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Background

I

Off-Balance-Sheet Financing

Basics of Off-Balance-Sheet Financing

Factoring

Off-Balance-Sheet Financing is the non-recording of financing obligations

Hire Purchase
Motivation Agreements
To keep debt off the balance sheet—part of ever-changing landscape, where as one
accounting requirement is brought in to better reflect obligations from a specific ofi )
balance-sheet financing transaction, new and innovative means are devised to take Vehicle (SPV)

its place

Special Purpose

Transactions sometimes used as off-balance-sheet financing:

« Operating leases that are indistinguishable from capital leases

e Through-put agreements, where a company agrees to run
goods through a processing facility

» Take-or-pay arrangements, where a company guarantees to pay GAAP
for goods whether needed or not

e Certain joint ventures and limited partnerships

* Product financing arrangements, where a company sells and agrees to
either repurchase inventory or guarantee a selling price

» Sell receivables with recourse and record them as sales rather than liabilities

» Sell receivables as backing for debt sold to the public

¢ OQutstanding loan commitments

Off-balance

sheet debt
?

Vision: A world class Professional Accountancy Institute.



1. Off Balance Sheet Financing —

Operating Leases I CPAK
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IAS 17 |

IAS 17 I IFRS 16 I Topic 840 | FASB model

Finance Operating Revenue X X X
leases : leases Operating !
costs (excluding L Single L
’_). )_). = & depreciation and expense
Assets 1M . = amortisation)
T MM EBITDA )
: Depreciation
Liabilities —_— and Depreciation --- | \—p| Depreciation
$$ : $$$$$$$ amortisation
: Operating -
Off balance P == profit
sheet I'ightS I --- > M --- Finance costs Interest % --- ~—| Interest
obligations | $5588 [ Frofit before PN
: ax :

Vision: A world class Professional Accountancy Institute.



1. Off Balance Sheet Financing —

Operating Leases

Kenya Airwa Group

2 uulYo?uuuununu LY

ASSETS

Non-current assets
Right-of-use assets
Return conditions asset

EQUITY AND LIABILITIES
Non-current liabilities

Lease liabilities

Return condition provision
Asset retirement provision
Onerous lease provision

Current liabilities
Lease liabilities

Trade and other payables
Onerous lease provision

Capital and reserves
Accumulated loss

Vision: A world class Professional Accountancy Institute.

At 1 January 2019 (as

previously reported)
KShs million

2,587

(2,382

N 1 SN 1

(30

(30,038;
(701)

(60,688)

I

Adjustment
KShs mullion

75,725
(598)

(69,399)
(488)
(13)

30

(13,660)
1,152
701

(6,550)
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At 1 January
2019

(as restated)
KShs million

75,725
1,989

(69,399)
(2,870)
(13)

(13,660)
(28,886)

(67.238)




1. Off Balance Sheet Financing—

Central Gov Consolidated FP.

Financial Year

I

CPAK
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20152016 REPRESENTED BY
Kshs
FINANCIAL ASSETS Fund balance brought forward 0322 78.188.,471,002
Cash and Cash Equivalents Operating balance for the year 96.494.603.865
Bank Balances 9.3.18 125,849,228,362 . . "
Cash Balances 9319 339.830.344 Prior year adjustm?nts 9.3.23 (74,391,058,959)
Total Cash and Cash Equivalents 126,189,058,707 Accrual to cash adjustments 9.3.24 687,091,373
NET FINANCIAL POSITION 100,979,107,280
Accounts Receivables - Outstanding Imprest . .
and Clearance Accounts 9.3.20 17.456.868.434 Description of error FY 2015/16
KShs
TOTAL FINANCIAL ASSETS 143.645.927.140 Adjustments on bank accounts balances 20,257.929.991
Adjustments on cash 1n hand (51,098.660)
: Adjustments on receivables- Outstanding
LESS: FINANCIAL LIABILITIES imprests (94.599.064.802)
: Adjustments on payables- Deposits 1,174,512
Accounts Payables — Deposits 9321 42.666,819.860 Total (74.391,058.959)
NET FINANCIAL ASSETS 100,979,107,280

Vision: A world class Professional Accountancy Institute.




1. Off Balance Sheet Financing—

SC & SAGA Consolidated FP.

I
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EQUITY AND LIABILITIES
FY 2015/2016 Capital and Reserves
Ordinary share capital 278.,475,868,171
NON CURRENT ASSETS NOteS KShS Revaluation reserve 283,442 361,682
[nvestments 12 744’695’62 ] ’582 Fair Vah;e adjustment reserve 143,666,896,262
. ‘ , Retained earnings 606,307,269.746
Property, plant and equipment 13 2,398,098,205,617 | [Minority interest 11695220
R - - Capital Funds 939,402,680,481
Infangible assets 14 10,612212949 | Feapial Reserves 5548 985,754
IﬂVt‘Stmem pl’operty 15 90’46 l ’02%’739 TOTAL CAPITAL AND RESERVES 2,256,555,757,316
NON CURRENT LIABILITIES
TOTAL NON CURRENT ASSETS 3,243,807,123,887 |  [Bomowmes T 515999984787
Deferred tax liability 20 82,978,133,687
Employee benefit obligation 21 14,710,606,965
(EURRENT ASSETS ‘ . ‘ ‘ TOTAL NON CURRENT LIABILITIES 613,638,725,439
Cash and cash equivalents 16 721,058,831.401 CURRENT LIABILITIES
et i ST e
Trade and other recervables 18 591,769.745,097 | [ Deferred income 24 234,039,142,048
' Employee benefit obligation 21 1,096,786,881
TOTAL CURRENT ASSETS 1,387,382,235477 | [ Taxation 20 5,020,111,118
Borrowings current portion 25 128.806,541,206
TOTAL CURRENT LIABILITIES 1,761,054,876,609
TOTAL ASSETS 4363 1324933 5933 64 TOTAL EQUITY AND LIABILITIES 4,631,249,359,364

Vision: A world class Professional Accountancy Institute.




1. Off Balance Sheet Financing—
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County Gov Consolidated FP.

I

Financial assets Represented by

&8s 2 caish SRy MentS ocigoTs] | Fund balance b/fwd 3722 | 64644.733.564

Bank balances 3.7.194 s Prior year adjustments 3.7.23 | (7,851,434,577)

Cash balances 3.7.19B 16,221,709 16.467.220.952

Total cash and cash equivalents 43.580,040,821 | [oouplus for the year Hlogiad, 20, 102)
OtR) CASh AnGicEsh SHUIVEen Sliai Net financial position 40,326,078,034

Accounts receivable 3.7.20 1,379,244.892 |  Prior year adjustments

44,959.285.713 These-comprise of adjustments proposed by the auditors duting the audit of FY 2018/2019

P financial statements and adjustments made by the entities in FY 2019/2020 fo correct bank
balances and imprests. Imprest adjustments related to adjustment for unaccounted for imprests that
had not been reported in the previous year. The adjustments on bank and cash balances were as a
result of the recording of balances as per the bank statement instead of the reconciled cash book
balances.

Total financial assets

Financial liabilities

Accounts payable 3. 421 4,633.207.679

Net financial assets 40,326,078,034

Vision: A world class Professional Accountancy Institute.
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Operating Leases in Public Sect

1PSASB]
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I

What Changes Does ED 75 Propose for Lessee Accounting?

ED 75 proposes a right-of-
use model for lessees,
which distinguishes the
right to use an underlying
asset (which the lessee
controls) and the underlying
asset itself (which the
lessee does not control).

Recognition and Measurement of Leases—
General Guidance

ED 75 proposes that lessees recognize:

(a) A right-of-use asset because they control the right
to use the underlying asset, compared with IPSAS
13, where the lessee recognizes the underlying
asset when the lease is classified as a finance
lease, but not when it is classified as an operating
lease.

(b) Al lease liability because they have a present
obligation to make future lease payments in
accordance with the lease contract (once the
underlying asset has been made available, and
the lessee has the right use it). Under IPSAS 13, a
lease liability is not recognized when the lessee
classifies the lease as operating lease.

ED 75 proposes measuring the right-of-use asset and
the lease liability at cost (the present value of the future
lease payments).

Vision: A world class Professional Accountancy Institute.

Recognition Exemptions
ED 75 proposes two recognition exemptions for:
(a) Short-term leases; and

(b) Leases for which the underlying asset is of low
value.

ED 75 proposes that leases, which qualify for the
recognition exemptions, be accounted for consistent with
how operating leases are treated in IPSAS 13 (expenses
recognized on a straight-line basis over the lease term or
another systematic basis). IPSAS 13 does not provide
recognition exemptions.



2. Off Balance Sheet Financing

Public Debt: Due to Deficits I CPAK
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Table 5.16: Consolidated' General Government® Statement of Operations, 2014/15-2018/19

KSh Million
2014/15 2015/16 2016/17 2017/18* 2018/19*
Revenue 1,396,517.75 1,512,828.19 1,661,784.65 1,804,761.93 2,042,968.98
Tax reVeNnUE..uesrsssmsssssssssnsn 1,021,597.03 1,147,236.09 1,286,814.89 1,350,988.58 1,557,817.34
Social contributions.....mme 2432798 41,551.71 45,704.32 55,354.32 15,558.25
Grants:
International organisation... 28,11749 29,596.68 25,903.99 27,600.14 47483.00
Other revenue . 322,475.25 29444371 303,361.46 370,818.89 422,110.39
Sale of Goods & Services...... 130,735.55 119,079.23 122,583.60 122,292.96 230,556.31
Property income.. 36,115.03 45,873.89 53,892.51 52,965.75 4344592
Ministerial ATA.....cuuen. 56,705.93 62,398.11 75,881.13 139,056.53 99,379.85
Fines, Penalties &Forfeits. 47223.77 12,443.68 17,555.26 18,414.57 3,018.68
Other transfers NEC...... 51,694.96 54,648.79 3344897 38,089.08 45,709.63

Vision: A world class Professional Accountancy Institute.
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Public Debt: Deficits CPA
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I

Expense 1,374,151.43 | 1,615,033.25 | 1,945,116.67 | 2,136,855.82 | 2,585,590.43
Compensation of employees . 565,049.02 622,268.55 670,762.20 784,526.08 85168287
Use 0f g00ds a11d SEIVICES s 385918.19 415,166.74 408,853.15 439,545.94 348,579.16
CEC/DepreciationN.mmmmmmmmmmmmmssssn 12,5352 1391436 14,537.86 15,029.16 17455.53
[DEIESE o mrssssermsmmmssmssssss s —— 173,186.76 22528727 24361609 329,429.36 382,705.62
SUDSIAIES s ——— 31,15346 42,568.02 5395042 64,547.92 61,259.19
Grants:

[nternational OrganiSation . 2,807.70 274444 2,619.73 351771 385825
Other General GOVErNMENT...mmmmmmmmmmmmm———— 14543943 188,534.89 366,841.75 335,856.36 37248138
S0C1a] DENEMItS.cmmmmmmmmmmm—————————— 46,081.82 8797491 104,527.19 11729633 13647637
Other eXPense.mmmmmmmmmmmmmm——————— 11,361.54 16,574.08 79/408.29 47,10697 411,092.0§

Net Operating Balance 22,366.32 -102,521.65 -283,332.02 -332,093.89 -273,941.90

Vision: A world class Professional Accountancy Institute.




2. Off Balance Sheet Financing -

Public Debt: Deficits
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Acquisition of Non-Financial Assets..mmmmmmmmmmsmmssmnnn | $48,267.39 405,355.54 421,070.30 378,082.48 477,674.91
Acquisition Of fiXed aSSetS.mmmmmesmmmsms 540,83945 39995763 42575335 37387301 522,107.19
[Vt OIS mmmmmmmsmmmmsmm——————————— 9,806.33 6,18547 763078 12,636.56 10,567.26
Non-produced Assets and Land......mmmmmmmmm 1831292 18,381.65 1045273 9.380.32 10,684.18
Disposal of non-financial asset.mmmmmmss 23,691.30 -19,169.21 22,766.56 1780740 65,683.72

Vet lending/ Borrowing.uu s | -522,90108 [ -507,877.19 | -704,40233 | -710,176.38 | -751,616.81
MEMORANDUM ITEMS:

8. Public debt redemption ... ... oo ovvee v v | 222,896.68  216,943.22  344,334.90]  470,634.98|  255,073.01
8.1 EXternal e vv e or oo 35,63336] 44,839.00] 15028237 250,282.53|  131,382.47
8.2 T0ternal s oo ve e oo oo o] 187,26332] 17210423 194052.52|  220,352.45|  123,690.54

Vision: A world class Professional Accountancy Institute.




2. Off Balance Sheet Financing-

Public Debt: Balances

Table S.10: WNational Govermment Outstanding IDebt by Source, 201S5-2019

I
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KSh Zvillion

Outstanding as at 30th J une 2015 2016 2017 2018 20 19
EXTERINAIL DEBT:
Total (DIilateral ). eeeeeeeeeeeeeeneeenseneeseennnens 445,056.63 548,350.69 722,568.48 815,387.92 996,059.24
International Organisations:
D VN I SN B 418,596.27 504,490.39 526,579.50 524,854.74 591,253.15
) 28 S O o I = 20,624.97 21,073.19 20,399.45 19,544.23 17,240.62
| 1LY U UP PPN 86,149.90 84,847.00 77,637.37 71,588.41 49,208.15
ADE/AFDB eeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeaeeeee | 150,229.35 179,226.58 197,490.09 204,706.87 229,638.40
Other multilateral .. ... . 9,030.22 9,204.40 22,282.33 9,151.67 27,054.50
Total (multilateral )ucececeeeeeeeerecereescsessssansnsnses 684,630.72 798,841.56 844,388.74 829,845.91 914,394.81
Commercial BanksS .o 5,678.32 154,346.23 426,685.45 426,452.14 471,733.98
International Sovereign Bond......ccccoviiiiiiinainn.. 271,258.35 278,031.05 285,207.18 479,987.50 624,019.63
Suppliers' Credili . ciiiiiiiiiiiiiiiiirceeeeeas 16,628.21 16,628.00 15,303.14 16,725.20 16,931.81
TOTAL EXTERNAL ceeeeeeeeeeeeeeeeeeeeeeeeeeeeeaaeeena 1,423,252.24 |1,796,197.52 [2,294,152.98 |2,568,398.68 3,023,139.47
INTERNAL DEBT:
Treasury Bills' oo o e ot e e e e e el 318,928.15 587,478.70 744,154.90 878,621.65 954,250.00
Treasury Bonds .. .. .. ... ... ... 1,035,706.68 1,152,041.17 1,331,975.09 1,511,872.67 1,748,602.57
Non Interest bearing debts” .. .. 26,615.00 25,559.00 24,448.76 23,338.76 22,228.76
Others (includes stocks) .. 39,194.54 50,391.63 11,131.70 64,447.02 60,854.77
Less government deposil:s3 B on-lending .. -242,264.49 -408,389.00 -434,475.22 -509,038.00 -507,429.01
TOTAL INTERNAL (net) .. .. .. ..... 1,178,179.89 |1,407,081.50 |1,677,235.21 |1,969,242.09 2,278,507.09
TOTAL DEBT oo oottt e e e e e e e e e o2 | 2,601,432.13 | 3,203,279.02 |3,971,388.20 |4,537,640.77 5,301,646.57

Vision: A world class Professional Accountancy Institute.




2. Off Balance Sheet Public Debt:

Sustainability and Outlook

Kenya

664

§trong

Kenya: Composite Indicator and Threshold Tables
Country
Country Code

Debt Carrying Capacity

Classification based on

Classification based on

Classification based on the two

Final current vintage the previous vintage previous vintages
Strong Strong Strong Strong
3.12 313 3.12

APPLICABLE

EXTERNAL debt burden thresholds

PV of debt in % of

Exports
GDP

Debt service in % of
Exports
Revenue

APPLICABLE

TOTAL public debt benchmark
PV of total public debt in
percent of GDP

Vision: A world class Professional Accountancy Institute.
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I

Debt Accumulation

| ] ] il
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I Rate of Debt Accumulation
== == #(Grant-equivalent financing (% of GDP)
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I

— Sustainability and Oultook

- PV of debt-to GDP ratio . Debt service-to-revenue ratio

50 25

L 3 3 N R N N § N J§_ §& R §f 3§ N J -l - @ & & G - - = &
40 20 A\

30 15

10
20 : -
A one-off breach excluded: One-time depreciation
10 ’
, : - Most extreme shock s Market financin
Most extreme shock is One-time depreciation 0 h 9
0 2020 2022 2024 2026 2028 2030
2020 2022 2024 2026 2028 2030
— Baseline e e, Historical scenario — Most extreme shock 1/ mmmmmmmm=s | N[eshold

Stress test with (the largest) one-off breach

Vision: A world class Professional Accountancy Institute.




Q: Should Public Debt be

reported in Consolidated SFP?

) ¢S

Yes: NO:

1. This Is the rationale for the 1. A challenge of balancing the
adoption of International Public Statement of Financial Position.
Sector Accounting Standards and  (What is the equivalent asset?)
IFRS by public sector entities 2.Not all public sector entities
2.Leads to a true and fair use the accrual concept.
presentation of the financial Reporting basis is not uniform.
statements 3.A separate and

3.Enhances transparency and comprehensive reporting

debt management framework could be better??

Vision: A world class Professional Accountancy Institute.



