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The Internationa Accounting Standards were adopted in Kenya as the financid reporting

framework with effect from 1* January 1999. We have studied IAS 17 (revised 1997) and
we have the following comments which are two fold;

i) Areaswhichin our view should be revised by the Board during the current limited
revisonsto the sandard and,

i)  Our comments to the amendments proposed by the Board through the expasure
draft on limited revisonsto IAS 17 whose comments are due by the 16" of
September 2002.

| ssues

Concerns on this Standard emanate from paragraph 11 which rules out the possibility of
treating leasehold land as finance lease unlesstitle is expected to pass a the end of the
lease term on the premise that land has an infinite life and therefore the lessee does not
recaive substantidly al the risks and rewards incident to ownership if title is not expected
to pass a the end of the lease term.

We are avare that the Board has in the past received suggestions to amend the concerned
paragraph asindicated by paragraphs B11 to B13 of the Appendix B to Internationd
Accounting Standards 40 (bass of conclusions). While our circumstances may be smilar
to those in the UK and Hong Kong, we certainly have a different argument.

Our argument istwo fold.

1. Substance over form
Paragraph 8 of IAS 17 (revised 1997) provides for the classification of alease based
on the substance of the transaction rather its legd the form. This and the proceeding
paragraph 9 provide for circumstances which will lead to the dassfication of alease
as afinance lease which we are of the view that it is not exhaudtive.

In most cases land is acquired for different purposes such as congruction and
agriculture anong others. The economic benefitsto the Organisation is directly raed
to the purpose for which it was acquired. In this respect, if land was acquired for the
congruction of a building whose economic lifeis estimated at 40 years, the economic
life of the land to the enterprise will aso be 40 years. In our view it is not correct to
assume that the lessee considers what transpires after, say 99 yearsto be of substance
a thetime of entering into the contract with the Government. |.e. whether the title will
pass or not is of no significance to the lessee who entersinto alease for 99 years and
thefact that the lease in renewable even nullifies any such fears.



Furthermore in the context of Kenya, leases of land entitle lessees with the rights to;

a) Sl therightsembodied in thelease. In practice long term leases can be sold at the
same price asasmilar parce of freehold land.

b) Renew thelease contract a arate which is substantidly lower than prevailing
market rate. The renewa may not be automatic but the Government respects the
renewd right and so far we have not had cases of rgjection of applications.

Itisour congdered view that prohibiting classfication of leasehold land as afinance
leaseif title does not pass to the lessee at the end of the lease term is based on awrong
assumption that the passing of ownership a the end of the lease is the overriding
fector. It isaso againgt the spirit of developing principle based rather than prescriptive
sandards envisaged by the Board.

2. Fair valueprinciple
The trestment of leasehold land under paragraph 11 of IAS 17 (revised 1997) goes
againg the principle of fair vdue which we believe is the spirit of the Internationa
Accounting Standards. The Board has advocated for use of fair vaue in presenting
assets and liabilities unless it isimpracticable to do 0 in which case dternative
trestment is dlowed.

Having indicated to you that leasehold land in Kenyawill atract the same price as
amilar freehold land, presenting it on the balance sheet a avaue other than thefair
vauewill leed to misrepresentation of the financid pogtion of an entity. It isour
conddered view that the IAS 17 is not intended to override other dandardsin this

respect.

Inview of the foregoing our comments on the Exposure Draft of Limited Revisonsto
IAS 17 (Revised 1997).

Question 1
Do you agree that when dassfying alease of land and buildings, the lease should be
gplit into two dements—a lease of land and alease of buildings? The land dement is
generdly classfied as an operating lease under paragraph 11 of IAS 17, Leases, and
the buildings dement is dassfied as an operating or finance lease by goplying the
conditionsin paragraphs 3-10 of IAS 17.

Response.
While we do not disagree with the splitting of alease of land and buildingsinto the two

elements described, we do not agree that the land eement isto generdly be trested as an
operating lease. Our argument is based on the substance over form and fair vaue
principle explained above. We advocate for the deletion of paragraph 11 of IAS 17 to
bring about congstency with paragraph 8 and IAS 40 which when amended as proposed
will dlow leasehold land to be treated as investment property and carried at fair vaue.



We are d 0 of the view tha paragraph 11B on dlocation of the lease payment a
inception will cause further digparity in reporting where it is not possible to separate the
vaue of land from the vaue of the development thereon even when the two dements may
be congdered materia. Furthermore the definition of the term "materidity” has not been
given in specific terms. Thisisdso likdly to lead to incongstency in reporting as
materidity can be determined using different gpproaches.

It isour view thet if paragraph 11 is ddeted thereis no need to Solit alease of land and
building into the two dements proposad.

Question 2
Do you agree that when alessor incursinitia direct cogsin negotiating alease, those
costs should be capitalised and dlocated over the lease term? Do you agree that only
incremental codts that are directly attributable to the lease transaction should be
capitalised in thisway and that they should include those internd cogtsthet are
incrementa and directly attributable?

Response
We agree to both part parts of this question.



