           2,250 $           1,500 $          

Income Statement (in 000s) 2014 2013 2012

Sales 12,000 $        10,000 $        4,000 $          

Cost of goods sold - $               - $               - $              

Gross profit 12,000 $        10,000 $        4,000 $          

SGA expense 10,000 $        9,000 $           4,500 $          

Operating income 2,000 $           1,000 $           (500) $            

Income tax expense 600 $              300 $              (150) $            

Net income 1,400 $           700 $              (350) $            

Cash Flow Statement (in 000s) 2014 2013 2012

Net income 1,400 $           700 $              (350) $            

Change in inventory (150) $             (100) $             (80) $              

Change in taxes payable 30 $                 50 $                 - $              

Operating cash flow 1,280 $           650 $              (430) $            

Change in L/T assets - $               (100) $             - $              

Investing cash flow - $               (100) $             - $              

Financing cash flow - $               - $               - $              

Net cash flow 1,280 $           550 $              (430) $            

Beginning cash 1,150 $           600 $              1,030 $          

Ending cash 2,430 $           1,150 $           600 $             
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Company Records (in 000s) 2014

FIFO inventory 1,400 $          

LIFO inventory 1,150 $          

LIFO reserve 250 $             

Change in LIFO reserve 30 $                
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Operating Data 2014 2013

Monthly fee w/handset 40 $               32 $                  

Months 12                  12                      

Handset fee 160 $            140 $                

Monthly fee w/o handset 35 $               30 $                  

Total contracts 30,000          25,000             

Date of all contracts 1-Jul-14 1-Jul-13
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IFRS Financial Statements

Balance Sheet (in 000s) 2014

Cash

Inventory (FIFO)

Total current assets

Intangibles

Total assets

Taxes payable

Total current liabilities

Deferred taxes payable

Total liabilities

Capital stock

Retained earnings

OCI

Total liabilities/equity

Income Statement (in 000s) 2014

Sales

Cost of goods sold

Gross profit

SGA expense

Operating income

Income tax expense

Net income

Cash Flow Statement (in 000s) 2014

Net income

Change in inventory

Change in taxes payable

Change in deferred taxes

Change in OCI

Operating cash flow

Change in L/T assets

Investing cash flow

Financing cash flow

Net cash flow

Beginning cash

Ending cash

Non-cash transactions:

Revaluation of intangibles/increase in OCI


