International Financial Reporting
Week 6 – Case Study – Remeasurement of Noncurrent Assets
[bookmark: _GoBack]	Skyline International, based in India and using Indian GAAP, would like to expand into new markets without incurring the time and risk of startup activity.  Thus, the company has hired an investment bank as an advisor for a mergers and acquisitions program.  The investment bank has advised Skyline to implement IFRS to facilitate the consolidation of international subsidiaries, most of which will likely already be using IFRS.  Currently, Skyline accounts for PPE, intangibles, and investment property at cost, which is permitted under IFRS.  However, the investment bank has indicated that by applying the revaluation option under IAS 16 (PPE) and IAS 38 (intangibles), and the fair value option under IAS 40 (investment property) the balance sheet will more accurately reflect the true financial position of the company.  Skyline is planning on using equity for its acquisitions program and these adjustments will enable acquisition targets to more accurately assess Skyline’s equity value.
The financial statements are included in Appendix A.
The remeasurement data for PPE, intangibles, and investment property follows:
[image: ]
As information is not available for 2011, the company will adjust 2012 and 2013 financial statements only.
Analysis:
Prepare the company’s historical financial statements in accordance with IFRS.  Assume that PPE does not include land and that all intangibles are finite life and have an active market.  Disregard any tax effects of the adjustments.  Prepare a footnote explaining the adjustment from cost basis to remeasurement for PPE and intangibles and from cost basis to fair value for investment property.  Include a disclosure of the inability to adjust the financial statements for years prior to 2012 due to unavailability of remeasurement data.


Appendix A:  Skyline International Financial Statements
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Remeasurement Data 2013 2012 2011

Year end market values

PPE 315.0 $     295.0 $     N/A

Intangibles 80.0 $       136.0 $     N/A

Investment property 72.0 $       65.5 $       N/A

Remaining lives

PPE 15

Intangibles 5
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(in millions of Rupees) 2013 2012

Assets

Noncurrent assets

PPE 400.0        400.0       

Less accumulated depreciation (100.0)       (80.0)        

Net PPE 300.0        320.0       

Net intangibles 114.0        118.0       

Investment in building 90.0           90.0          

Less accumulated depreciation (27.0)         (22.5)        

Net investment in building 63.0           67.5          

Current assets

Cash 105.0        70.4          

Total current assets 105.0        70.4          

Total assets 582.0        575.9       

Liabilities and equity

Equity

Capital stock 325.0        325.0       

Retained earnings 72.8           56.8          

Total equity 397.8        381.8       

Noncurrent liabilities

Notes receivable 184.2        194.1       

Total liabilties and equity 582.0        575.9       

(in millions of Rupees) 2013 2012 2011

Sales 85.0           76.0           77.0          

Expenses

Administrative expenses 35.0           34.0           33.0          

Depreciation expense 20.0           20.0           20.0          

Amortization expense 4.0             4.0             4.0            

Total operting expenses 59.0           58.0           57.0          

Operating income 26.0           18.0           20.0          

Other income/expense

Investment property income (8.5)           (8.2)           (8.0)          

Depreciation expense on investment property 4.5             4.5             4.5            

Interest expense 11.5           12.0           13.2          

Total other income/expense 7.5             8.3             9.7            

Net income 18.5           9.7             10.3          

Skyline International

Income Statement

For the year ended 31 December, 2013

31 December 2013

Balance Sheet

Skyline International


