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Day 2—Thursday 25 August 2016
Conference Programme Day 2

09:00 IFRS application issues
Chair: Darrel Scott, IASB Member

Panellists include:

e Hugh Shields, IASB Executive Technical Director
e Matthew Tilling, IASB Member

e CPA Willyson Yanga, Capital Markets Authority

10:30 Tea/Coffee break

11:00 Break-out sessions: IASB projects
Choose one of the following:

1. Disclosure initiative
« Hugh Shields, IASB Executive Technical Director

2. Accounting for Islamic finance
« Darrel Scott, IASB Member -Main Speaker
« Abdulattif Essajee Former Managing Director and Co-founder of First Community Bank (the first
fully fledged Sharia’h compliant bank to be approved in Kenya)

3. Conceptual Framework
« Wei-Guo Zhang, IASB Member

4. Extractive activities
« Matthew Tilling, IASB Director of Education
o CPA Stephen Obock, KPMG- Kenya

12:30 Lunch

13:30 Break-out sessions: IFRS application issues
Choose one of the following:

1. Implementing IFRS 16 Leases
« Darrel Scott, IASB Member
« FCPA Agnes Litukai, KPMG-Nigeria
« CPA Geoffrey Injeni

2. IFRS regulatory issues
«Wei-Guo Zhang, IASB Member
«CPA Willyson Yanga, Capital Markets Authority
«CPA Joseph Kariuki, KPMG-Kenya

3. Rate regulated activities
« Hugh Shields, IASB Executive Technical Director

15:30 Networking Session -Tea Break
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IFRS® Foundation

IFRS Application Issues
Panel Discussion

Nairobi, Kenya

.
The views expressed in this presentation are those of the presenter,
notr ily those of the i Accounting Board or IFRS Foundation.
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Application of IFRS
What are the challenges?

Balance between:

Preserving principle-based Fostering consistent
nature of IFRS Standards application




Application of IFRS
What does this mean in Practice? 3
Principled based standards

» A mature framework for exercising and evaluating
judgement

* A sound educational process with focus on both IFRS
requirements and exercising of judgement

* An experienced intervention on difficult issues

* Interactive communication between regulators, auditors
and preparers, particularly as regards local jurisdiction
iIssues

B3(FRS

Application of IFRS
What does this mean in Practice? 4
Consistent application

» Awareness of international developments, particularly
interpretation decisions

» Constant communication of regulatory decisions,
interventions and actions
» Forums for discussion:
¢ Understanding application of (especially new) IFRSs
» Surface any problems arising early
< Discuss and conclude on appropriate actions
» Feedback into education processes

B3(FRS




Application of IFRS
Who does what?

Regulators Education

Preparers

B3(FRS

Application of IFRS
Who does what?

Audit firms D

* |dentification of implementation questions 'f\

» Foster ongoing development of practice and application
Regulators (—
» Encourage timely & faithful implementation

» Monitor and enforce consistent application

Preparers Preparers

» Understand objectives and principles of IFRS Standards

» Understand user information needs

» Contribute to ongoing practice development

B3(FRS




Application of IFRS
Who does what? 7

IASB ~qE=»

* Maintain IFRS Standards/support consistent application
» Support implementation of new IFRS Standards

» Support those responsible for consistent application

e Support education initiatives
Educators

* Initial and continuous education

» Stay aware of developments

» Ensure education stresses judgements (soft skills) as much
as technical aspects (harder skills)

» Educate all players B3 (FRS
Maintenance of IFRS Standards
IASB ‘toolbox’

Post-implementation
reviews

Narrow-scope
amendments

IFRIC Interpretations

Annual Improvements

Agenda Decisions

Other resources

Education Initiative

activities |FRS




Support

effective implementation

New IFRS Standards

IASB

Preparers

Audit
firms

Regulators

i I
Ongoing Standard Effective
dialogue

Issued Date

implementation of

new IFRS Standards

Understand objectives and principles

Understand user information needs
Identify implementation ? :

i
KEY: High i ore e D
|

quality

Identify emerging diversity in practice

Encourage timely and : Monitor & enforce
faithful implementation consistent application

Example
Uncertain

tax treatments

The
problem:

Various practice issues have arisen relating to
uncertainty over income tax treatments—IFRS
Standards do not address this

IASB/
Interpretation

Committee
approach:

Draft IFRIC Interpretation (October 2015): \
* When and how to reflect effect of uncertainty
» Examination by tax authorities

* Whether an entity considers uncertain tax
treatments collectively

» Changes in facts and circumstances
RS




Example
Joint arrangements 1

\
Uncertainty about how to apply requirements in
The IFRS 11 Joint Arrangements, relating to:
(IR - Classification of joint arrangements
» Accounting by the joint operator
/
/ )
(RS2 . Series of Interpretations Committee agenda
Interpretation L . .
) decisions including comments about how the
Committee L . .
; existing requirements interact (March 2015)
approach:
J
BE3(FRS
Example
Definition of a business 12
The Post Implementation Review of IFRS )
The 3 Business Combinations identified the
problem: definition of a business as one of four main
concerns with IFRS 3 )

ED, Proposed amendments to IFRS 3, provide \

clarifications/examples of definition of business:

* revise definition of outputs to focus on goods
and services provided to customers

* not a business if substantially all fair value of
gross assets acquired is concentrated in
single or group of similar identifiable assets /

B3(FRS

IASB

approach:
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Contact us

Keep up to date

£ @IFRSFoundation

M IFRS-Foundation, IASB
go.ifrs.org/lemail-alerts
B IFRS Foundation

Comment on our work
@ go.ifrs.org/comment

Join the organisation, and help shape the future of financial reporting
go.ifrs.orglcareers

B3(FRS
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IFRS® Foundation

Disclosure Initiative:
Review and update

With an overview of the
Principles of Disclosure Discussion Paper

IFRS Conference
Nairobi, August 2016

Hugh Shields, Executive Technical Director

The views expressed in this presentation are those of the presenter,

notr ily those of the Accounting Board (the Board)
or IFRS Foundation.
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Agenda

» Board’s theme for 2017-2021—Better Communication
— Includes Disclosure Initiative and other projects

« Disclosure Initiative—Overview and update

» Disclosure Initiative Project updates:
— Completed Projects
— Amendments to IAS 1 Presentation of Financial Statements
— Amendments to IAS 7 Statement of Cash Flows
— Implementation Projects
— Draft Practice Statement Application of Materiality to Financial
Statements
— Amendments to IAS 8 Accounting Policies, Changes in Accounting
Estimates and Errors Exposure Draft
— Research Projects
— Principles of Disclosure Discussion Paper
— Standards-level review of disclosures

« Disclosure Initiative time line

B FRS

© IFRS Foundation. 30 Cannon Street | London EC4M 6XH | UK. www.ifrs.org




Better communication

* A central theme for 2017-2021.

e Our theme of Better Communication will include our work on:
— primary financial statements
— the Disclosure Initiative, including projects on principles of
disclosure and materiality
— the IFRS Taxonomy.™

e The scope of some of these projects, such as primary financial
statements, is still being developed. Other topics, such as
materiality, are more advanced.

B FRS

© IFRS Foundation. 30 Cannon Street | London ECAM 6XH | UK. www.ifrs.org

Disclosure Initiative—A project portfolio

Disclosure Initiative

Implementation

Completed projects Research projects

Amendments
to 1AS 1.
removing

impediments

{0 exercising

judgement

© IFRS Foundation. 30 Cannon Street | London EC4M 6XH | UK. www.ifrs.org

projects

Amendments
to
IAS 7:
thanges in
liabilities from
financing
activities

Ongoing activities: Digital reporting/IFRS Taxonomy

B FRS




Disclosure Initiative—Fitting the projects together

e -
Disclosure problem?
Too much irrelevant Not enough relevant .
. . . . Poor communication
K information (overload) information )
( Disclosure Initiative )
Amendments Amendments
to IAS 1 to IAS 7

Materiality

Practice .

Statement . Digital
Enabling Principles of Improved reporting
preparer Disclosure disclosure

judgement requirements
Amendments
to IAS 8
Improved disclos & better
\_ communication

Y
B FRS

© IFRS Foundation. 30 Cannon Street | London ECAM 6XH | UK. www.ifrs.org

IFRS Foundation

Completed Projects

« Amendments to IAS 1, Presentation of Financial

Statements
< Amendments to IAS 7, Statement of Cash Flows

Copyright © IFRS Foundation. Al rights reserved




Amendments to IAS 1, effective January 2016

. Clarify that including immaterial information can obscure material information
‘ Clarify that the materiality assessment applies to the whole of the financial statements, including the notes
‘ Clarify that the concept of materiality applies within each Standard
‘ Clarify that specified line items can be disaggregated
. Include guidance about subtotals
. Amend language that has been interpreted as prescribing the order of the notes

‘ Remove contradictory examples from the significant accounting policy disclosure requirements

B FRS

©IFRS Foundation. 30 Cannon Street | London ECAM 6XH | UK. wwiw.ifrs.org

Amendments to IAS 7, effective January 2017

B FRS

© IFRS Foundation. 30 Cannon Street | London ECAM 6XH | UK. www.ifrs.org




IFRS Foundation

Implementation
Projects

« Materiality Practice Statement Exposure Draft
* Amendments to IAS 8, Accounting Policies, Changes in
Accounting Estimates and Errors Exposure Draft

B FRS

Copyright © IFRS Foundation. All rights reserved

Draft Practice Statement on Materiality

« Help preparers apply the concept of materiality.
Obijective

« General characteristics of materiality.
« Materiality within the context of disclosing information.
« Materiality within the context of recognition and measurement.

« Does not consider possible changes to the definition of
materiality (covered in Principles of Disclosure (POD)
Discussion Paper).

B FRS

©IFRS Foundation. 30 Cannon Street | London ECAM 6XH | UK. www.ifrs.org




Materiality—Draft Practice Statement Feedback

Q1: Form Q2: Examples Q3: Content Q4: Timing

)
rMajority favoured (M ost ) le{l/ﬁj]ogtg/a?grseed

Large majority using examples to respondents reasonin

— illustrate the B . g on the
of respondents anplication of — agreed with the timing prior to
in favour of a mpapteriality technical POD project
non-mandatory : content. completion.

i —

(Some sugestes

improvements include: R Because the

* more ‘grey area’ Some — Board is not
examples; questioned p_Ian_rfymg tt(l)

+ examples where the whether, in zlr?:r: I%a{;]g
conclusion is ‘not some places, deﬁn%on of
material’; and | | the guidance materiality in the

« decision trees was an POD project, and
(because it is a interpretation of application
thought/judgement IFRS Standards guidance is
process). (eg IAS 8, prior helpful now.

period errors). __
—— "

B FRS
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Amendments to IAS 8

\

« Difficult to distinguish between changes in accounting policies and
changes in accounting estimates on the basis of the existing
definitions.

A

e Proposed amendments to IAS 8 were discussed with the Board in
April 2016:

= clarify how accounting policies and estimates relate to each other;

= clarify the definitions of accounting policies and of changes in
accounting estimates;

= add guidance about whether changes in valuation and estimation
techniques are changes in accounting estimates; and

= update examples of estimates provided in IAS 8.

* Exposure Draft of proposed amendments in Q4 2016.

)

B FRS
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IFRS Foundation

Research Projects

¢ Principles of Disclosure
¢ Standards-level review of disclosures

Copyright © IFRS Foundation. All rights reserved

Principles of Disclosure—Discussion Paper

*Requests for the Board to develop presentation and disclosure
principles that apply across IFRS Standards.

*Purpose is to:

« enable preparers to make better judgements about disclosures;
and Board set better disclosure requirements.

J
Discussion Paper (details in subsequent slides) \
« covers overall principles and specific issues.
* ultimate goal is to produce:
« the basis for a new or revised general disclosure Standard for
preparers (IAS 1, currently); and

« drafting guidance for the Board for its internal use in setting
disclosure requirements. /

B FRS
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POD—Discussion Paper road map

Identifying relevant information — What to disclose

i

Communicating relevant information — How to disclose

PR e

Specific issues
4Illllllllll--mux-|* w‘“mm-;mu.u...;—
Writing disclosure objectives and requirements

B FRS
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POD—Discussion Paper road map, continued

Identifying relevant information — What to disclose

=
(] . . .
i ;2{2?2:12?2(22; Notes Harmonise and clarify the definition
=
g Role is to: Role is to: * ‘Information is material if omitting,-it
g « provide a » explain and et misstating or obscuring it could
o structured and supplement reasonably be expected to
g comparable the PFS. influence decisions that the primary
= summary of users of general purpose financial
g recognised reports make on the basis of
i elements. financial information about a
specific reporting entity.’
» Does not fundamentally change the
current definition.

B FRS
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POD—Discussion Paper road map, continued

Communicating relevant information — How to disclose

é IFRSpEf?:SnT'OH’ Non-IFRS, per IAS 1 Drawn from Conceptual Framework DP
()
g : S
=3 * Issues with ¢ Allow non-IFRS » Entity-specific ¢ Mixed Board
) use of ‘IFRS’ information such » Simple and views on
g vs ‘non-IFRS’ as management direct writing whether and
@ e Allow it to be commentary to « Highlight what which should
g located be located inside is important be authoritative
k= outside IFRS IFRS financial e Appropriate vs educational
% financial statements formatting materials?
15 statements under specific e Link related

and cross- conditions. information

referenced * Avoid

under specific duplication.

conditions.

IFRS

©IFRS Foundation. 30 Cannon Street | London EC4M 6XH | UK. www.ifrs.org

POD—Discussion Paper road map, continued

Specific issues

é Clarifies concepts preparers find difficult Does not prohibit, but provides guidelines

S

E « Area where users see disclosure » Users find useful if fairly presented.

P ‘overload’, too much boilerplate. * Requirements focus on how to ensure

% « Concepts preparers find difficult to fair presentation—eg provide definitions,

% implement: explanations, reconciliations,

S « the objectives of accounting comparatives, etc.

=2 policy disclosures; « Special cases:

S « interpretation of ‘significant’, * EBIT/EBITDA

g ‘relevant’, ‘material’ policies. * Non-recurring, unusual, or

w « Immaterial/insignificant policies do not infrequently-occurring items on the
need to be presented in the notes, but statement(s) of profit or loss and
are not prohibited. OCl.

©IFRS Foundation. 30 Cannon Street | London ECAM 6XH | UK. www.ifrs.org I F RS




POD—Discussion Paper road map, continued

Writing disclosure objectives and requirements

A centralised set of objectives Focus on how the Board writes
2 Primarily for the Board, but also would Some think this is a key contributor to
8 help preparers. the disclosure problem.
@ Possible approaches for organising: NZ ASB provided example of possible
) * by types of information: new drafting/writing:
< « similar to current approach « used ‘types of information’
g and to FASB; approach, but could adapt;
* by how users analyse future cash * two tiers of Standards-level
flows (or another user-based objectives/requirements; and
view). * emphasised preparer judgement
» Astep further—create a single and avoiding overly-prescriptive
disclosure standard, combining all language.
objectives and detailed requirements
related to the notes into one Standard. I FRS
- .
© IFRS Foundation. 30 Cannon Street | London ECAM 6XH | UK. www.ifrs.org
Standards-level review of disclosures 20

» The way some disclosure requirements are written
has been identified as potentially contributing to
the disclosure problem.

« Drafting guide for the Board’s use when writing the
notes disclosure requirements of Standards:
* will be informed by POD Discussion Paper
feedback; and
» may reflect NZ ASB proposals.
« Test drafting guide against targeted Standards.
* May result in amendments to those Standards.

B FRS

©IFRS Foundation. 30 Cannon Street | London ECAM 6XH | UK. wwiw.ifrs.org




IFRS Foundation

Next steps and
Time line

« Principles of Disclosure Discussion Paper
» Disclosure Initiative Overall

Copyright © IFRS Foundation. All rights reserved

Principles of Disclosure—Next steps and time line

late 2016 2017 and beyond

1
Proposed revision of IAS 1/ :
General Disclosure Standard 1
1

1

1

(Exposure Draft)

Discussion r—-———— 1

Paper | | Test of the Drafting Guide:

| Standards-level l : Amendments to disclosure

':>| review: Drafting | requirements in one or two
| Guide | Targeted Standards
(Exposure Draft(s))

©IFRS Foundation. 30 Cannon Street | London ECAM 6XH | UK. www.ifrs.org




Disclosure Initiative—Overall time line

JAN 2016 FEB 2016 late 2016 & beyond
L) () ()

POD

Becon)es Discussion
effective Paper

Drafting Guide

Materiality Standards-level

Amendments A'Tjg“;“,f,ﬂ;ﬁ 0 Practice Amer:grgeénts LEViEW
to IAS 1 Statement to
Exposure
Exposure Draft Draft
Amendments to IAS 7
effective (Jan 2017)

Behavioural change amongst _

B FRS

©IFRS Foundation. 30 Cannon Street | London ECAM 6XH | UK. wwaw.ifrs.org

Contact us

Keep up to date

£ @IFRSFoundation

M IFRS-Foundation, IASB
E go.ifrs.orglemail-alerts
B IFRS Foundation

Comment on our work
@ go.ifrs.org/comment

Join the organisation, and help shape the future of financial reporting
go.ifrs.orglcareers
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IFRS® Foundation

Shariah-Compliant
Reporting

Nairobi, Kenya
Darrel Scott, IASB Member

.
The views expressed in this presentation are those of the presenter, Lc"
notr ily those of the i Accounting Board or IFRS Foundation. "’p
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IFRS® Foundation

“As Islamic finance moves into the
mainstream, a key challenge is identifying a
suitably relevant and intelligible accounting

framework that is comparable with
conventional finance without tainting
compliance with Shariah.”

PWC

B3(FRS




IFRS Principles l

IFRS is a principle based accounting approach

IFRS focuses on the economic substance of a product
or transaction rather than its legal form

IFRS is not product specific — written to focus on the
underlying nature and flows of a product or transaction
In dealing with economic substance, IFRS principles
assume that

* Resource today has greater value then resource in the
future
» Substance should be considered over form

B3(FRS

IFRS® Foundation

Time Value

B3(FRS
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Recognition of value over time
Shariah law 3

» Charging of interest is anathema under Shariah law

e Shariah instruments don’t include interest (riba)

* Instead, returns are earned from permitted transactions:
» mark-up on sale contracts eg: Murabaha,
« certificates of undivided interest in assets eg: Sukuk;

« profit-share in ventures and other partnership-like
contracts eg: Musharaka

* rent in lease contracts eg ljarah;

« profit, profit-share, rent or fee from undivided pro rata
ownership eg Sukuk

B3(FRS

Recognition of value over time
IFRS

* IFRS uses discounted cash flows (net present values) to
identify and measure the effect of time on the value of
resources

e Discounted cash flows are calculated with reference to
discount rates

» This can create the perception of conflict with Shariah law
(riba), even for transaction that do not include interest

charges

B3(FRS




Time value of money in IFRSs

* IFRS standards generally use time value of money
whenever there is likely difference in timing of cash flows
» Thus, some standards make extensive reference to TVM,
such as:
* IAS 19, Employee benefits
IAS 37, Provisions, Contingent Liabilities and Contingent Assets
IFRS 9, Financial Instruments
IFRS 15, Revenue from Contracts with Customers
IFRS 16, Leases
* TVM is generally considered a measurement convention
» Applied irrespective of the underlying nature of contract

B3(FRS

IFRS® Foundation

Substance over form

B3(FRS
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Substance over form

Shariah Law

» Shariah products and transactions are legally
underpinned by Shariah law

* Many argue that it would be inappropriate to apply
substance over form to such transactions

» Substance over form can affect some transactions
where TVM is important:
» Asset backed versus asset dependent eg sukuk
» Sales transactions with deferred payment
» Can also have an effect on other transactions products:
 Insurance contracts eg takaful

B3(FRS

Substance over form
IFRS 10

» Substance and form focusses on identifying and
understanding rights and obligations created by contracts
* Reporting these rights and obligations consistently is key
to application of IFRS
e Transactions or products should be measured in
accordance with their rights and obligations
» An important element for ensuring consistency and
comparability:
» Words not applied consistently across jurisdictions
» Past practice, side agreements and understanding affect

transactions
B3 (FRS




Substance over form in IFRSs l

» Substance and form is pervasive in IFRS
* Is however particularly important in:

* IAS 37, Provisions, Contingent Liabilities and Contingent
Assets

* [FRS 9, Financial Instruments

* |[FRS 15, Revenue from Contracts with Customers
¢ |FRS 16, Leases

B3(FRS

IFRS® Foundation

IASB’s Consultative Group

B3(FRS
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In practice

¢ |[FRSs do not change the nature of transactions, or the
rights and obligations that attach to transactions

* IFRS focus on consistent measurement and reporting of
economic phenomena that arise from transactions

* IFRS should therefore not change the nature, rights or
obligations of Shariah products

» Shariah law focuses on rights and obligations - so
influences but does not necessarily change accounting

e Conflicts between IFRS and Shariah law are often more
perception than reality

* None-the-less have capacity to cause concern

B3(FRS

IASB’s Consultative Group

» Conlflicts are not always just perception
 This is a critical sensitivity
* Important that the IASB remains
« aware of developments,
* sensitive to concerns, and
e engages with this important constituency
» Consequently, the IASB in consultation with interested

constituents has formed the Shariah-Compliant
Instruments and Transactions consultative group

B3(FRS




Shariah-Compliant Instruments and
Transactions Group 15

e Group first met in 2013

* Recent meeting was cosponsored with Accounting and
Auditing Organization for Islamic Financial Institutions
(AAOIFI)

» Group does not judge whether products are compliant
with the requirements of Shariah law

» Group’s discussions focus on challenges that arise in
application of IFRS Standards to Shariah compliant
instruments and transactions

» Recently produced a paper to discuss application of IFRS

9
B3(FRS

Shariah-Compliant Instruments and
Transactions Group 16

« Participation from constituent jurisdictions with significant
Shariah compliant transactions

* Includes Saudi Arabia, Malaysia, Indonesia and Pakistan
among others

» Chaired until recently by IASB vice Chairman
Way Forward
* IASB will continue to engage with Islamic Constituents

* |n particular, engagement with other standard setters will
remain important part of IASB process

B3(FRS
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Conceptual Framework for
Financial Reporting

IFRS Conference
Nairobi, August 2016

Wei-Guo Zhang, IASB Member

The views expressed in this presentation are those of the presenter,

not r ily those of the Ir i Al i Board (the Board)
or IFRS Foundation.

Copyright © IFRS Foundation. All rights reserved

Session overview

Background

Objectives and qualitative characteristics
Elements

Recognition and de-recognition

* Measurement

» Reporting financial performance

» Other proposals

B FRS




IFRS Foundation

Background

Copyright © IFRS Foundation. Al rights reserved

Do we need a Conceptual Framework?

* YES because it supports principle-based standards
by

— providing a consistent starting point
— focusing on principles rather than rules

* |t addresses fundamental issues

Objectives Qualities Elements, recognition, measurements )
What is the What makes What are assets, liabilities, equity, income
objective of financial and expenses, when should they be
financial information recognised and how should they be
reporting? useful? measured, presented and disclosed? )

...itunderpins the decisions made by the Board when
setting Standards




What is it for?

It is a practical tool that assists:

[

» to develop Standards » to develop consistent » to understand and
accounting policies interpret Standards, and
financial information
based on them

It is not a Standard and does not override Standards

» Aspects of some Standards may not conform with the Conceptual Framework,
eg practical expedients

B FRS

Timeline

July 2013 May 2015 Early 2017

Revised
Discussion Paper Exposure Draft Conceptual Framework

B FRS




Approach to finalisation

* Feedback mostly supportive  Build on existing proposals

* Measurement chapter needs * Develop proposals further
more guidance

* Proposals on other * Develop high-level proposals on
comprehensive income (OCI) use of OCI. Look at presentation
need more work of financial performance in a

separate project

» Support for dealing with » Address uncertain liabilities but
distinction between liabilities and also undertake further research
equity in a separate research in separate project
project

+ Some want more research before| |+ Finalise early 2017 based on ED
finalising

B3 (FRS

IFRS Foundation

Objectives and qualitative
characteristics

B FRS

Copyright © IFRS Foundation. Al rights reserved




Objective and qualitative characteristics

The objective of general purpose financial reporting is to provide

useful financial information

Relevance

Faithful representation

» Relevant financial information is
capable of making a difference in a
decision made by users

» Representation of relevant economic
phenomena and faithful
representation of the substance of
the phenomena that it purports to
represent

» Complete, neutral and free from error

Enhancing characteristics
Comparability * Verifiability « Timeliness ¢« Understandability

Cost constraints

B FRS

Stewardship

Draft

* Give more
prominence to the
need to provide
information to
assess
management’s
stewardship of
the entity’s
resources

* Many welcomed
proposal

¢ Some wanted
stewardship
as additional
objective

* Some asked for
more guidance on
implications of
proposal

* Some disagreed
with proposal

« Asin ED but clarify

link between
objective of
financial reporting
and stewardship.
Resource allocation
decisions include
decisions:

- to buy, sell or hold

- to provide or settle
loans

- needed while
holding investments}

B FRS




Prudence

f

F re Draft

* Reintroduction of
explicit reference to
prudence (exercise
of caution when
making decisions
under conditions of
uncertainty)

No overstatement or
understatement of
assets, liabilities,
income or expenses
(ie neutral)

.

\

* Many welcomed
proposal

* Some would like
asymmetric
prudence or
acknowledgement
of asymmetric
accounting
treatment

* Some objected to
proposal because of
concerns it could
lead to bias

As in ED—include
reference to
‘cautious’ prudence

Rejected
asymmetric
prudence

Explore further
acknowledgement
of asymmetric
accounting
treatment

J

B FRS

Measurement uncertainty (reliability)

ure Draft

« If an estimate is too
uncertain, it might
not provide
relevant information

* Trade-off against
other factors that
affect relevance

* Retain faithful
representation as a

* Some argued
measurement
uncertainty is a
factor affecting
faithful
representation

* Some would like a
return to ‘reliability’

label for that and faithful
qualitativg _ representation
characteristic Do not relabel as

\ ) ‘reliability’ )

Describe
measurement
uncertainty as
factor affecting
faithful
representation

Clarify in Basis that
a trade-off can exist
between relevance

B FRS
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Elements

B FRS
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Elements: Definitions of assets and
liabilities

[ |Existing definitions Exposure Draft

A present economic resource
controlled by the entity as a
result of past events

Liabili nt obligation of the e A present obligation of the entity
(of aﬂW\M‘ memmm MWM WWWWMH\WWQ evenw\ WWW{MMW to transfer an economic resource
past events

benefits

Aright that has the potential to
produce economic benefits

Definitions of assets and liabilities
Broadly supportive of the proposed changes

B FRS




Elements: Liabilities

Present obligation to transfer
an economic resource

No practical
transfer

Guidance on
present obligation
Most are supportive of expanding

the definition of a liability to include
transfers that an entity has no
practical ability to avoid

B FRS

IFRS Foundation

Recognition and de-recognition

B FRS
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Recognition

_ Existing criteria Exposure Draft

Meet the definition of an
asset or a liability

* Relevance

+ Faithful representation

» Cost/benefit

Recognition \

« Broadly supportive of proposals

* Some believe that the proposed
recognition criteria are too
subjective and require too much

judgement
* Some concerns about removal
of probability criterion /

B FRS

De-recognition

_ Existing criteria Exposure Draft

» Aim is to faithfully represent
both:
» the entity’s retained
assets and liabilities; and
» any resulting changes in
its assets and liabilities
related effects on
performance

De-recognition
» Broadly supportive of the proposed approach
» Some expressed the view that de-recognition
should mirror recognition

B FRS
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Measurements

B FRS
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Measurement bases

Measurement bases

Historical cost

Uses information derived from the Uses information that is updated to
transaction or event that created reflect conditions at the
the asset or liability measurement date

Measurement based on:

Market participants’ Entity-specific
assumptions assumptions

« Value in use (assets)
« Fulfilment value
(liabilities)

Fair Value

B FRS




Selecting a measurement basis l

Relevance

Faithful representation

Others

B FRS

Selecting a measurement basis l

Relevance

» Consider information produced
in both statement of financial
position and statement(s) of
financial performance

* How an asset or liability

Others contributes to future cash flows

* Characteristics of asset/liability

* Level of measurement
uncertainty

Faithful representation

B FRS




Selecting a measurement basis

Relevance

Faithful representation

» Free from error # perfectly accurate
* Accounting mismatch

Others

B FRS

Selecting a measurement basis

Relevance

Faithful representation

Others

* Understandability
» Cost constraint

B FRS




What we have heard

Measurement
» Support for mixed measurement approach
and suggested measurement bases
* Some suggested undertaking more research
before issuing Conceptual Framework or to
start a separate research project

f Tentative decisions

» Expand discussion of ED proposals
to provide a clearer link between the
factors to consider and the selection
of a measurement basis

» Continue with mixed measurement

approach j

B FRS
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Reporting financial performance

B FRS
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Presentation in profit or loss o7

This statement is
the primary, but
not the only,
source of
information
about an entity’s
financial
performance in
the period

Statement of profit or loss

20X5 20X4
Revenue from customers 234,439 212,367
Cost of sales (112,764) (106,259)

Taxes (21,546)  (20,587)

Profit (loss) for the year 18,897 16,763

Profit or loss is a
required total
or subtotal
Rebuttable presumption that
income and expenses are
included in profit or loss

B FRS

Presentation in OCI 28

Income and

exponses Statement of comprehensive income
included in
OCI only if 20X5 20X4
that Profit (loss) for the year 18,897 16,763
enhances .
relevance of Currency translation 68 (51)
e ered FV adjustment cash flow hedging (2.764) 6,259
Rebuttable Taxes (215) 87
presumption
that income Other comprehensive income for the year (2,546) 4,253
and expenses y :
included in OCI Total comprehensive income for the year 16,351 21,016
in one period
subs:rientl OCI only for some income and
incl ged .ny expenses from changes in current
Incu ' measures of assets and liabilities
profit or loss
(recycled)

B FRS




What we have heard

Profit or loss and OCI \

Mixed feedback

* Roughly half agreed with description of
statement of profit or loss

» Many disagreed with proposals and stated
proposed guidance is insufficient

* Many disagreed with proposals on use of OCI

* Roughly half agreed that OCI items should be
recycled

* Many would like us to define profit or loss/
financial performance

-

Tentative decisions...
* Confirm the basic
principles
* Remove rebuttable
presumptions
» Carefully select
examples

/
B3 FRS

IFRS Foundation
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Other proposals

B FRS




Other proposals in the ED

Substance
over form

Executory Income &
contracts expenses

Presentation
and
disclosure

Reporting
entity

Capital
maintenance

B FRS

Further information

» Exposure Draft Conceptual Framework for Financial Reporting
http://go.ifrs.org/ED-CF-May2015
» Conceptual Framework website

http://go.ifrs.org/Conceptual-Framework

» Snapshot
http://go.ifrs.org/CFSnapshot2015
* Register for email alerts

http://eifrs.ifrs.org/eifrs/Reqister

B FRS
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IFRS® Foundation

IFRS for
Extractive Activities

IFRS Conference
Nairobi, August 2016

Matt Tilling, IASB Director of Education

The views expressed in this presentation are those of the presenter,

.
notr those of the Ir Accounting Board (the Board) -@ ] FRS
or IFRS Foundation.
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Why undertake this research project?

* IFRSs do not provide specific guidance for extractive
activities
— IFRS 6 is an interim standard
— scope exclusions in other standards
— no specific disclosure requirements

» Some question the relevance of existing accounting
and disclosure practices

Accounting and disclosure practices often vary

by industry, by jurisdiction, and by company size

B FRS




Key research questions

* What should be the scope of a future IFRS?

* How should mineral and oil & gas reserves and
resources be defined?

* When should an asset relating to mineral and oil &
gas reserves and resources be recognised on the
balance sheet?

* How should this asset be measured?

* What information about mineral and
oil & gas reserves and resources should be
disclosed in the financial report?

B FRS

Scope

* Discussion paper proposes a single model for
mining and oil & gas extractive activities
— main business activities of exploration, evaluation,
development and production are similar
— subject to similar geological, economic and political
risks and uncertainties

B FRS




Reserves definitions

* Definitions key for disclosures
— No existing set of broadly accepted definitions

» Discussion paper proposes

— Oil & gas — PRMS

— Minerals — CRIRSCO template
* Why

— Wide acceptance

— Broad and comprehensive scope
— Broad equivalence between key concepts

B FRS

Definitions

Petroleum (SPE/WPC/AAPG/SPEE 2007) Minerals (CRIRSCO 2006)
PRODUCTION PRODUCTION
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Asset recognition

» Discussion paper proposes that an entity should
account for the minerals or oil & gas property

Initial recognition when acquire legal rights to
explore

Over time this asset is enhanced by
— information from exploration & evaluation activities
— development to access the minerals or oil & gas
— additional rights and approvals

Unit of account
— evolves from an area defined by the exploration

rights (in initial exploration) to the field or mine (in

development) K FRS

Asset measurement .

» Historical cost is verifiable but has limited relevance
to users

— no correlation between finding & development costs

incurred and future cash flows that will be generated

« Fair value requires too many subjective assumptions
and estimates to be useful or comparable

* Discussion paper proposes measuring at historical
cost
— neither cost or fair value provide significant benefit to
users
— historical cost measurement is less costly for

preparers B FRS




Disclosure .

* Reserves
— Quantities: proved and probable, changes
— Disaggregate by risk: commodity, geography
— Key inputs: assumptions, sensitivities
— Value?

 Financial
— Revenue by commodity
— Exploration, development and production costs

B FRS

Disclosure .
10

* Publish What You Pay (PWYP)

— PWYP are concerned that resource wealth is not
benefiting citizens of many resource-rich developing
countries

— Intended to complement EITI (“publish what you
earn”)

— Disclosure of country-specific information including
information on payments to governments

— How useful is that information to investors and
lenders?

— investment and reputational risk evaluations

B FRS




Disclosure considerations

* If included in an IFRS, the disclosures will have to
be audited
— Do auditors have the knowledge?
— What will it cost?
— Can filing deadlines be met?

« If disclosures are not in an IFRS, how can they be
mandatory on a global basis?

* Publish What You Pay
— Do such disclosures have a place in financial
reports?
— Preparation and audit concerns

B FRS

Status of extractive activities project

g s0uy2010 g X2
Public
Discussion Public Public consultation
[T consultation boarq
(project team discussions
views only) Public board
discussions
Agenda Agenda

consultation decision

A\ 7\

Additional input from:
Advisory council, working group, analysts, preparers, technical experts,

local standard setters, regulators and political groups.

B FRS
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IFRIC 20 Stripping costs in the

production phase of a surface mine

B FRS
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Why the need for an interpretation?

Diversity in existing practice
* US GAAP: variable production cost

+ Canadian GAAP: variable production costs, but may be
capitalised if a ‘betterment’ exists

* IFRS:

— No specific guidance
— excluded from relevant standards
— diversity of practices

— ‘Strip ratio approach’ is common:
— life-of-mine strip ratio
— ‘normal’ levels of stripping costs: current period operating

costs

— ‘excess’ stripping costs: capitalised and amortised over

remaining life of mine |FRS




Scope

* Waste removal costs incurred in:
— Surface mining
— Production phase

* Does not address:
— Underground mining
— Application to oil sands extraction
— Pre-production stripping

B FRS

Asset recognition

» Two potential benefits from stripping activity:
— Production of usable ore (inventory)
— Improved access to ore that will be mined in future

» Ore produced accounted for in accordance with IAS
2 Inventories

 Benefit of improved access recognised as an asset
if:
— Probable future economic benefits
— Can identify component of ore body for which access
improved
— Costs can be measured reliably

« ‘Stripping activity asset’ is part of an existing asset

B FRS




Initial measurement

« Stripping activity asset measured at cost:
— Directly incurred costs
— Allocation of attributable overheads

* Measure cost directly if separately identifiable from
cost of inventory
* If cost not separately identifiable, allocate stripping

costs using relevant production measure
— Don'’t allocate using sales values

B FRS

Subsequent measurement

* Measure stripping activity asset consistently with
larger asset of which it is a part
— Cost, or revalued amount
— less depreciation / amortisation
— less impairment

» Depreciate / amortise over component of ore body
for which access was improved

B FRS




Transition and effective date l

» Apply to stripping costs incurred on or after
beginning of earliest period presented

» Opening balances to be linked to components of ore
for which access was improved
— If no such ore remains / can be identified, write off
against opening retained earnings

B FRS

IFRS Foundation

Other topics

B FRS
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Other topics

* IFRS 11 Joint Arrangements
* Leases
* Revenue

B FRS

IFRS 11—assessments required

JOINT CONTROL No

Outside the
scope of IFRS 11

Do all the parties, or a group of

1st

assessment

the parties, have joint control
of the arrangement?

Classification of the . .
JOINT ARRANGEMENT Joint Operation

Analysis of the parties’ rights
and obligations arising from
the arrangement

2nd
assessment

Joint Venture

B FRS




IFRS 11—assessing joint control

Does the contractual arrangement
give all the parties, or a group of the QOutside the
parties, control of the arrangement scope of IFRS 11
collectively?

Do decisions about the
relevant activities require the unanimous .
consent of all the parties, or of a group of Outside the
the parties, that collectively control the scope of IFRS 11
arrangement?

Yes

The arrangement is jointly controlled

the arrangement is a joint arrangement. I FRS

IFRS 11—assessing classification of the
arrangements

Not structured through a Structured through a
separate vehicle * separate vehicle *

s Assessment
of the parties’
Assess the parties’ rights and obligations rights and
arising from the arrangement by considering: obligations
(a) the legal form of the separate vehicle
(b) the terms of the contractual arrangement,
and, if relevant,
(c) other facts and circumstances
Parties have rights to the assets Parties have rights
and obligations for the liabilities to the net assets
Joint operation Joint venture
Accounting
=~ o reflects
the parties’
Accounting for assets, liabilities, revenues and Accounting for an rights and
expenses in accordance with the contractual investment using the bligati
arrangements equity method obliga |0n IFR .
(*): A separate vehicle is a separately identifiable financial structure, including separate legal entities or entities recognised by S

statute, regardless of whether those entities have alegal personality.




IFRS 11—assessing the classification
(arrangements structured through a separate vehicle)

Legal form of the Does the legal form of the separate vehicle give the
separate vehicle parties rights to the assets, and obligations for the
liabilities, relating to the arrangement? Yes
l No
Terms of the Do the terms of the contractual arrangement specify
contractual that the parties have rights to the assets, and
arrangement obligations for the liabilities, relating to the Ves Joint
arrangement? Operation
| o
Other facts and Have the parties designed the arrangement so that
circumstances a) its activities primarily aim to provide the parties with

an output (ie the parties have rights to substantially

all the economic benefits of the assets held in the Yes
separate vehicle) and

(b) it depends on the parties on a continuous basis for

settling the liabilities relating to the activity conducted
through the arrangement?

Joint Vintu’r\l: ‘ I F RS

Leases—Definition of a lease

— Fulfilment depends on identifiable asset
— Right to control use of underlying asset
* Notion of control changed
— Update to ‘direct the use’ and receive benefits
— Change from IFRIC 4/ED - if entity obtains
substantially all output # control

B FRS




Leases—Industry issues

» Scope: What is a lease, what is a service?
— Tolling arrangements
— Drilling rig contracts
— Pipelines

* Recognition and measurement
— Contingent consideration (variable
payments/receivable)
— No change for embedded derivatives

B FRS

Revenue—industry issues

» Scope: What is a customer?
— Underlift and overlift
— Production sharing contracts

» Recognition and measurement
— Provisional pricing
— Take or pay contracts

B FRS
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OIl &
Gas

Sector

Oil & Gas value chain

4 NS Y JooTTTTT T Ry ~
:, il | 1 :
II [ 1 1
i | i :
At H w-—w " i IS i
il " i i

1 . . . .
Upstream :: Midstream H Downstream H Oil Field Services !
Comprises exploration and :: Involves storage and 1l Involves refining, processing " Includes companies involved |
production (E&P) of .: transportation from exploratory :: and marketing, after the ” in the operation, manuf_acture :
etroleum crude oil and 11 wells to storage terminals. 11 production phase, throughto 11 and provision of services
P 1 i ; 1l in— i
natural gas I 1 the point of sale. 11 across the value chain—at |
. : Ao AN A various levels of complexity.
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Oil & Gas value chain
& Uiz

Central

@ Distribution & Residential
Processing, End-Use Consumers
Storage =
—
Field Processing,
Gathering Systems Pipeline Transport

On-shore Wells

LNG Transport

Industrial Consumers

Electric Utility
Consumers
ﬁé)ilfield Services
Oil & Gas value chain
INDIRECT SERVICES
Emergency Services * Mostly available and well serviced in KE

* Not very specialized but requires some

Communications ~ Hotel/Accom. Fuel expertise

* Need to improve standards

> JAC Some i i
g;islgv:“e , . Camps/Accom. «  Some investment required ()
earanc .

IT Services
Catering A ) DIRECT SERVICES
FPSO/MWellhead / *  More specialized
Medical +  Stringent compliance to safety and
operational standards
Requires significant investment ($5)
Transport +  Not widely available in KE

HR

Well Seismic

Em;-:‘ - Services Services Personnel .
Supplies -

Rig
Hire

Feed

Telecoms Security

Tangibles

SPECIALIST SERVICES
ULathErd Crane Hire . H\p:hiy specialized .
) *  Strictest standards for operations
and safety
»  (Critical services (mistakes ground
Freight Forwarding Facilities operations and increase losses
Management exponential)
Waste Management *  Heavy investment in service
provision + R&D ($$5)
*  Notavailable in KE

Training General Trades.

Source: Kenya Extractive Industries Development Programme, Extractives Industry Local Content Early Gap Analysis: Summary Report, September 2015
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Upstream Oil & Gas in Kenva . o

= Kenya has four (4) petroleum exploration basin:

— Lamu
— Anza
— Mandera

— Tertiary Rift

= 46 petroleum exploration blocks currently

— Based on geological potential to find oil

— Licensed under PSCs

— 44 licensed blocks

— 23 operators

— 9 relinquished blocks to be gazetted
= Seventy four (74) wells drilled to date

— One additional well (Cheptuket) in 2016 with active o

petroleum system

— Nine (9) of which are in Turkana County
— Others are offshore Lamu and Northeastern Kenya

= Currently debating the midstream options for route-to-market

kPmG

Twelve (12) hydrocarbon discoveries to date G

Tanzania

-

- =
=] B
=2

-

= ||
- =

Source: National Oil Corporation of Kenya

Most projects are in the exploration stage

Exploration

= Conducting seismic
surveys

Analysing seismic data
Determination of
prospective areas
Conducting exploration
drilling

Appraisal of oilfields
Determination of
commerciality

- Tullow/Africa Oil/Maersk
Qil is furthest along

- Pancontinental - Mbawa

- Africa Oil - Sala

- BG - Sunbird

- Other operators
conducting early
exploration

.

Decommissioning

Production /Abandonment

Development

= Production of oil from
wells to platform
gathering facilities

Field development
studies

Analysis of most cost
effective development
and production
methods

Construction of
facilities - production,
partial process,
transport to market

= Decommissioning of
used installations
and/or pipelines

= Removal of waste
matter from sea bed

= Environmental
monitoring of area




For most projects, positive cash flow is

O tmainAaA Lk |latApr

@ Government Capex E E
B Contractor Capex . -
250 | WGovernment Take H H
B Profit Oil .
OCost Oil :
200 4 @ Total Opex :
150 5
100
50 .
(50)
(100) T
(150) : :
Exploration +  Development | Production (with decommissioning at the end)
200
(200) Year

Source: Kenya Extractive Industries Development Programme, Extractives Industry Local Content Early Gap Analysis: Summary Report, September 2015
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Oil & Gas upstream regulation basics

| TYPES OF LICENSING ARRANGMENTS
1
: Contract
| License agreements agreements Other
|
1 Tax and royalty - PSAs or PSCs Hybrids
Petroleum Primary +Subsidiar -
Legislation | - ’
1 Concessions Service Farm-in
- Contracts agreements
1 L )
r—
1 Participation
. - Agreements
Licensing Arrangements 1 (IVs)
. N—r
1 Can be issued:
- *  Exclusively
. «  Non-exclusively

kPmG 10




Features of the model PSC

o
OO

Contractors are
onsible for
ons through

programs Government retains title to the petroleum

on behalf of the Kenyan people

Contractors finance all
s at their own

risk

Government may
choose to participate
ollowing a

commercial discovery

ki .

Features of the model PSC

Production
A4 \ 4
Cost Qil Profit Qil
Contractor’s share Profit tax Government’s share
Total contractor’s share Total government’s share
Other fees:
Important notes: »  Signing bonuses
* No royalties » Bid round fees
*  Some tax paid contracts » Datafees
»  Ceilings for cost recovery » Surface rental fees
* Ring fencing » Training fees
«  Government participation will usually be included (10% - 20%) * Milestone fees (e.g.
+  DROP method to calculate apportionment of profit oil (discussions to use R Factor) declaration of commerciality,
etc.)

ki z




Other things to note about the petroleum
Ay

developed network of storage and
products pipeline

Products are imported via the port of

Mombasa to: KPC Kisumu
PS5 RMS,AGO,JE
- Kenya Petroleum Refineries Tikero
Limited (KPRL) which also
stopped processing crude in
late 2013
- Kenya Pipeline Company (KPC)
Nairobi airport |

- Privately owned storage JET AL

Transportation via pipeline road and
railway for deliveries to various depots at
the Port and inland

Geographical expansion feasibility study
has just been undertaken by KPC

Energy Regulatory Commission (ERC)

regulates downstream petroleum including e

KPC Eldoret -

PMS,RMS,AGO,IE

Tkero —>  iain Fipeline
—  Awiliary pipelines

~*  Road/Rail transport

i LocalfExport
ﬂ KB Nzkury loading Points
—
[PMIS,RMS, AGO,JET/
Kero
Nairohi Depats
Terminal{PMs, RMS,
0, Kero, FO,LPG)
'?G_ . Kerg, FoAPe) MOl airport
KPC Nairobi JET A

(PMS,RMS,AG0,JE
T, Kero]

aspects of midstream Tans

kPmG

Kipevu Ofl Termina|

‘shimanzi 0il Terminal(50T)
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Mining sector has an extended asset life

D\ IAII\

Asset Market entry Exploration Evaluation Development Production Closure
life cycle 1-2 years! 2-10years! 3-6 years! 1-3 years! 10-50 years® 1-10 years!

Commercial exploitation
begins

Level of activity

Evaluate country risks and Permit and licence applications plant

market opporturities

Preliminary Economic

Assessment (PEA)

Prospecting rights ™, Construrtion of Closure of mine and

* infrastructure and

spplication plant

Competent persons

plant

Design and Search | Ongoing rehabilitation
mplement marke explttable resourcs

strategy

Banksble feasibilty study

(BES)

Pre-fasibility study

Time
Note: (1) Estimated duration of stage in the mining asset life cycle
(2) Reflects key activities only at each stage of the mining asset life cycle

kPmG 15

Mining regulation basics

TYPES OF LICENSING ARRANGMENTS

License agreements Prospecting licenses Mining Licenses

Tax and royalty — Mining location Mining lease

Mining Primary +Subsidiary
Legislation

Exclusive
—| prospective
license

\ J

Special mining
lease

)
Special
- prospecting
license

Licensing Arrangements

—

« Other licenses include mining dealers’ license and related exporters’
permits
« Prospecting rights can be issued non-exclusively

e o n mm e s n R s o R o A R o s s
\
J
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Fiscal terms in mining

Production

y

Company Share of Revenue Royalties to GoK

l

Profit taxes

Total contractor’s share Total government’s share
Important notes: Other fees:
* Royalties on minerals under 1940 act under a set of different regulations «  Signing bonuses
« Taxation not mentioned in the new law but assumed under the purview of the tax * Data fees
regulator * Surface rental fees
« New laws focusing on revising royalties rates to be more competitive « Training fees
« Stability and predictability are a major focus of the fiscal regime * Milestone fees (e.g.
declaration of commerciality,
etc.)

ki g

Mining In Kenya
= Kenya’s mining sector contributes ~ 0.4% of GDP
= Minerals under exploitation include:
- Mineral sands
Soda ash
- Gold

Fluorspar
- Diatomite
- Salt

- Gemstones

Mineral sands and soda ash are the country’s top earners
and accounting for the already limited export revenue

Artisanal mining contributes to the economy but not
recognized by law or in productivity of the sector

Significant investment expected in gold mining in the next few
years

Mining cadastre accessible online with information on
licenses and exploration activity taking place across the
country

= New Mining Bill, 2014 awaiting approval by Senate Source: Ministry of Mining Kenya

ki @




Most projects in Kenya are in early stages
life cycle :| 1-2 years! 2-10 yearst 3-6 years! 1-3 years! 3 10-50 years! 1-10years!

Commeffial exploitation

begins 3

Commercal explitaton

ends

Removal of overburden and wast,

Level of activity

and plant commissioning

Expansion of mine and

Evaluate country risks and Permit and licence applications plant

market opportunities

Preliminary Econom]

Assessment (PEA) . H
Prospecting rights Constrfetion of H Closure of mine and
application Gompetent persons * infrasigture and H plant
: report plant 3 H
Design and Search for commerciall g : H Ongoing rehabilation
implement market exploitable resources : H
strategy : H
ey sy i i
- Gold in western and northern parts - Mineral sands Time
- Coal in eastern parts : - Sodaash
- Specialty minerals - Gold H
: - Diatomite :
i - Fluorspar :
I -Salt H
Note: (1) Estimated duration of siage i the mining asset ife cycle : H
(2) Reflects key activites only at each stage of the mining asset lf cycle i - Gemstones : 19

Other things to note about the mining

@t d gas, exploration is driven by prospectivity as
mapped out by geological data

- Data on geological potential of Kenya remains a
challenge

- Not surprisingly, Kenya is underexplored and
expenditure in mining is relatively low

- Many licenses have no activity

= Value chain will differ slightly from mineral to mineral e.g. gold
vs. mineral sands, but essentially it has the same cycle from
exploration to closure/decommissioning

- Heavy reliance on infrastructure for route-to-market

- Water and energy are key resources to make
operations viable

= Cash profile of the mining sector not very different from that of
upstream oil and gas

- Upfront investment in exploration is very high risk

- Recovery based on quality and quantity of mineral
deposits discovered

ki &
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Contents — IFRS 6

Objective and Scope

Recognition and measurement of exploration and evaluation
assets

Impairment

Disclosures, Q&A

kPmG
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Scope

* The scope of IFRS 6 Exploration for and Evaluation of Mineral Resources is limited to the
recognition, measurement and disclosure of expenditure incurred in the phase covering the E&E
of mineral resources.

» Although the term used is ‘mineral resources’, the definitions in IFRS 6 clarify that this extends to
cover minerals, oil, natural gas and other similar non-regenerative resources meaning that it
applies across the extractives industry sector

— The limitation of scope to cover the exploration and evaluation phase means that IFRS 6 does
not apply to expenditure incurred:

» Inthe previous prospecting phase

» Inall phases after the E&E phase has been completed, including development, production,
closure and rehabilitation.

Overview

» IFRS 6 Exploration for and Evaluation of Mineral Resources has the effect of allowing entities
adopting the standard for the first time to use accounting policies for exploration and evaluation
assets that were applied before adopting IFRSs.

« It also modifies impairment testing of exploration and evaluation assets by introducing different
impairment indicators and allowing the carrying amount to be tested at an aggregate level (not
greater than a segment)




Issue date

IFRS 6 was issued in December 2004 and applies to annual periods beginning on or after 1 January
2006.

Key aspects of IFRS 6

* Applies only to Exploration and Evaluation (E&E) expenditure

« Contains an exemption from certain of the requirements of IFRS, meaning that there are fewer
restrictions placed on what qualifies to be capitalised as an asset (or part of an asset)

« Permits a choice of whether an entity expenses all E&E expenditure as incurred, or capitalizes

that expenditure (in which case there is a choice about how much of that expenditure might be
capitalized)

« Contains certain exemptions from the requirements of IAS 36 Impairment of Assets, for the
purposes of assessing whether E&E expenditure which has been capitalized is impaired.
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IFRS 6 — Recognition and
Measurement of

iFaT2=tiTala M= TaVe

them using either the cost model (CM) or the
(i 8: model (RM) in the appropriate IFRS.

Evaluation

llagil"\ aschtsLa!Eor Mg 0 their M& -.m! lh'casure

AS

C ] 1
If intangible If tangible
(For example, drilling (For example, drilling
right) rigs)
| Apply IAS 38 ‘ ‘ Apply IAS 16 |

+ .

When technical feasibility and commercial viability
are demonstrated, assess for impairment and
reclassify.

29

Meas

urement

» Exploration and evaluation assets shall be measured at cost.

« After recognition, an entity shall apply either the cost model or the revaluation model to the
exploration and evaluation assets. If the revaluation model is applied (either the model in IAS 16
Property, Plant and Equipment or the model in IAS 38) it shall be consistent with the classification

of the assets

30




Impairment

* The exploration and evaluation assets are tested for impairment when facts and circumstances
suggest that the carrying amounts may not be recovered. The assets are also tested for
impairment before reclassification out of exploration and evaluation.

e The impairment is measured, presented and disclosed according to IAS 36, ‘Impairment of
assets’, except that exploration and evaluation assets are allocated to cash-generating units or
groups of cash-generating units no larger than a segment.

Consider the following:
— the right to explore expires and is not expected to be renewed
— no other substantial expenditures are planned for exploration or evaluation in the area

— the entity decides to stop exploration and evaluation activities because viable quantities
have not been found in the area

— although development is likely, the costs capitalized as exploration and evaluation
assets exceed the amounts that are likely to be recovered

Impairment losses are taken to profit or loss — may be reversed

Presentation

» Classification of exploration and evaluation assets

— An entity shall classify exploration and evaluation assets as tangible or intangible according
to the nature of the assets acquired and apply the classification consistently.

* Some exploration and evaluation assets are treated as intangible (e.g. drilling rights), whereas
others are tangible (e.g. vehicles and drilling rigs). To the extent that a tangible asset is
consumed in developing an intangible asset, the amount reflecting that consumption is part of the
cost of the intangible asset.

e However, using a tangible asset to develop an intangible asset does not change a tangible asset
into an intangible asset.




Disclosure

IFRS 6 has an overriding disclosure requirement to include information in the financial statements
that identifies and explains the amounts that have been recognized as exploration and evaluation
assets. Such information should include the entity’s accounting policy for the recognition and
measurement of exploration and evaluation assets.

An entity is also required to identify the amount of assets, liabilities, income and expense arising
from the exploration and evaluation of mineral resources. In relation to the statement of cash flows
the amount of operating and investing cash flows arising from the exploration and evaluation of
mineral resources should be disclosed

Disclosure objective: to identify and explain amounts recognized in the financial statements that
result from exploration and evaluation activities

If classified as PP&E, use IAS 16

If classified as intangible asset, use IAS 38

IFRS 6 - Disclosure

Minimum disclosure:

- Accounting policies for exploration and evaluation expenditures and their capitalization as
assets

- The amount of assets, liabilities, income, expense, and operating and investing cash flows
from exploration and evaluation activities




Discussions
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IFRS 16 Leases:
Overview

Nairobi, Kenya
Darrel Scott, IASB Member
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The views expressed in this presentation are those of the presenter, @
notr ily those of the Ir i Accounting Board or IFRS Foundation.
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New Leases Standard

* IFRS 16 Leases published in January
e 2016

IFRS 16 Leases * replaces IAS 17 and related
interpretations

* changes lessee accounting
substantially

* little change for lessors

EEEIFRS

 Effective date 1 January 2019

 early application permitted (only with application of IFRS 15
Revenue from Contracts with Customers)
B FRS




The need for change

Leases are an important and flexible source of financing—
listed companies using IFRS Standards or US GAAP
estimated to have US$3.3trillion lease commitments

Over 85% of lease commitments on balance

sheet today

Therefore, it is difficult for investors and others to:
» Get accurate picture of entity’s lease assets and liabilities
e Compare companies that lease assets with those that buy

» Estimate the amount of off balance sheet obligations: often
overestimated

B3(FRS

The need for change
Currently a lack of information

* 6 retail chains that ultimately went into liquidation

Retailer Off balance sheet leases | On balance | Discounted leases
sheet debt! | as multiple of debt?

Borders (US) $2,796M $2,152M $379M 5.68
Circuit City (US) $4,537M $3,293M $50M 65.86
Clinton Cards (UK) £652M £525M £58M 9.05
HMV (UK) £1,016M £809M £115M 7.03
Praktiker (DEU) €2,268M €1,776M €481M 3.69
Woolworths (UK) £2,432M £1,602M £147M 10.90

1 Based on averaged published financial statement data available for 5 years before company entered Chapter 11 (US), liquidation (UK) or bankruptcy (DEU).
2 Estimated using (i) a discount rate of 5% and (i) estimated average lease terms based on the
information disclosed in the financial statements.

3 Off balance sheet leases (discounted) as a multiple of on balance sheet debt | F RS'




IFRS® Foundation

The Changes

B3(FRS

Copyright © IFRS Foundation. All rights reserved

What's changed for lessors & lessees?

Changes to lessor accounting

» Substantially carry forward IAS 17 accounting requirements;
some additional disclosure requirements

Changes to Lessee accounting

» Former operating leases capitalised. All' leases accounted
for similarly to today’s finance leases

Balance Sheet Income statement | Cash flow statement

1 Leased assets 8 Operating expense ¥ Operating flows
% Financial Liabilittes  # Finance cost % Financing flows
§ Equity

1 Exemptions for short-term leases and leases of low-value assets

B3(FRS




Definition of a lease

 Similar to previous definition, changed guidance on control

» Control = directing the use and obtaining the benefits from
use

* Based on control of the use of an identified asset

Who controls the use of the asset?
Customer —) Lease

Supplier | —
» Separate services provided with leases
» Separate using available information (including estimates)
e Option to not separate components
BE3(FRS

Service

Lessee Accounting
Balance sheet: what’s included?

* Increase in lease assets and financial liabilities—all leases
reported on balance sheet (other than short-term leases and
leases of low-value assets)

Included in lease liabilities:

~ (including ‘ Fixed payments (including inflation-
inflation-linked linked payments)
payments) 2 ional i :
rp— = Optional payments if lessee is
p : g|:> reasonably certain to extend beyond
SEVALIAE 2 non-cancellable period
(reasonably a :
certain) Expected amount of residual value

: guarantees
Residual value

guarantee

B3(FRS




Lessee Accounting
Right-of-use model

* A lease conveys the right to use an asset for a period of time
in exchange for cash payments

» Lessee reports lease assets and liabilities on balance sheet,
except for short-term and for low-value asset leases, at
present value of future lease payments

» Discount rate: the rate implicit in the lease, or, if rate implicit
not available, lessee’s incremental borrowing rate

» Exclude variable payments and most optional payments
« Portfolio application, simplified reassessment

B3(FRS

Lessee Accounting

Balance sheet: what's excluded?

Leases of low-
value assets

Short-term leases

Variable lease
payments linked
to sales or use

Optional
payments (not
reasonably certain)

=

Not required to be included in lease

liabilities

Excluded from lease liabilities

B3(FRS




Lessee Accounting
Optional recognition exemptions

¢ Short-term leases
* Leases with lease term <12 months

* Low-value asset leases
» Leased assets in order of magnitude of <$5,000
« Examples: laptops, office furniture, mobile phones

B3(FRS

Lessee Accounting
Initial measurement

: Lease
Right of use liability
asset

(present value
of lease

(at cost)
payments)

B3(FRS
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Lessee Accounting
Right-of-use asset

Initially measure equal to lease liability, adjusted for:

t Prepayments

Initial direct costs

B3(FRS

Lessee Accounting
Initial measurement

» Assets and liabilities measured on a present value basis

* Lease payments

» Those payable during non-cancellable period plus optional
periods that the lessee is reasonably certain to exercise

¢ Include fixed payments and inflation-linked payments

» Exclude variable payments linked to future sales or use
 Discount rate

» Rate in the contract or lessee’s incremental borrowing rate

B3(FRS




Lessee Accounting
Subsequent measurement 15

» Right of Use (ROU) Asset
» Balance sheet presentation separately as an asset
» Depreciated over the life of the lease
» Depreciation carried in profit and loss
» Reassessed for impairment
* Liability
» Balance sheet presentation separately as a liability

* Interest expense (discount unwind) through profit and loss as
interest

» Simplified reassessment

B3(FRS

Lessee Accounting
Presentation 16

Balance sheet

* ROU assets together with PPE or as own line item

* Lease liabilities in accordance with IAS 1

Income statement

» Depreciation of all leased assets

* Interest expense for all lease liabilities

Cash flow statement

 Principal within financing activities

* Interest within either operating or financing activities (IAS 7
option)

B3(FRS




Subleases, Sale and leaseback o

¢ Subleases—Intermediate lessor

» Account for head lease and sublease as two separate
contracts

 Classify a sublease with reference to the ROU asset arising
from the head lease

e Should not offset lease assets and liabilities, or income and
expenses, unless meets existing IFRS guidance for offsetting

» Sale and leaseback transactions
e Sale must meet the requirements in IFRS 15
» Seller/lessee recognises only gain related to rights transferred
» Adjustment made for off market terms

B3(FRS

Lessor Accounting 18

* In essence, no change to lessor accounting in IAS 17
» Feedback on 2013 ED

e Lessor accounting in IAS 17 is not broken

e Concerns about cost and complexity
* IFRS 16: enhanced disclosures

+ Information about the residual value risk

» Operating leases: separate disclosures for leased assets and
assets used by a lessor for other than leasing

B3(FRS




Lessee Accounting
Disclosure

» Breakdown of lease costs
» Total lease cash flows

» Maturity analysis of
undiscounted
commitments

 Information about ROU
assets by major class of
leased asset

Quantitative disclosures Entity-specific information

Additional information, if
relevant

Extension and termination
options

Variable lease payments
Residual value guarantees
Sale and leaseback

B3(FRS

Transition
Former operating leases

Fully retrospective
approach

In accordance with IAS 8:
- Restate as if IFRS 16 always applied
- Provide line by line comparison disclosure

Do not restate comparatives
- Adjust opening retained earnings
- Provide additional transition disclosure

Cumulative catch- @ Optional practical expedients:
up approach Do not transition if ending <12 months
Simplified asset measurement
Onerous lease provisions
Portfolio application
Use of hindsight




Transition
Other issues

 Definition of a lease — optional practical expedient:
* Not required to reassess contracts applying IFRS 16:
* transition ongoing operating leases to IFRS 16

* apply new definition requirements only to new contracts
entered into after the date of initial application

» Subleases

e Lessors must reassess classification of subleases
» Sale and leaseback transactions

e Do not reassess whether a sale occurred

¢ Transition the leaseback like any other lease

B3(FRS

IFRS® Foundation

Who will be affected?

B3(FRS
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Lessee—who will be affected?

% of IFRS/US GAAP listed entities » Off-balance-sheet lease
reporting material off balance sheet leases financing numbers

North America 6295 Substantial
» About 50% of listed

Europe 47% :
; - . companies report

FEE PREIE 43%  material off balance sheet
Africa / Middle East 23% leases

Latin America and Caribbean 23% * Use of off balance sheet
Future minimum payments for US$2.otl leases is highly

off balance sheet leases! ' concentrated

PV future minimum payments

for off balance sheet leases? Us$2.21]
e i AR IFRS

IFRS® Foundation

Key benefits

B3(FRS
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Key benefits of IFRS 16 !

Greater transparency about financial leverage and capital
employed

More level playing field for all market participants

Reduce the need to make adjustments and to provide ‘non-
GAAP’ information

* Improve comparability between those who lease and those
who borrow to buy

Facilitate better capital allocation by enabling better credit and

investment decision-making by both investors and companies

B3(FRS

Further information l

* Leases website
http://www.ifrs.org/Current-Projects/IASB-Projects/Leases

 Effects analysis
http://go.ifrs.org/L eases/effects-analysis

» Project summary and feedback statement
http://go.ifrs.org/Leases/project-summary

* Register for email alerts
http://eifrs.ifrs.org/eifrs/Reqister

B3(FRS
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Contact us

Keep up to date

£ @IFRSFoundation

M IFRS-Foundation, IASB
go.ifrs.org/lemail-alerts
B IFRS Foundation

Comment on our work
@ go.ifrs.org/comment

Join the organisation, and help shape the future of financial reporting
go.ifrs.orglcareers
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[FRS 16 — An Overview
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Quotable Quote

Change s the law of hfe.
And those who look only to

the past or present are certan

: ]
lo mass the future. p

~ John F Kennedy 4




An Overview...

On 13 January 2016, the International
Accounting Standards Board (“IASB”)
issued a new standard - IFRS 16: Leases,
thereby realising its long-standing goal
of ensuring that entities that engage in
lease transactions present more
transparent balance sheets by providing

relevant information in a manner that

faithfully represents the transactions.

IFRS 16 sets out the principles for the
recognition, measurement, presentation
and disclosure of lease transactions and
replaces the following standards and
interpretations:

IAS 17 Leases

IFRIC 4 Determining whether an
Arrangement contains a Lease

SIC-15 Operating Leases - Incentives

SIC-27 Evaluating the Substance of
Transactions Involving the Legal Form
of a Lease

The $3 trillion standard

“One of my great
ambitions before I die is
to fly in an aircraft that
is on an airline’s
balance sheet...”

Sir David Tweedie
(Former IASB Chairman)
April 2008

“Listed companies are
estimated to have US$3.3
trillion of lease
commitments, over 85%
of which do not appear
on their balance
sheets...”

Hans Hoogervorst
(IASB Chairman)
January 2016




Why is this important?

Increased

= Most companies lease assets and there is judgement!
aradical overhaul of lessee accounting.

» Under IFRS 16, both operating and
finance leases will be on balance sheet.

= On/off-balance sheet test for leases will
be based on whether the contract meets
the definition of a lease.

» Significant changes in key reporting
metrics.

= Stakeholders/investors will want to
understand the impact on their
businesses.

Impact on financial ratios

Profit/loss Balance sheet Ratios

EPS Net assets Interest cover
(in early years) Asset turnover

f EBITDA Total assets Gearing




Industry specific 1ssues

Potential industry impact

Retail & Consumer products

Industry impact

Level of effort to comply




Lessees face major changes

Leases on balance sheet

Balance sheet P&L
Asset Lease expense

= 'Right-of-use’ of underlying asset Depreciation

Liability + Interest

= Obligation to make lease payments = Front-loaded total lease
/ U

Improved comparability between companies that lease and
companies that borrow to buy assets.

11

Impact on balance sheet over lease period

Companies with operating
leases will appear to be
more asset-rich, but also
more heavily indebted

B Asset ® | jability




Impact on profit/ loss

Total lease expense will
be front-loaded even
when cash rentals are
constant

M Depreciation ™ |nterest
-- Cash rental payments

13

Additional factors to be considered by lessee

Comparability Significance of —
of information change in Availability of

and investor accounting : historic_al
perceptions information

Implementation Profit going
costs forward

Contract structure
Systems and and volume of
processes contracts

Disclosure
requirements

Competitors




Implementation considerations

Why is this important? ;ﬁi
%ﬂﬁ_

= Multiple transition options are available. T
» The choice of transition option impacts: {@l “*H—J‘
- d " [

— Opening balance sheet. LJC

— Income statements in subsequent years. >H=J=-=L

— Information required. {Lﬁ

— Implementation costs. i
= An early decision is key to a successful implementation project!!! l




Effective date

=)

Effective date

Annual report

IFRS 16 issued 1 January 2019 31 December 2019
O——O——O0——0— o
2016 2017 2018 2019 Mar Sep Dec

‘ , | |
|
Z Early adoption permitted if applying IFRS 15 Interim report
17
Transition options
Approach 2018 2019 Date of equity adjustment
Full retrospective (no IFRS 16 IFRS 16 1 January 2018
practical expedients)
Modified retrospective
(with practical IAS 17/IFRIC 4 IFRS 16 1 January 2019
expedients)

Full retrospective: parallel systems for 2018.

Modified retrospective approach: additional disclosure.




Applying the new standard

Apply the new definition to all
contracts (Retrospectively to
all accounting periods)

OR

Grandfather existing contracts
and apply the new definition
only to new contracts
(Practical expedient)

Cost Comparability

* *
$ @

19

Implementation and transition

Preparing for an accounting change of
this magnitude presents a considerable
challenge.

Understanding how the new standard
will affect your company is critical. All
companies with significant leasing
activities should review the new
standard and begin thinking about the
implications now.

Starting early is the best way to reduce
the overall cost of implementation, avoid
unwanted surprises and costly
mistakes.

20




IFRS 16 implementation solutions

Accounting, tax and reporting Systems and processes
®  Perform readiness assessment. ® IT systems, processes and controls.
. ]

Accounting impact assessment on general New processes for identifying contracts with

business e.g. regulatory capital, debt covenants, ?ROJECr leases.

etc., ®  Historical data and gap analysis for existing
®  Update of accounting policies and disclosures. lease contract.
™ Assess the tax impact. & "' Lease procurement and negotiations.

e?o b@
lu(‘
|
- /'; .

Business % // y People and change
" Communication of impact to stakeholders. "%h . _d / \ Build awareness of scale of change in lease
®  Evaluate business models and existing lease contracts.

contracts. // B Perform skills 1t, training develop
®  Key financial metrics MA NA G E’N‘_-.E““ and execution.
®  Implementation cost and complexity. " Technical IFRS 16 training sessions.

.

Support or create project teams.

Discussion...




Next steps...

Initial discussion points
= Discuss initial thoughts on the expected impact of IFRS 16.
= Highlight non-accounting areas potentially affected.

= Start reviewing existing lease contracts and inform suppliers (i.e.
lessors) of impact of IFRS 16.

= Planned communications with external stakeholders, where relevant.

Next steps

Start impact Early Transition
assessment adoption? approach?

23

Key points to remember

= New leases standard will impact most e o \,
companies. | 4 \

= Assessing whether there is a lease can be " ' ‘
very judgemental.

= There are optional exceptions for short-term
leases and leases of low value items.

» [FRS 16 improves comparability between
companies that lease and companies that
borrow to buy assets.

= Multiple transition options are available.

» Process of assessing impact should start
now.

24




Discussion...

Thank you!

Presenter’s contact details:

Agnes Lutukai
Head, Department of Professional Practice,
West Africa

KPMG Professional Services
KPMG Tower

Bishop Aboyade Cole Street
Victoria Island

Lagos

Tel: 01-2718964
agnes.lutukai@ng.kpmg.com







Implementing IFRS 16 - Leases

1. Planning for IFRS 16
Implementation

2. Specific Issues for different sectors

3. Activities by various stakeholders in
terms of supporting implementation

of IFRS 16

PAFA I CPAK

1. Planning for IFRS 16

IFRS 16 was issued in January this year
(2016) and is effective from January 2019, so
no entity has applied. Yet to discuss with
various stakeholders on potential impact of
the standard but some issues that may arise
are as follows especially for LESSEES:

PAFA I CPAK




1. Planning for IFRS 16

1. Accounting systems (Processes and
records) will need to be revised to enable
proper preparation of financial reports,
mainly to comply with on-balance sheet
treatment of previous operating leases.

AFA X CPAK

l)

1. Planning for IFRS 9

2. Training is required so that accountants
identify potential problems and gaps that may
make it difficult to implement IFRS 16 for
lessees. For example valuation issues and
thresholds for assets treated previously as
operating leases and now required to be
treated as finance leases. This includes
transition.

Q TN
PAFA J CPAK




1. Planning for IFRS 9

3. Some issues still rise that require judgment
like the lease period.

4. The need to link IFRS 16 with other
important standards like IFRS 15 (Dealers in
lease assets) and IFRS 9 (finance lease
obligations).

PAFA I CPAK

1. Planning for IFRS 9 .

5. IFRS 16 may impact on practical issues on
disclosures and taxes.




2. Specific Sector Issues

1. Non Financial entities

There could be a major impact on reporting
especially where such entities are using
leases to finance substantial portions of
their assets and issues of transioning.

PAFA I CPAK
2. Specific Sector Issues .

2. Financial Entities — Banks

Most banks are lessors and hence no
significant impact on their financial. However,
those banks that have been using operating
leases may need to transition to finance leases,
hence may increase liabilities in their balance
sheet. An Indirect effect on risk measures and
may also increase the interest expense.

PAFA I CPAK




2. Specific Sector Issues .

2. Financial Entities — Pension Firms

Most pension firms would be classified as
lessors hence minimal impact expected here,
unless some assets that are under operating
leases and need to be classified as finance
leases.

Eabo P<LAk
2. Specific Sector Issues

2. Financial Entities — Insurance Co.s

Mostly lessors, but if having operating leases,
then the leases may need to be reclassified into
finance, hence increasing liabilities.




2. Specific Sector Issues
2. Financial Entities — Investment co.s

Mostly lessor, so less effect on finacials.

@ T
PAFA I CPAK
3. What is being done to prepare

1. ICPAK has several IFRS workshops,
nearly every month and some sessions
cover Leases. These sessions are also
customized for specific sectors. ICPAK
also has inhouse trainings for companies
that have specific issues in accounting for
leases and other assets. In addition we
have the Financial Reporting Excellence
awards.

PAFA I CPAR

e 2




3. What is being done to prepare

2. KASNEB/ACCA, curriculum also provides
avenues for examining current issues such
as the new accounting standard for leases in
the accounting exams.

3. Audit firms also have sessions for training
and materials in these areas.

PAEA I CPAK
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International Financial
Reporting Standards
Conference

IFRS regulatory issues

August 2016

Why are we discussing this topic?

m To obtain an understanding of regulatory |
perspective on the application of IFRS

m Practical application can be complex

KPMG




Agenda

What to expect from the session
* Approach to regulating IFRS

* Collaboration with the
regulators/ICPAK

» Specific issues identified

Approach to regulating IFRS

What are the advantages of converting to IFRS:
Businesses present financial statements on same basis as its
foreign competitors
Makes comparisons easier
Companies with subsidiaries in countries that permit IFRS use one
accounting language company-wide
Companies may need to convert to IFRS if they are a subsidiary of a
foreign company that must use IFRS
Companies may also benefit by using IFRS if they wish to raise
capital abroad

Facilitates Good Governance & accountability

KPMG




Approach to regulating IFRS

All the countries within the East Africa region have adopted IFRS
The local institutes are mandated to oversee the implementation of
IFRS in the respective countries

Through the Council, the Institute has delegated this role to the
Professional Standards Committee (PSC) to provide guidance on
the implementation of IFRS

The PSC collaborates with the regulators, practioners and preparers

of the financial statements to harmonise the application of IFRSs

LT ; < 5
KPVIG 72 S aniy.

ICPAK Collaboration with

requlators

The main regulations we see in the market are:
The Capital Markets Authority
Central Banks
Insurance Regulatory Authority
SASRA
Revenue Authorities
Companies Act
Competition Authority

Unclaimed Financial Assets Authority

( I ‘ T K 6
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ICPAK Collaboration with regulators

Areas of collaboration:
Review of exposure drafts and making comments on areas that may
conflict with regulations
IFRS trainings/workshops
Lobbying for specific matters on regulations especially taxes
Joint conferences with the regulators
IFRS technical guidance

Awareness conferences/meetings

KPMG

Specific issues identified —

Central Banks

Central Banks
Central Banks requires impairment losses to be determined
based on a set % of loans balances having certain characteristics
e.g. age rather than actual incurred losses
In addition banks are required to suspend interest on non
performing accounts
The aggressive approach to impairment in some instances results
in impairment losses in excess of incurred losses as determined
under IFRS
The approach adopted by the Central Banks is not permissible
under IFRS

KPMG




Specific issues identified —

Central Banks (Cont

Central Banks (continued)
Banks therefore reports the impairment losses under IFRS
To comply with Central Bank requirements, any excess impairment
above the amount determined under IFRS is recognized by
transferring amounts from retained earnings to a separate category of
equity — Credit risk reserve
The same approach noted above applies to SASRA
In Tanzania, Quarterly Financial Reports for Banks are not compliant
with 1AS 34
NBAA is in discussion with BOT to mandate application of IAS 34 for

all interim/quarterly reports published for use by general public

KPMG

Specific iIssues identified —

Income Tax

Income Tax
For purposes of corporation tax the revenue authorities
recognizes impairment losses as allowable when the following
conditions are met:
Loss of contractual right through a court order
No form of security is realizable or security has been realized
and proceeds could not cover entire amount
Debtor is insolvent or bankrupt
Cost of recovering debt exceeds the debt
Efforts to recover the debt are abandoned for another

reasonable cause
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Specific issues identified —

Income Tax (cont

Income Tax (Continued)
IFRS requires impairment losses to be determined by comparing
the carrying amount to the estimated future cash flows discounted
to the present value.
The revenue authority is yet to harmonise its requirement with the

IFRS requirement

Others
Deemed interest
Investments outside municipalities — Nairobi, Kisumu, Mombasa

KPMG

Specific issues identified — CMA

Capital Markets Authority
Generally CMA regulations are largely aligned to IFRS
Specific disclosures under CMA relates to directors remuneration
The Institute is currently in discussion with the CMA on the
Corporate Governance Guidelines & New Companies Act which

are effective in 2017

KPMG




Specific iIssues identified — IRA

Insurance Regulatory Authority
Generally regulations are largely aligned to IFRS
Specific issue that the PSC has dealt with in the past was
recognition of deferred tax on Life Fund
PSC facilitated an awareness session with the regulator and CFO

of insurance companies

kB ; T S o 13

Specific issues identified — ISA’s

New Auditors report
Effective for audits of financial statements for periods ending on
or after 15 December 2016
Audit reports on listed entity financial statements will include “key
audit matters” (KAMs) — a significant change
The PSC has engaged all the stake holders concerned to obtain
clarity and views from the regulators before implementation
In Tanzania NBAA is debating on extending the requirement to
include “KAMs in audit reports of ALL Public Interest Entities as

opposed to only listed entities

kB ; 72 St enty. 4




Challenges in implementing of

IFRS

Some of the challenges we see in the implementation of IFRS:
Technical difficulties in understanding and interpreting IFRS
requirements
Inability of MIS to accurately record, maintain and produce accurate
financial reports related to IFRS

Financial constraints for training and purchase of IFRS materials

I ©2016 KPMG Kerya, a g ’ 5 1§
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Thank you

Joseph Kariuki
Partner
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Agenda

* Introduction

— Why we are doing the project

— Discussion Paper: Reporting the Financial Effects of Rate Regulation
» Conceptual Framework

— Elements

— Executory contract
» Defined Rate Regulation

— What is ‘Defined rate regulation’?

— The revenue requirement

— Accounting question
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Rate-regulated Activities
Why we are doing the project 3

» Many stakeholders have told the Board that, for entities
that are subject to some types of rate regulation,

— current predominant IFRS practice does not reflect the
economic substance of the rights and obligations
created by the rate regulation; and

— IFRS financial statements currently do not provide
investors and lenders with sufficient relevant

information needed to make investing and lending
decisions.

ot 3 ’
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Current predominant IFRS practice 4

» Except for specified first-time adopters that apply
IFRS 14 Regulatory Deferral Accounts, almost all entities:

— eliminate ‘regulatory deferral account balances’ when adopting
IFRS Standards; and

— do not recognise such balances in IFRS financial statements; and

— recognise revenue by using the regulated rate and the quantity of
goods or services delivered to customers in the period (ie based
on the entity’s contracts with its customers).

Revenue = Price (rate) x Quantity

ot 3 ’
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Discussion Paper
Reporting the financial effects of rate regulation g
* ldentified rights and obligations created by different types of rate
regulation, focusing on ‘defined rate regulation’

» Explored possible viable financial reporting approaches to reflect the
‘overlay’ of the regulatory agreement between entity and rate regulator

—————

Affects relationship
N between rate
.. regulator and
™ entity

Focus of the rate
regulation
project

Entity’s customers

Existing IFRS Standards
[Price (rate) x Quantity]

B FRS
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Discussion Paper
Reporting the financial effects of rate regulation

» Responses to DP suggest strong support for recognising
some ‘regulatory deferral account balances’

* Most common suggestion is focus on a ‘revenue-based’
approach, using either:
— an Interpretation of / amendment to IFRS 15 Revenue from
Contracts with Customers; or
— a separate Standard based on the principles in IFRS 15

* Many requests to relate the rights and obligations to the
definitions of asset and liability in the revised Conceptual
Framework

ot 3 ’
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Rate-regulated Activities
Applying the Board’s Conceptual Framework

* |s the regulatory agreement analogous to an executory contract?
» Do the rights and obligations create assets/ liabilities?

* If so:
— Should they be recognised?

— What is the nature of those assets/ liabilities?

When should they be recognised?
How should they be measured?

— How should they be presented?

» How should changes in any assets/ liabilities recognised be presented in
the statement(s) of profit or loss and other comprehensive income?
* What is meant by ‘performance’?
— Transfer to customers?
— Transfer to rate regulator?

ot 3 ’
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Conceptual Framework
Proposed revisions

* In May 2015, the Board published proposals to revise the
Conceptual Framework

* Project objectives: To improve financial reporting by
providing a more complete, clearer and updated Conceptual
Framework that can be used by:

— the Board when it develops International Financial Reporting
Standards (IFRS Standards); and

— others to help them understand and apply IFRS Standards.

The Board is currently considering the feedback from the

Exposure Draft

ot 3 ’
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Conceptual Framework
Elements

» Elements are the basic building blocks from which financial
statements are constructed

Statement of financial position

Statemént(s) of financial performance

Income Expenses

B3 FRS
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Conceptual Framework
Proposed definitions of Elements

Asset: Present Liability: Present obligations of the
economic resources entity to transfer an economic

controlled by the resource as a result of past events
entity as a result of
past events Equity: Assets - Liabilities

« An economic resource is a right that has the potential to
produce economic benefits.
* A present obligation is an obligation [that has the potential to
require the entity] to transfer economic resources that:
— the entity has no practical ability to avoid; and
— has arisen from a past event (ie economic benefits already

received or activities already conducted) I FRS
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Conceptual Framework
Proposed concepts—executory contracts

An executory contract is a contract that is equally unperformed:
— neither party has fulfilled any of its obligations, or

— both parties have fulfilled their obligations partially and to an equal extent.

An executory contract establishes a right and an obligation to exchange
economic resources. The entity has:

— an asset if the terms of exchange are favourable; or
— a liability if the terms of exchange are unfavourable.

To the extent that a party fulfils its obligations under the contract, the
contract ceases to be executory.
— If the reporting entity performs first under the contract, that performance is
the event that changes the reporting entity’s right and obligation to

exchange economic resources into a right to receive an economic resource
(ie an asset).

L]
Conceptual Framework ED paragraphs 4. 40-4.42. I F R
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‘Defined rate regulation’
What we mean by the term

Defined rate regulation:
* Restricts the setting of prices that an entity can charge to customers for
essential goods or services
* Regulates the timing and amount of revenue (and profit) that an entity
can bill to its customers
¢ Requires an entity to adjust the selling price (rate) to
— recover ‘allowable’ costs and unbilled revenue amounts, or
— eliminate ‘excess’ revenue or profits

« Establishes rights and obligations for an entity (and a rate regulator)
through a ‘regulatory agreement’

Defined rate regulation creates differences between amounts reported to

the rate regulator and those reported in IFRS financial statements
(‘regulatory deferral account balances’)

o ’
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The regulatory agreement
Rights and obligations

e The regulatory agreement establishes the entity’s:
— obligations to:
— ensure the rate-regulated services are available without disruption to

supply;
— deliver rate-regulated services on demand;
— carry out other specified activities to achieve other government

policies, eg social, environmental, fiscal policies.

— right to receive a determinable amount of consideration in
exchange for satisfying its obligations (the revenue requirement).

o ’
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Regulatory agreement
Revenue requirement 15

e The revenue requirement for the period is the amount of consideration
that an entity has a right to bill its customers in exchange for satisfying its
regulatory obligations

e The regulatory agreement includes a mechanism for determining the
revenue requirement. This mechanism establishes:

— the regulated rate for the period, which is based on the combination
of:

Regulated rate comprises:
a rate per unit, and/or

a ‘standing charge’, ie a
fixed amount.

— estimated revenue requirement; an
— estimated demand

— arate adjustment mechanism to:
— ‘correct’ for variances from estimates
— adjust the timing of when the revenue requirement is billed to
customers to enable the rate regulator to moderate rate
fluctuations/ cash flows

ot 3 ’
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Revenue requirement
Regulated rate 16

» The regulated rate typically includes amounts related to:
— goods or services delivered to customers:

— in the current period; and
— in a different period

— other specified activities (that may not meet the definition
of a ‘performance obligation’ in IFRS 15), which are
carried out

— in the current period; and
— in a different period

— adjustments for variances from estimates relating to past
periods

ot 3 ’
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Revenue requirement
Accounting question

Should the entity recognise a ‘regulatory asset’ or ‘regulatory
liability’ when:
* the regulated rate reflects activities that:

— occur in a different period?

— do not meet the definition of a ‘performance obligation’

in IFRS 15?
* the regulated rate will be adjusted in the next or subsequent
period(s) to reverse any under- or over-recovery by the entity

B3 FRS
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Revenue Requirement
Example

( Fact Pattern

» Entity A’s rate regulator determines a fixed revenue requirement of
CU200million per year for 3 year period (x1, X2 and x3)

» Determination includes:
— CUT7m per year for project to install insulation free of charge in the homes

of specified customers (project starts in x2)
— CU10m per year for storm repair costs (no costs in x1 or x2,

CU30m in x3)
— CUS5m per year for CU15m under-recovered in periods prior to x1

* In x1, A actually receives CU210m due to higher than estimated demand
N

How much revenue should Entity A report in x1?

If not CU210m, what should happen to the difference?

©IFRS Foundation. 30 Cannon Street | London ECAM 6XH | UK. www.ifrs.org




Next steps

Continue research with targeted consultation/ field work
Develop proposals for an accounting model

Consider implications of the responses to the Conceptual
Framework proposals

Consult more widely through a second Discussion Paper

Jot. ‘
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Day 3—Friday 26 August 2016
Conference Programme Day 3

09:00 Soft Topic: Coping with disruptive technology and information overload
¢ Jonah Owitti

10.30-18.00 Excursions: National Museums of Kenya, Nairobi Animal Orphanage and Game drive

End of Conference
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