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Dear » g’r

RE: APPEARANCE BEFORE THE PUBLIC INVESTMENTS COMMITTEE

I refer to the Clerk of the National Assembly’'s letter ref.
KNA/PIC/CORR/2013/ (51) dated 24" July, 2013 inviting us to appear before
the Public Investments Committee on Tuesday 13" August, 2013 from 2.30pm.
in the above letter, we were asked to submit twenty seven (27) hard copies and a
soft copy of our detailed submission in response to the relevant paragraphs on
issues raised by the Auditor General in his reports for the periods 2008/2009 —
2011/2012.

The following paragraphs contain issues under scrutiny as raised by the Auditor
General and our detailed response in the chronological order of financial

periods.

15 MONTHS PERIOD ENDED 30.06.2010

Related Party Disclosures

Observation: The trade and other receivable balance of Kshs. 758,504,369 as
at 30" June 2010 excludes an amount of Kshs. 423,526,040 reflected in note 8
to the financial statements of Kenva Roads Board as pavable to the Authority.
The exclusion of the amount is contrary to international Accounting Standard

No. 24, with regard to related party disclosures.
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the Public Investment Committee on Tuesday 13" August, 2013 from 2.30pm.
in the above letter, we were asked to submit twenty seven (27) hard copie

soft copy of our detailed submission in res

sand a
ponse to the relevant paragraphs on

issues raised by the Auditor General in his reports for the periods 2008/2009 —
2011/2012.

The following paragraphs contain issues under scrutiny as raised by the Auditor

General and our detailed response in the chronological order of financial
periods.

15 MONTHS PERIOD ENDED 30.06.2010

Related Party Disclosures

Observation: The trade and other receivable balance of Kshs. 758,504.369 as
at 30" June 2010 excludes an amount of Kshs. 423,526,040 reflected in note 8
to the financial statements of Kenya Roads Board as payable to the Authority.
The exclusion of the amount is contrary 1o international Accounting Standard
No. 24, with regard to related party disclosures.
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Our response on the above observation made by KENAO is that our relationship
with the Kenva Roads Board does not meet the threshold of related parties as
per IAS 24 (reproduced and marked Appendix I) as the two entities are
independent of each other and their Board of Directors operate independently.
The management of the two organizations are also independent of each other as
none controls the other. The relationship between the Kenya Roads Board and
the Authority is best accounted for under IAS 20: Accounting for Government

Grants and Disclosure of Government Assistance.

Ll (S0 i S L

However, our non-disclosure of Kshs. 423,526,040 receivable from KRB was
based on the fact that we were not aware of these funds as at the close of the
financial year and subsequent preparation of the financial statements. This
amount which reiated to KRB’s surpius collections for finagciai year 2007/2008
was eventually received by the Authority in financial year 2010/2011 and
appropriately treated as income for that year.

FINANCIAL YEAR 2010/2011

L. Emergency Markings on Mombasa Road

Observation: A Construction firm was awarded a contract for the emergency marking on

Mombasa Road as a contract price of Kshs. 29.575,128. As per schedule provided for audit
review, three payments totaling Kshs. 35,690,871 were made to the firm resulting to an over
payment of Kshs. 6,115,743 (21%) over and above the contract price of Kshs. 29,575.125.
However, the authority of the Tender Committee authorizing the 21% variation was not
produced for audit verification. Consequently, it was not possible to determine the rational
of the over payment of Kshs. 6,115,743.

We wish to respond to the above observation by our external auditors stated
below:

The tender for Road Marking of Mombasa Road and Uhuru Highway (Between
JKIA Gate and University way Round about) at a total cost of Kshs
29.575,128.00 to Ms Shengli Engineering Construction dated 18" August 2010
(Copy of letter of Award attached in Appendix I1).

Owing to the urgency of the work, the order to commence was issued on 19"
August 2010. (Copy of letter attached in Appendix I11)

It is true. as per schedule provided for audit review; three payments totaling
Kshs. 35,690,871.20 were made to the firm resulting to an overpayment of
Kshs. 6,115,743.20 (21%) over and above the initial contract price of Kshs.

KeNHA's detailed response on issues raised in the Audit Report for the period 15% March, 2009 to 30* June 2012 for PIC discussion Page
2




29.575,128.00. However, the authority of the Tender Committee authorizing the
21% variation was not produced for audit verification.

Due to the promulgation of the constitution which was to take place on 27"
August 2010; we learnt that numerous VIPs including various Heads of State
from Africa and beyond were invited to grace the occasion. There was thus need
to urgently mark the road from the Jomo Kenyatta International Airport to
Uhuru Park (the venue of promulgation) enable smooth flow of expected high
traffic and to enhance road safety. The need to mark the road was also to create
a positive image of the country in view of the road being gateway for the
Mombasa Port to the country and Greater East African Region.

Arising from the receipt of short notice and most important in line with the
Public Procurement and Disposal Act, the emergency work was procured
through direct procurement process in order to meet the given deadline of six
days at initial estimated cost of Kshs. 29.575,128.00 as per below detailed bill
of quantities:-

ITEM | DESCRIPTION UNIT |QTY |RATE | AMOUNT
1 Provide approved reflectorized |
white paint, and paint "
100m3m wide white . |
continuous lines at the road \% 4,320 2.300 9,936,000.00
edge as directed by Engineer.
2 Approved reflectorized paint
and paint 100mm wide Centre
lines on the road as directed | M? 5400 2,300 12,420,000.00
by the Engineer.
3 As item 20.01 but 200mm
wide bus bays separation M? 20 12,300 46,000.00
marking. j
I
4 As item 20.01 but 500mm i |
wide give way lines at M- 120 12,300 276,000.00
junctions |
5 As item 20.01 but 500mm ‘
wide pedestrian crossing M 200 | 2500 500,000.00
marking [
SUB-TOTAL 23,178.000.00
6 Add 10% of sub-total 1 for supervision and contingencies 2,317,800.00
SUB-TOTAL 25.495,800.00
Add 16% of Sub-Total 2 for VAT 4,079,328.00
GRAND TOTAL - 29,575,128.00
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Upon receiving of orders to commence, the Regional Manager then reviewed

the works through an explicit inventory (attached in Appendix IV). an

appraisal and critical breakdowns submitting a variation of Kshs 6.171,833.60

to address the shortage of quantities which were underestimated, (Copy of

communication attached in Appendix V).

The Key items which were underestimated were.

1.

R

Increase of quantities for Provision of approved reflectorized white paint,
and paint 100mm wide white continuous lines at the road edge as directed
by Engineer. This was a result of omission in measurements for painting
on round about at Nyayo. Bunyala. Haile Sellasie. and Kenyatta Avenue
and several junctions along the road.

Provision of 500mm wide give way lines at junctions to enhance Safety
in traffic speed change lanes through give away lines. The expected
upsurge in traffic necessitated road furniture measure that would increase
safety at turning points and acceleration and deceleration lanes. The
quantity of this bill item increase of from 120m’ to 1051.80m’

Increased pedestrian traffic expected at the function made it necessary to
provide wider. longer and sufficient visible marked pedestrian (Crossing)
zebra crossing with adequate reflective ballotini beads inorder to improve
visibility. The quantity for this Bill item increased from 20m’ to
292.40m’

. With the expected increase in motorized traffics and varied unmarked

busbays along the road, they was need to introduce a bill item to provide
for marking of the bus bays for the dropping and picking of passengers at
designated bus stops/ bus bays. This quantity increased from 20m’ to
1051.80m’

. The expected traffic especially from expected visitors (Both Local and

Foreign) to the city. there was need to provide directional signs so as to
case motoring by smoothly guiding drivers through the city highway. For
this a new bill item on “Providing varied width for Directional Signs™
which had been omitted in the original bills was added.

The appraisal captured not only items which had been underestimated but also
included additional quantities for road marking of the section between

University Way and Museum Hill Roundabout to create uniform new standards
in view of the expected pedestrian traffic from along Thika Road towards Uhuru
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Park attending the promulgation and also traffic and pedestrians arising from an
approaching graduation ceremony of University of Nairobi that was scheduled

for 17" September 2010 which was also to be graced by VIPs from within and
without.

Upon receipt of the request and review, the General manager — Maintenance
(as the AIE Holder of the fund) via memo reference KeNHA/MTCE/EAST
dated 9" November 2010 (Copy in Appendix VI) wrote to the undersigned

requesting approval to expend additional money to cater for the increased scope
of works.

The variance in the quantities can be summarized in the table Summary of the
changed BOQ was as below

KeNHA's detailed response on issues raised in the Audit Report for the period 15" March, 2009 to 30 June 2012 for PIC discussion Page
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This necessitated the revision of the BoQs as shown in the table below;

ITEM | DESCRIPTION UNIT | QTY RATE | AMOUNT

1 Provide approved
reflectorized white paint,
and paint 100mm wide
white continuous lines at M~ 5476 2,300 | 12,594,800.00
the road edge as directed
by Engineer.

S

Approved reflectorized
paint and paint 100mm
wide Centre lines on the M’ 5,894.50 | 2,300 | 13,557,350.00
road as directed by the
Engineer.

3 As item 20.01 but 200mm
wide bus bays separation M- 398.41 2,300 916,349.00
marking.

4 As item 20.01 but 500mm
wide give way lines at M® | 1051.80 | 2,300 | 2,418,013.00

junctions

5 As item 20.01 but 500mm
wide pedestrian crossing M’ 292.40 2500 731,000.00
marking

6 As item 20.01 but varied
width for Directional Signs M? 168 2500 420,000.00

SUB-TOTAL 30,637,512.00

Add 16% of Sub-Total 2 for VAT 5,053,359.00

GRAND TOTAL 35,690,871.20

The Variation was found reasonable and given a go ahead for processing vide a
note in the letter marked Appendix VII by Director General approving
expenditure of Kshs 6,171,833.60.

Whereas we fully appreciate the concerns raised the external auditors that extra
costs in terms of additional bills of quantities required KeNHA’s Tender
Committee approval, we wish to clarify that the Authority endeavored to follow
due process in assessing additional costs arising from the submitted appraisal.
However owing to urgency of the works and strict timelines to complete the
works on scheduled time as to avoid wanton delays to traffic while executing
works to specifications and most importantly for security reasons as the
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promulgation of the constitution involved the Heads of States and other invited
dignitaries , there was delay in seeking Tender Committee approval. Arising from
the above it was found far from possible to seek Tender Committee approval as:-

(i)  Expenditure had already been incurred and the contractor had raised
a claim for payment for works measured as executed, therefore
authority to vary would be post facto

(ii) Delay in payment of the contractor for the works measured as
executed would have resulted in tentative costs arising from interest
due to delayed payments..

(iii)  Similarly, it would not have been possible to complete the works
within the given deadline of six days due to long procurement
process.

(iv) Identification of different contractor would result in additional costs
arising from delay in procurement and mobilization process.

(v)  Re-packaging of a new contract for additional quantities within the
execution time was not feasible given the time limits.

Given the circumstances under which the emergency works were contracted and
subsequently carried out within short notice we are of the view that the decision
arrived at to allow additional work to be done to facilitate opening of the Road,
was done at the safety and economic benefit of this country. Similarly, the unit
price rate had not changed as per contract and KeNHA went to great lengths in
checking and verifying that variations were cost effective and obtained value for
money.

The nature of procurement and execution was by then unprecedented and as such
an error of omission occurred. Indeed KeNHA learnt from the experience and
such an occurrence has never been witnessed ever since.

Il. Projects Accounts for The Financial Year Ending 30" June, 2011 Commitment fees
1. Nairobi — Thika Highway Improvement Project No. P-KE-DBO-018

During the year under review, the Government paid commitment fees of Kshs. 43, 487,020 (USS
483,942) against the undisbursed portion of the loan, pursuant to Article 111, Section 3.03 of the
Loan Agreement. This payment in effect increased the cumulative commitment fees paid against
the loan to Kshs. 174,315,874 (USS 2,176,645) as at 30 June 201 1.

e ——
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2. Arusha — Namanga — Athi River Road Development Project No P-Z1-DB0-040

As similarly reported in 2009/2010 the Government incurred commitment charges of
Kshs. 25,744,900 (US$ 289,500) on account of the undisbursed portion of the loan pursuant to
section 3.03 of the Loan Agreement.

3. Northern Corridor Transport Improvement Project (IDA CREDIT NOs.3930 KE
AND 4572KE)

As reported in 2009/2010, a commitment fee of Kshs. 55,651,395 (USS 647,938) was paid in the

vear under review against the undisbursed portion of the loan, pursuant to Article 11 Section
2.04 (a) of the Credit Agreement. This payment in effect increased the credit to Kshs.
201,582,717 (US$ 2,652,677) as at 30 June 201 1.

Management has explained that the commitment fee is attributable to circumstances beyond the
Authority's control such as.-

a. Procurement procedures applicable which are prolonged and require prior review by
the financier.

b.  The implementation period extends over several years and,

¢. Budgetary constraints due to inadequate allocations to facilitate completion of projects
intime.

However, with proper planning such nugatory expenditures by the Authority could be
minimized.

Commitment fees in the context of Development Financing Credit are fees
charged by a Development Partner to the Government for an unused credit line or
undisbursed loan. A commitment fee is generally specified as a fixed percentage
between 0.10% to 1.0% per annum on the undisbursed loan amount. These lenders
charge commitment fees as compensation for keeping a line of credit open or to
guarantee loan proceeds at a specific date in future within the life of the financing
agreement. The borrower pays the fee in return for the assurance that the lender
will supply the loan funds at the specified future date and at the contracted interest
rate, regardless of conditions in the international financial and credit markets. For
our two major Development Partners, i.e AfDB and IDA, Commitment fees
commence accruing 120 and 42 days respectively from the date of signing the
Financing Agreement. Commitment fees can therefore not be totally avoided since
it is impractical to draw down the entire Development Credit within 42 to 120
days. It is also important to take cognizance of the fact that draw downs on credit
have an ascending tendency within the development project life cycle.
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The following is our response on the commitment fees accrued on the individual
projects picked by the Auditor General;

1. Commitment fees on Nairobi — Thika Highway improvement project

The Financing Agreement for the above project was signed between the
Government of Kenya and the African Development Bank on 26" November,
2007 to finance works for lots 1 and 2 of the project. The procurement process for
contractors to carry on construction works began shortly thereafter with the
necessary No-Objections at each stage of the procurement process from AfDB.
Over 12 months had lapsed between the time the procurement process started to
receipt of the first interim payment certificate which led to the first draw down.
During this time, commitment fees were accruing on the gross credit.

The project’s proximity to the city center was affected by the following
challenges;

e Numerous service lines such as underground sewage lines, fresh water
lines, telephone etc which the local Authorities had no idea or data of their
locations. This therefore led to frequent interruptions on the project.

e High prices of land and buildings as a result of high levels of development
along the new corridor increased the cost of compensation of the Project
Affected Persons,

e Inability by the Government to allocate adequate financial resources to
compensate PAPs led to frequent interruptions of the project progress,

e Location of the large water reservoir serving a highly populated area
located along the new road corridor whose relocation involved numerous
stakeholders hence project time.

During the life cycle of the project, GOK budgetary allocations were not sufficient
to carter for certified works. Farther, there had been delays in the release of
Exchequer which was tied to Economic performance. In most instances, the
Project exhausted its annual budgetary allocation within the first three months of
the financial year. This led to farther delays in payments which could only be
effected upon the release of supplementary budget which was again inadequate to
settle all payment certificates generated during the financial year leading to
pending bills at the close of the financial year. This vicious cycle led to excessive
delays in the settlement of contractors’ dues leading to slow progress of work
culminating to the slowing down of works which led to the accumulation of

e —
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commitment fees. Attached and marked Appendix VIII and IX are the Financing
Agreement and Project summary.

2. Commitment fees on Arusha-Namanga-Athi River Road development
project

The financing agreement was signed on 8" February, 2007 between AfDB and

GOK. This project was also affected by factors similar to the Nairobi — Thika
Highway on:

a) Delayed commencement of works due donor procedures

b) High price of compensating Project Affected Persons at Athi River
Kitengela, Kajiado and Namaga towns and,

¢) Insufficient Budgetary allocations leading to a vicious cycle of delayed
payments

The above factors slowed down the contractor which led to low drawdowns

resulting to accumulating commitment fees. Attached and marked Appendix X is
the Financing Agreement for the project.

3. Commitment fees on Northern Corridor Transport Improvement
Project —Kshs. 55,651,395

The Financing Agreement was signed on 25" June, 2004 between GOK and IDA.
This project was also affected by factors similar to the above two projects leading

to the accumulation of commitment fees. Attached and marked Appendix XI is the
project’s Financing Agreement.

FINANCIAL YEAR 2011/2012

Property, Plant and Equipment

L.

Observation: Note 2 to the financial statements, discloses that all
investments on road constructions and rehabilitations have been captured under
work-in-progress awaiting formalization of capitalization policy of road assets.
However, included in the work-in-progress amount of Kshs.87.7 billion as at 30

June 2012 are roads which have been completed and handed over to the Authority
by contractors.

Besides, note 1(g) to the financial statements, discloses that the
assets and liabilities vesting process by Ministry of Roads to the Authority has

been completed. However, the vested assets mainly roads have not been valued

and mcorporated in the financial statements. Management has not explained why
KNHA s detmle response on rssues rarsed in fhe Audn‘ Report for fhe pv. riod 15 March 2009 to 30% june 2012 for PIC drscuss qe 6




the roads have not been capitalized and depreciated over the estimated useful life
of the roads in line with the requirements of International Accounting Standards
no. 16. In consequences, the surplus for the year ended 30 June 201 2 of Kshs.
1.391.219.850 is overstated by undetermined amount of depreciation.

Our response on the Kenya National Audit Office Report on our financial
statements for the year ended 30" June, 2012 on Property, Plant, and Equipment is
as indicated below

I. Non capitalization hence depreciation of Road Assets. Contrary to IAS
16.

We agree with the auditor’s observation that a total of Kshs. 87.9 Billion is
included as Work-In-Progress in respect of the Authority’s Development
Expenditure investments in class A, B and C road network in the financial
statements of the Authority for the year ended 30" June, 2012. Whereas it is also
true that a few of these roads have since been completed and formerly handed
over to the Authority, it is important to note that majority of the investments in
these roads were undertaken by the Parent Ministry prior to the establishment of
the Authority.

We however disagree with the suggested recommendation of applying the
provisions of the International Accounting Standard 16 on the accounting
treatment of road assets since this is outside the scope of IAS 16 as analyzed from
its provisions detailed below;

e IAS 16 — Recognition
“The cost of an item of property, plant and equipment shall be recognized
as an asset if, and only if:
a) It is probable that future economic benefits associated with the item will
flow to the entity; and
b) The cost of the item can be reliably measured.”

Challenges;

1) It is impossible to ascertain & measure how future economic benefits
arising from the use of the roads by the public accrues to the Authority.

2) The actual financial investments by the Parent Ministry cannot be
ascertained with accuracy since these have been accumulated over a long
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period of time. KeNHA’s investments as indicated in the WIP are
therefore a very small portion of the total investment in the individual

roads.

3) Capitalizing the individual amounts invested by the Authority hence
depreciation will be undervaluing the road asset and mislead users of our
financial statements.

4)

Road works is an area of significant accounting judgments which have
substantial impact on financial outturn. These areas include;

e Valuation of the trunk road network

These assets require full valuations at certain specified intervals. This
process requires the use of estimates. On most occasions there will be a
reduction in the value of the network which we are a result of efficient
and better value design and construction processes resulting in
construction cost reductions subsequently a realignment of costs to
actual rather than indexed values. (Pre-determined values). This

therefore calls for an Asset Valuation System that is not developed in
Kenya.

Recognition & valuation of provisions

Due to the long-term nature of the road improvement activities, certain
assumptions, judgments and estimates are made in the recognition and
valuation of legal and constructive obligations that are of uncertain
timing or amount, such as provisions relating to compensation claims
and acquisition of land. These calculations may require the use of
indices such as a resource cost index for road construction, Contract
costs adjustment index and land indices, which may not be readily
available in Kenya. The Authority can also be subject to contractual
and damages claims. Assessing the likelihood of adverse judgments or

outcomes, as well as the ranges of probable and estimated losses are
matters that may require policy direction by the Government.
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e Depreciation
Capitalization and subsequent valuation of road works may necessitate
calculation of the depreciation charge in two parts;
» The valuation of the road network is adjusted to reflect the
deterioration of improvements in pavement conditions and
» The value of service potential replaced through substantive
maintenance programmes.

These computations require a comprehensive annual road conditions
survey, which is not frequently conducted in Kenya.

In this regard, since none of the International Accounting Standards cover the
treatment of road assets, the Authority is currently taking the following measures
so as to develop a policy that will adequately address road asset management;
» Consulting with professional bodies e.g ICPAK, IEK, ISK etc on the
treatment of the road asset,
» International benchmarking with countries which have advanced road asset
management system,
» Exploring the possibility of engaging a professional valuer to ascertain the
fair value of the entire road network under our jurisdiction. This is however
a costly endeavor as it will require substantial budgetary allocations and
will take a long time to complete. Attached and marked Appendix XII is the
International Accounting Standard no. 16.
It is for this reason that Development Expenditure Investments in the road
network will be treated as a WIP until a comprehensive national policy is
developed or an appropriate International Accounting Standard is issued

ii. Qbservation: Note 2 to the financial statements discloses that, work-in-progress (others) a
balance of Kshs.26,874, 804 as at 30 June 2012, includes Kshs. 16,015,322 incurred on the
construction of a regional office in Lower Eastern Province. However, the value of the land
on which the construction is being undertaken has not been included in the financial
statements.

It is also true that Kshs. 16,015,322.00 has been included as WIP-others in
respect of construction of regional office at Lower Eastern. The certificate of
practical completion was issued at the year-end hence no depreciation was
charged in the period under audit, see attached certificate. Note that the office
block was constructed on Government land which is also occupied by KURA,
KeRRA, Housing & Public Works and the regional Mechanical & Transport
Fund all of which are Government Institutions.
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l Further, no financial consideration was made to the Government by the Authority
hence the non-recognition of the cost of land in our books. This is also the same
l principal applied on Road Assets which are constructed on Government land.

Last but not least, the land where the office block was constructed is yet to be
| sub-divided (which could facilitate individual valuations hence change of
ownership) to the Government institutions currently occupying the land.

We hope the above have clarified all issues retained by the Kenya National Audit
Office in our financial statements from inception to 30" June, 2012.

Yours /f&-c%rwu‘

J

) kw‘t
E M. O. Kidenda MBS, HSC
ECTOR GENERAL

Enc.

: CC: Mr. Justin N. Bundi
Clerk of the National Assembly
I Parliament Buildings
NAIROBI

Mr. Edward R. Ouko
|' Auditor General,
Kenya National Audit Office,
I Anniversary Towers
NAIROBI.
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1AS 24

International Accounting Standard 24

Related Party Disclosures

In April 2001 the International Accounting Standards Board (IASB) adopted 1AS 24 Related
Party Disclosures. which had otiginally been msued by the International Accounring
Standards Committee in July 1984

In December 2003 the IASB issucd a revised IAS 24 as part of uts imtial agenda of technical
projects that included amending disclosures on management compensiation and related
party disclosures in separate financial statements  The TASB revised 1AS 24 again 10 address

the disclosures in governmentrelated entities

In December 2009 the IASE issued a revised 1AS 24 to simphiy the definiton of ‘related
party’ and 1o provide an exemption (rom the disclosure requirements for some

government-related entities

Other 1IFRSs have made minor consequential amendments ro 1AS 24, They include 1AS 1

Presentation of Financial Statements {as revised in September 2007]

IFRS Foundation AB35
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sy Dcdiosares (AN 241 1y sel out

?

Internanonal Accounting Standavd 23 Relared 1y
paragrapbs 1 29 and the Appendin Al of the paragraphs have cqual authonty bt
retain the IASC format oof the standard sehen b was achoprien] by e TASEE TAN 29 shotthd
be remd 1 the contest of 1ts objecnive and the Basis ton Conclusions, the Preface o
Irermatione! Financad Keportimg Sondards and ol Concepti! Pramework  ror Fianetal

e TAS & Accosntime Pulicres, Chanees o Aveonnting Bstimales and brvory provides @ basis

Keport

tor selectinge and :i[‘l)l\'?!l'.' accounting pobicws U alsenee of eaplicnt verriedane e, i

Lhe revisedd Standard was issued in November 2000 It -J}.’t‘:.ﬂ.‘d&.‘\ AN D s sevisaed
- ) |
W4l The text of the revised Standard, marked o show changes from the previous |
version, 1s avatlable rom the TASE'S Subsortber Website at waww drs.org for o Irrmted |

periodd
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IAS 24

Introduction

N1 mternatianal Scconnimg sandard 24 1 J Pt Diclesire s (1AS 240 requires §

FEPOFTING by 1o disclon

th us related parues, and

datonsdipe Hetween parents aned subsidiies ietespes tive of whether

Phere Bave been iransiachons petween those related parties

rivational Acconnimee Standards Board revised BAS 24 o0 008 by

d simpliivin e delimuion ol a related  parny, clariving s
mearng and ehnnatrme e onsistencies 1o Hhe denimimon
thiise o A exeinption trom the disclosure reqguiurements |
SOV el l L t i
|3 I making those revisions, the Board did not reconsider the tundamental

o boorelated party disclosires contamed o TAS 24 {as revised 1 2003).
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International Accounting Standard 24
Related Party Disclosures

|
Objective
e ohjective ol thas Standard 15 1o cnsnm eat an entiny’s hinanoral statements
contain the disclosures necessary to diaw atienion o the possibeliry that s
famancial postioi and profit or Joss nay have been affected by e existence al
colated parties and by tansacnons and - owstanding Datbiroes, ciuding
commitments, with such parties
Scope
2 This Standard shall be applied in:
(a) identifying related party relationships and transactions;
(b) identifying  outstanding  balances, including commitments,
between an entity and its related parties;
(€) identifying the circumstances in which disclosure of the items in
(a) and (b) is required; and
(d) determining the disclosures to be made about those items.
3 This Standard requires disclosure of related party relationships.

transactions and outstanding balances. including commitments, in the
consolidated and separate financial statements of a parent or investors
with joint control of. or significant influence over, an investee presented
in accordance with IFRS 10 Consolidated Financial Statements or IAS 27

Separate Financial Statements. This Standard also applies to individual
financial statements.

{ Related party transactions and outstandme balanves with other enfiies 1 a
group are disclosed i an entity's financual statements. Intragroup related party
Cransactions and outstanding halances are climmated, exceprior those hetwesn
an investment entty and s subsicharies measured at farr value through profit

or loss, 1 the preparation of < onsohidated finanaal statements of the group

Purpose of related party disclosures

Related party relationsiups are 4 normal leature ol commuerce and busmess. Tar
example. enuties  freguently oy on parts of thar activities through
subsidiaries. joint ventures and associales In those circumstances. the ennry
has the abiliv to affect the financal and operating pohcics of the mvestee

through the presence o control jeant control o1 significant mfluence

f A related party relationship could have an effect on the profit or loss and
financial position ol an entity Related parties may enter into iransdetions that

unrelated parties would not Far exdmple. an entiy that sells goods 1o s parent

- IFRS Foundation AB839
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ST voel ot sed o those Terms (o another custone Adno, Tradsac g

Pt cebatedh pactaes nae o e nade i the sone amannts as hesisween

Phie protit on oy aud nancial position of an entily may e affected by a relann

party relationshup cven 1 related party wapsacuons do not oceur - The mere
eyastence of the refattonship nay be s fricient fo affect the transactions of the
oty wiai s othier paties bor exaanpdes st iy naay ernnnate elaton |
VILE G Al pPertnel i aeinseon by the peaent ol LeHlonw subsadiy
caraged 1 Lhe same acuviiy as the tormer trading pariner Alternanvelv, on '

party  mav refrain from acting because of the significant nfluence of
rother o example. a subsicliary may be mnstructed by its parent not 1o engage
noresedarcl and developanent

For 1hese Feasons, hnowledee ol dan entity’s transacions, outstandimg balances,

relationships with related parties may aflea

mcludimy commiauments
Geessinents ol s operations byousers of financal statements, ancluding

assessments ol the nsks and opportunities lacing the ennity

Definitions | .
9 The following terms are used in this Standard with the meanings

specified:

A related party is a person or entity that is related to the entity thatis '

preparing its financial statements (in this Standard referred to as the
Teporting entity’).
(a) A person or a close member of that person's family is related toa l

reporting entity if that person: |

(1) has control or joint control of the reporting entity: l

(11) has significant influence over the reporting entity; or =
|

{111} is 4 member of the Key management personnel of the | ,

reporting entiiy or of a parent of the reporting entity.
(b) An entity is related to a reporting entitv if any of the following
conditions applies.

(1) I'he entity and the reporting entty are members of the
same group (which means that each parent, subsidiary and
fellow subsidiary is related to the others)

(1) One entity is an associate or joint venture of the other
entily (or an associate or joint venture of a member of 2
wroup of which the other entity 1s a member).

(iii) Both entities are joint ventures of the same third party.

{iv) One entity is a joint venture of a third entity and the other

entity is an associate of the third entity

A840 “ IFRS Foundation




AL 24

(v) The entiry is & postemplovment benefit plan for ihe benefit
of employees ol cither rhe reporting enrtity or an entity
related to the reporting cndry. It the reporting entuly s
itsell such o plan, the sponsoring employvers are also relared
o the repartiny entiry,

(vi) The entity 15 controlled or jointly controlled by person
identified n (a).

{vii) A person identified in (a)(1) has significant mfluence over
the entity or is a member of the key mna nagement personnel
ul the entity (or of a parent of the entity).

A related party transaction is a transfer of resources, services or
obligations between a reporting entity and a related party, regardless of
whether a price is charged.

Close members of the family of a person are those family members who
may be expected to influence. or be influenced by, that person in their
dealings with the entity and include:

(a) that person’s children and spouse or domestic partner;

(b) children of that person’s spouse or domestic partner; and

(€) dependants of that person or that person's spouse or domestic
partner.

Compensation includes all employee benefits {as defined in IAS 19
Employee  Benefits) including employee benefits to which [IFRS 2
Share-based Payment applies.  Employee benefits are all forms of
consideration paid, payable or provided by the entity, or on behalf of the
entity. in exchange for services rendered to the entity. It also includes
such consideration paid on behalf of a parent of the entity in respect of
the entity. Compensation includes:

fa) short-term employee benefits, such as wages, salaries and social
security contributions, paid annual leave and paid sick leave,
profit-sharing and bonuses (if pavable within twelve months of the
end of the period) and non-monetary benefits (such as medical
care. housing, cars and free or subsidised goods o1 services) for

current employees:

(b} post-employment benefits such as pensions, other retirement
benefits, post-employment life insurance and post-employment
medical care.

(c) other long-term employee benefits, including long-service leave or
sabbatical leave. jubilee or other long-service benefits, long-term
disability benefits and. if they are not payable wholly within twelve
months after the end of the period. profit-sharing. bonuses and
deferred compensation:

(d) termination benefits; and

(¢) share-based pavment.

IFRS Foundation AB41
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NSO LiTe andd
Hierelore,

SMRNHNCAnt IIII]H\‘H(‘_ Vel LIe dasse

i
3

Kev managemem personacl are those

responsibiliy for planning, durecting and contralling the activitie
entity, direcrly or indirectly, iuclmlmg any dire
otherwise) of (ha entity

Persons having authoriry

s of
CLor twhether executive

Guvernmen( refois L0 government, govermment

agencies gnd s
badies whether local, nation

al or international,
Vogovernment-related entity

IS an entity that iy controlled, joi
controlled or significang influence by a sovernment

'he terms ‘control ang ‘investinent enuty’, ‘joint control’

influence’ are defined in IFRS 10, IFRS
Investments in Associates
this Standard with the

dand ‘sigm
L1 Joint Arrangements and 1AS
and Joint Ventures respectively and are used
meanings specified in those IFRSs.

b considering each Possibic related party relanonship. artenton s direeted 1o
|

e substance of the relationshup and not merely the legal forn.

I the context of this Standard, the following ure not relared partics

aj IWorentines sinply hecause Lhey have

adirector or other membe
ll].ii)HL“I'l?l(‘lll RS \lll!]ll.n' 111

rof key
tommon ur because a member ol key
MEnagement personnel of one entine has sigmificant influence over the |
her entiy

by WO Joint venlurers sHNply becase they share joint control of 4 join
venture

providers of finance

1) rade anons,
Public utilities. and
vy departmenis and

JEEHCICS Ol g gover nmem that does not coniro),
Ty control or signifi ant influence the FepPOTHNg entiry,
simply by virtue of ther normal dealings

VI an entine feve n
though they may affect the freedom of actjon of

4n oennv or
oats .im'mun-nmkmg {

participai e MOCUSS)
Peistamer, supphier, (ran lisar, distribior DrEgeneral agent with whon:
Lvolume of business, simply by virtue ¢
ltig econome dependence

PRSI o signlican

the definmtion of o pelaged AT an assoctate ncludes subsidiaries of e
41O venture mcludes subsidiaries of (he jomt veniure
101 example, an

wsodate’s subsidiary and the mnvestor that ha

Cale are related (o each other
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Disclosures

All entities

Relationshups berween a parent and ats subsidiavies shall be
rrrespective ol whether there have
entity shall disciase the n

disclysed
been transacrions between them. Anp
dme of its parent and, W differeng,
controlling  party. 11 peither
controlling part

the ultimare
the entity's parent nor the altimate
produces consolidated finane 1al star
for public use, the name of the ne
150 be disclosed

ements available
XUIMOST senior parent (har does so shall

To enable users of financal starements 10 form a view abont the effecs 0
,

WUy relanonships on an enty,

Firappropriate to disclose e relared
Py relationship when connral XISty rrespective of whethier 1hey Live Deen
transactions berwieen 1 related parnes

Mhe requirement (o discfose refated parry redationships hetween parent and s
subsidian

s s an addimon 1o the dise loyy e fequirements in 1AN 27 and 1Rs 12

!I)l\.\[rl\,‘ih' ol hateres MRy it

Paragraph 14 refers 1o the REXLMOost sentor parent. Thys 15 the Brst parent i 1 he
sroup above the immedian Parent that produces  consolidated linancial

statements available for public use

An enrity shall disclose key mana

gement personnel compensation in
total and for each of the following

categories:
(a) short-term employee benefirs:
(b) postemployment benefirs:
(€) other long-term benefits:
(d) fermination benefits: and
(e) share-based payvment.

If an entity has had relate
by the financial stateme
party relationship as we
ovutstanding balances,

d partv transactions during the periods covered
nts, it shail disclose the nature of the related
Il as information about those transactions and

including commitments, nec
understand the potential etfect

statements. These disclosure re
paragraph 17. Ay

essary ftor users to

of the relationship on the linancial

quirements are in addirtion to those in
a minimum. disclosures shall include:

(a) the amount of the transactions:
(h) the amount of ontst anding balances, including commitments,
and:

(i) their terms and conditions, ncluding whether theyv are
secured. and the nature of the consideration to he provided
in sertlement: and

(i)

details of any suarantees given or received:
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(<l Provivions  tor  daubetyg debis  relateq o the amoun( o
OuLstanding balances: and

{d) the expense recognised during the periond in respect of bad g

. doubtiul debs due from related parties
19 The disclosures ree uired by paragraph I8 shall be made separately for
{ ! B ,

cach ot the tollowing caregories

(1) the parent:

(b} tntihies with joing vontrol of, gf significang intluence over, the
entity;

{c} subsidiaries:

(d) 4ssocidtes:

(e) Joint ventures in which the entity is 3 joint venturer:

()

(1)

21 The classtlication ol amounts Payable e
the difterent Categ
diselosupre eqinrement i J1AS | Prosentiatun of fn
SN Dresenteda vHher in the Salemie;

sdlegories are edtended 1o Provide o« miore

key management personnel of the entity or irs Parent; and

other related parties.

Loand recevable from. related paries i
uries a8 reqinnred i paragraph 19 15 an estension of e
anel Statemenrs for lormaton
ntar financial position oran the notes. Ty

comprehensive analysis of relaged

Party balances ang PRI related party transa STRTTES

I Ihe tolfow g e eXamples of

rabsacnons g are disclosed they are wirp |

related pary

il Ines Sty ol o]y, Minished oy H-Il'il\f:r\‘l.
PUYCnases o sales i PIOPCry amd other asse AN
reitder MO Tedeivine CIVIUY
losges
SFUBRSIers oF rescarch gy developiient

SFANMETS UNer 1venoe g

dRTeemieni s

Paislers under  finan., diRansemenis ancluding o andequn

antribunons o sl o ki

PEONISION 0f guaraniees O Coblat

el

CUTINEILMeNTS o (o yameihimy of 4 Particular even OCUNTs or doges not
WOlr an the turgre ciadimg evecyron COnTractst recounised dne

Uhrecoduised ),

the entuy op e enuty on ehal)

LETTIes o I, Pl ey

deiines pxey LIV Contra | QUL

Hudbions at bath paries iive pant
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26

In usimg s judgement determime the leve! ol detat) oo i

PArtieipation by a parent o subsidiary in delmed benefit plan thar shaes riyks

e Ween srroun CHLILIeS 18 Pransaction betyvweran clated oo, e vtx;“-‘-Hq_JI.l}

dd Gl TAS 10 0y 3 bead 1y 200§
Pasclosures that telared party ansdenions wer e v tere cguivident o
Phovse Lhar presarl oy arm’s Jonet |, raaenons e made onlv 0 Suely jermes Lol

subnaiantiate

ltems ot a similar nature miay be disclosed in Aapgregate except when
separate disclosure is necessary for an understanding of the etlects of
related party transactions on the linancial statements of the Criy.

Government-related entities

A reporting entity is exempt from the disclosure requirements of
paragraph 18 in relation to related party transactions and outstanding
balances. including commitments, with:

{a) @ government that has control or joint control of, or significant

influence over, the reporting entity: and

() another entity that is a related party because the same government
has control or joint control of, or significant influence over, both the
reporting entity and the other entity.

If a reporting entity applies the exemption in paragraph 25, it shall
disclose the following about the transactions and related outstanding
halances referred to in paragraph 25:

(a) the name of the government and the nature of its relationship with
the  reporting entity (ie  control, joint control or significant
influence);

(b) the following information in sufficient detail to enable users of

the entity’s financial statements to understand the effect ot

related party transactions on its financial statements

(1) the nature and amount of cach individually significant

transaction; and

(11) for other transactions that are collectively, but nort
individually, significant, a qualitative or quantitative
indication of their extent Types of transactions include
those listed in paragraph 21

i1 1S s ! m
decordanve with the requiremenis in Peragraph 26tha the reporting entity shall
sl I seness al the relared pasiv velanonship andd her tactors
televian 1 tablishiine the oy N lcanee ot the transaction sueh s
viletheg
t en I erimes of sz
i Garrisd ot on non ! (
s tde normal G toay Business operat o A as the punchase and

INTITCNS e,
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i) disclosed 1o regulatory or supervisory authorites
ey reparted o sene manageinend
1 stubject o sharcholder approval

Effective date and transition

TRA

'8H

Withdrawal of IAS 24 (2003)

AB46

Ancentity shall apply this Standard retospecuvely lor annual periods heyinnig i
onooratter | lanoary 2010 kacher apphication s permitted, either of the whoje
standard  or ot the  partial  exemprion o paragraphs 25 27 for
sovermuent-related entnes, 10 an entity applies cither the whole Standard or
that partial exempoon tor a perind beginning before 1 January 2011, 1t shall

dhiselose that tact

IFRS 10 IFRS 11 Joint Arvangements and IFRS 12, 1ssued 1n May 2011, amended
paragraphs 3. 90 1HbE 150 19(b) and fel and 25, An enuty shall apply those
amendments when o applies ITRS 10, 1TFRS 11 and 1FRS 12,

Investmaent Entitics {Amendments to IFRS 100 TFRS 12 and 1AS 27), 1ssued in October
2012, amended paragraphs 4 and % An ennity shall apply those amendments for
annual periods beginung on or after 1 January 2014, Larlier applicanon of

Inmvestment entitios 15 permitted . If an enuty applies those amendments earlier it

shall also apply all amendments included in tnvestment Fritties at the same lime

Lhis Standard superscedes 1AS 24 Related Purty Iasclesires (as revised in 2003

IFRS Foundation
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' 'K_emnj'/ff_\ Kenya National Highways Authority

(

Blue Shield Towers, Hospital Road, Upper Hill P.O.Box 49712 - 00100 Nairobi
Tel 020 - 8013842 Email dg@kenha.coke / info@kenha.co.ke Website www.kenha.co.ke

18" August, 2010
KeNHA/D/121/2010

M/s Shengli Engjn€ering Construction

(Group) Co. of Shengli Oilfield
P.O. Box 48297-00100
NAI I

Dear Sir/Madam,

\

RE: TENDER FOR ROAD MARKINGS OF MOMBASA ROAD AND UHURU
HIGHWAY (BETWEEN JKIA GATE AND UNIVERSITY WAY
ROUNDABOUT)

We refer to your offer for the above Tender and wish to inform you that Kenya National
Highways Authority has awarded you the tender for Road Markings of Mombasa
Road and Uhuru Highway (Between JKIA Gate and University Way
Roundabout) at a total cost of Kshs.29,575,128.00 (Kenya Shillings twenty nine
million , five hundred and seventy five thousand, one hundred and twenty eight only)
inclusive of VAT and supervision.

Please acknowledge receipt of this letter of notification as a confirmation of your
acceptance.

The contract Jshall be signed by the parties upon receipt of your acceptance.

You may contact our Head of Procurement on the subject matter of this letter of
notification of award.

Yours faithfully,

. M.O. Kidenda, HSC













-

Kenya National Highways Authority

Uuality Hiahwaves Retter n
Juu u‘.-‘ j AL B LULLLd \

KeNHA/RD/MM/2010/002 7 19th August, 2010
Shengli Engineering Constriction

(Group) Co. Ltd of Shengli Oilfieid

P.0. Box 48297,<00100

NAIROBI !

Dear Sirs,

ROAD MAR MOMBASA ROA D UHURU HIGHWAY

(BETWEEN JKIA AND UNIVERSITY WAY ROUNDABOUT)
ORDER TO COMMENCE WORKS AND POSSESSION OF SITE THERETO.

Pursuant to Clause 41.1 and 42.1 of the Conditions of Contract you are hereby instructed to
commence the works immediately.

You are also hereby given possession of site and access thereto.

Yours faithfully

' . X Mudulia.

FOR GENERAL MANAGER (MAINTENANCE)

Copy: Director General
Kenya National Highways Authority
P. O. Box 49712-00100
AIROBI.

//
-Regional Manager, NAIROBI |
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‘ Kenya National Highways Authority

“g
e

Machakos Road, Industrial Area P.O. Bax - 42267 - 00100 Nairobi,
Tel 020 - 559783 Ext 50162/50328 Website www.kenha.co.ke

Office of the Regional Manager (Nairobi)

Our Ref.RM/NBI/MSA .RD/14 - 08™ September, 2010 S

Director General o B\

KeNHA T

P.o Box 49712 — 00100 @ #

NAIROBI c)
-+ Q.QCAMH”OJQ

; Y
Attn: General Managg

th‘%[to
RE: ROAD MARKING ON MOMBASA RO (A10Y) SECTION BETWEEN

UNIVERCITY WAY AND JKIA

CONTINGENCIES AND PROJECT SUPERVISION

We refer to our request ref RM/NBI/EM/50 of 20™ August 2010 in which you wanted to
know the balance of contingency and supervision provision once the supervision
expenses are paid.

The balance is as follows:

1. Provision for contingency and Supervision ~ Kshs. 2,317,800.00
2. Superintendence Expenses Kshs. 575,782.00

—_— e

Balance Kshs. 1,802,018.00

The second issue regarding marking between University Way and Museum Hill has
become urgent due to the impending Graduation at University of Nairobi on

17" September 2010. We therefore carried out an appraisal of the ongoing works
between JKIA and Nyayo Stadium and included the,sald together with the section to
Museum Hill in the appraisal.

The total requirement is Kshs. 13,600,000.00.

A —————————
We have communicated this in our letter Ref. RM/NBI/MSA/RD/12 of
07" September, 2010 (copy attached)

Eng J. O. Otiato
REGIONAL MANAGER
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Machakos Road, Industrial Area P.O. Box - 42267 - 00100 Nairobi,
Tel 020 - 559783 Ext 50162/50328 Website www.kenha.co ke

Office of the Regional Manager (Nairobi)

Our Ref. RM/NBI/MSA.RD/18 29"September, 2010

Director General,
KeNHA,

P.O Box 49712-00100,
NAIROBI.

Attn: General Manager (Maintenance)

RE: EMERGENCY ROAD MARKING ON MOMBASA ROAD (104)
APPRAISAL REPORT FOR CONTRACT NO. KENHA/RD/150/2010 AND

EXTRA WORKS UP TO MUSEUM HILL

We refer to our letter ref RM/NBI/MSARDY/14 of 8" September, 2010 (copy attached)

We worked out the pending works including the extra section to Museum Hill and gave
the total amount of money required to complete all the works as Ksh. 13,600,000.00
without showing the breakdown. We have now separated the components of this amount

(See attached BOQs) which we breakdown as follows:

Item Description Contract Appraisal Difference = ( B-A)
Amount (A) Amount (B)
Appraisal for contracted works 29,257,128.00 | 33,918,632.00 | 4,343,504.00
from JKIA to University Way
New works due to Extension up to - 7 3,630,347.60 | 3,630,347.60
Museum Hill Round About
TOTAL o -

[ 7,973,851.60




Pending Contracted work after
payment of Certificate No. |
as at 26/08/2010 was (29,575,128.00 - 24,198760.00) = ( 5,376,368.00)

This amount was included in the total in the above table, resulting in the Ksh. 13,600,000.00
previously submitted.

Considering our request for authority to utilize contingency items through letter Ref
RM/NBI/EM/50 dated 20" August 2010 (copy attached) and communication to you on
contingencies and project supervision, Ref RM/NBI/MSA.RD/14 dated 8" September 2010 (copy
attached), in which a saving balance of Kshs 1,802,018.00 was identified, the additional amount
of funds required to cater for the variation in appraisal and additional works from table above is
Kshs 7,973,851.60 less Kshs 1,802,018.00, resulting in Kshs 6,171,833.60 i.e. (7,973,851.60 -
1,802,018.00).

We are thus requesting for Kshs Kshs 6,171,833.60 to enable us settle the variations and claims
arising additional works for the Road marking contract.

Eng. J.0.Otiato
REGIONAL MANAGER
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EMERGENCY ROAD MARKINGS ON MOMBASA AND UHURU HIGHWAY

CONTRAC

T NO. KeNHA/RD/150/2010

CONTRACTOR: SHENGLI ENGINEERING CONSTRUCTION (GROUP) LTD

BILL OF QUANTITIES FOR WORKS FOR SECTION BETWEEN UNIVERSITY WAY ROUNDABOUT AND MUSEUM HILL ROUNDABOUT

Pay Item DESCRIPTION Unit | Quantity : z;:) C°”";‘;::;“°““'
BILL NO. 20 : ROAD FURNITURE
20.01|Provide approved refrectorised white paint, and paint 100 mm wide m? 560 2,300.00 1,288,000.00
white lines at the road edge as directed by the engineer.
centre lineson the road as directed by the engineer.
20.03|As item 20.01 but 200 mm wide bus bays seperation marking . m’ 20 2,300.00 46,000.00
20.04{As item 20.01 but 400 mm wide give way lines at junctions, m’ 35 2,300.00 80,500.00
20.05)|As item 20.07 but 500 mm wide pedestrian crossing marking. m* 60 2,500.00 150,000.00
20.06{As item 20.01 but varied width for directional signs m’ 170 2,500.00 425,000.00
SUBTOTAL 1 2,845,100.00
Add 10% for Allowances and Contingencies 284,510.00
SUBTOTAL 2 3,129,610.00
500,737.
Add 16% V.A.T 0730
GRAND TOTAL 3,630,347.60
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EMERGENCY ROAD MARKINGS ON MOMBASA AND UHURU HIGHWAY
CONTRACT NO. KeNHA/RD/150/2010
CONTRACTOR: SHENGLI ENGINEERING CONSTRUCTION (GROUP) LTD
APPRAISED BILL OF AY ROUN TAND JK
1 Appraised
Contract Appraised Increase
Pay Item DESCRIPTION Unit Quantity Rate ( Ksh.) Amount ( Ksh.) Quantity ir:((::;t (Decrease) (Ksh.)
BILL NO. 20 : ROAD FURNITURE
20,01 | Provide approved refrectorised white paint, and paint 100 mm wide | 4320 230000 | 9,936,000.00 |  4,860.00 11,178,000.00 | 1,242,000.00
white lines at the road edge as directed by the engineer.
20.02 | Provide approved refrectorised white paint, and paint 100 mm wide | o 5400 2,300.00 |  12,420,000.00|  5,240.00 12,052,000.00 | (368,000.00)
centre lines on the road as directed by the engineer.
20.03|As item 20.01 but 200 mm wide bus bays seperation marking . m’ 20 2,300.00 46,000.00 200.00 460,000.00 414,000.00
20.04|As item 20.01 but 400 mm wide give way lines at junctions. m? 120 2,300.00 276,000.00 1,040.00 2,392,000.00 | 2,116,000.00
20.05|As item 20.01 but 500 mm wide pedestrian crosing marking. m’ 200 2,500.00 500,000.00 200.00 500,000.00 0.00
SUBTOTAL 1 23,178,000.00 26,582,000.00 | 3,404,000.00
Add 10% for Allowances and Contingencies 2,317,800.00 2,658,200.00 340,400.00
SUBTOTAL 2 25,495,800.00 29,240,200.00 3,744,400.00
Add 16% V AT 4,079,328.00 4,678,432.00 599,104.00
GRAND TOTAL 29,575,128.00 33,918,632.00 4,343,504.00
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Kennay Kenya National

-

Internal Memo

TO: Director General

FROM: General-Manager (Maintenance)
! DATE: 9" November, 2010
| REF: KeNHA/MTCE/EAST

RE: EMERGENCY ROAD MARKING ON MOMBASA ROAD (A104)
CONTRACT NO. KeNHA/RD/150/2010
APPRAISAL REPORT AND EXTRA WORKS UPTO MUSEUM HILL

Further to our memo Ref. KeNHA/MTCE/EAST of 8% September, 2010 upon which
| you sought clarifications and details concerning the extra amount required to extend the
roadmarking upto Museum Hill Roundabout (attached for your reference).

I'he Regional Manager Nairobi has since revised and clarified that the additional
amount required is Kshs. 6,171,833.60 and not Kshs.13.6million. A copy of their letter
Ref. RM/NBI/MSA RD/19 of 28" October, 2010 enclosing the details is attached for
your perusal.

Ihis is therefore to seek your authority to use Ksh. 6,171,833.60 from the Headquarters’
cmergency provision to settle the payments arising from the revised bills and the
additional works necessitated by the request from the University of Nairobi.

' u‘ i
Eng. S. 0.Ogege
GENERAL MANAGER (MAINTENANCE)

Encls.
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Internal Memo

TO: Director General @ M" Bsod
FROM: General-Manager (Maintenance) & & ﬁ ( m ) - '@:\‘\M
DATE: 9" November, 2010 4};,,',,,(3, o -
REF: KeNHA/MTCE/EAST Cofpant K 74, ¢ ”223 4o

2
{
RE: EMERGENCY ROAD MARKING ON MOMBASA ROAD (A104) 9"'/ Llo
CONTRACT NO. Ke /150/2010

APPRAISAL REPORT AND EXTRA WORKS UPTO MUSEUM HILL

Further to our memo Ref. KeNHA/MTCE/EAST of 8" September, 2010 upon which
you sought clarifications and details concerning the extra amount required to extend the
roadmarking upto Museum Hill Roundabout (attached for your reference).

The Regional Manager Nairobi has since revised and clarified that the additional

amount required is Kshs. 6,171,833.60 and not Kshs.13.6million. A copy of their letter

Ref. RM/NBI/MSA RD/19 of 28" October, 2010 enclosing the details is attached for
your perusal.

This is therefore to seek your authority to use Ksh. 6,171,833.60 from the Headquarters’
emergency provision to seftle the payments arising from the revised bills and the
additional works necessitated by the request from the University of Nairobi.

-. ® RMNSTE xsl
Eng. S. 0.Ogege Cal/s‘rj
GENERAL MANAGER (MAINTENANCE)

Encls.
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For the Borrower:

'(‘g; 12025229920 246 148
Fax. (254):20, 24004520 316 415

. KFor the Fund;
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FOR THE REPUBLIC OF KENYA
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PROJECT DESCRIPTION
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Project Details

Name of Project

Nairobi —Thika Highway Improvement Project

Overall Co-
ordination

Ministry of Roads (MoR)

Project Funding

Lot 1& 2 African Development Bank and Government of Kenya
Lot 3 The People’s Republic of China and Government of Kenya

Employer Director General, Kenya National Highways Authority (KeNHA)
Engineer General Manager (Design & Construction), KeNHA
Engineer’s Consulting Engineering Services (India) Pvt LLtd in association with
Representative APEC Ltd

Lot 1 Lot 2 Lot 3

- : Kshs. Kshs.

Original Project Cost | Kshs. 8,030,386,596.64 8.690,568.489.73 9.441,732.008.29
Estimated Project | o, 10,500 billion | Kshs. 12.100 billion | Kshs. 10.800 billion
Cost, as per PAR
Commencement Date | 28 Jan ,2009 26 Jan ,2009 22 Jan ,2009
Scheduled Contract | 5\ 30 Months 30 Months
Period
Scheduled
Completion Date 27 July, 2011 25 July, 2011 21 July, 2011
actual Completion 1 5 July, 2012 24 July, 2012 19 July, 2012
Actual Completion | .5 Sionths 42 Months 42 Months
Period
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LLOAN AGREEMENT
BETWEEN

THE REPUBLIC OF KENYA
AND

THE AFRICAN DEVELOPMENT FUND

(ARUSHA-NAMANGA-ATHI RIVER ROAD
DEVELOPMENT PROJECT)

A e




AN AGREEMEN"

Al \--‘m‘ﬂ

SETWEEN

THE REPUBLIC OF KE

¥ AND !

i THE AFRICAN DEVELOPMENT FUND i
(ARUSHA-NAMANGA-ATHI RIVER ROAD : |
t DEVELOPMENT PROJECT)
| " PROJECT ID No : P-Z1-DB0-040 ¢

LLOAN No : 2100150013893

SLTE . 72 1r LA ST e F o § e
s

This LOAN AGREEMENT (hereinafter called  "the

‘? Agreement”) 1s entered into this | day
]
2007 between the REPUBLIC OF KENYA
' (hereimafter called "the Borrower™) and the AFRICAN
ﬁ DEVELOPMENT FUND (hereinafter called "the Fund").
| : :
I WHEREAS the Borrower has requested the Fund to
i

iance the foreign currency cost and part of the local

currency cost of the Arusha-Namanga-Athi River Road

g YT A,
sk Tt

Development Project (hereinafter called the "Project”) by

providing ¢ Loan to the Borrower in the amount specified
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2 WHEREAS the Loan wi'l help improve regional

trensport infrastructure between Kenya and Tanzania and

- foster regional integration;

3. WHEREAS the Project is economically viable and
constitutes a suitable basis for financing under the activities

of the African Development Fund;

4. WHEREAS the Borrower has declared its commitment
to the execution of the Project;

5. WHEREAS the Ministry of Roads and Public Works of
the Borrower (MoRPW) shall be the Executing Agency for

the Project; and

6. WHEREAS rhe Fund has agreed on the basis, inter . :
alia, of the foregoing to grant a Loan to the Borrower upon

the terms and conditions hereinaficr sct forth;

NOW THEREFORE the parties hereby agree as tollows:
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than the ¢nrreney of the Borrower, not exceeding the

cquivalent of Forty Nine Million Two Hundred Forty One

Thousand Uniss of Account (UA 49,241,000) (the Unit of
~ 2R

ARTICLE 1
GENERAL COTDITIONS-DEFINITIONS

Section  1.01.  General Conditions. The parties to this

Agreement accept all  the provisions of the General

Conditions Applicable to Loan and Guarantee Agreements of

the Fund, dated 23 November 1989, as amended,
(hereinafter called "the General Conditions”) with the same

force and effect as if they were fully set forth herein.

Section 2. Definitions.  Whenever used in this
Agreement, unless the context otherwise requires, the several
erms defined in the General Conditions shall have the
respective meanings therein set forth.

ARTICLE II
THE LOAN

section 2.01. Amount. The Fund agrees to lend to the

Borrower an amount in various convertible currencies, other
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Account being defined in Article 1(1) of the Agreement

Establishing the fund).

Section 2.02. Purpose. The purpose of the Loan is 10

finance the foreign currency cost and part of the local
currency cost of the Project as described in Annex I of this i

Agreement.

Section 2.03. Allocation. The Loan shall be allocated to

the categories of expenditure in conformity with Annex II of

this Agreeerni.

ARTICLE 111 |
REPAYMENT OF THE PRINCIPAL. SERVICE

CHARGE AND COMMITMENT CHARGE
AND DATES OF PAYMENT

Section 3.01. Repayment of the Princ.jal. The Borrower 1
<hall repay the principal of the _oan over « period of forty ~ J
(40) years, afrer a ten (10) year grece period commencing | :
from the due of this Agreement, at the rate of one per cent 8
S

) 3.4 5



(1%) per annum from the 11th to the 20th year inclusive and

at the rate of three per cent (3% ) per annum thereafter.

Section 3.02. Service Charge.  The Borrower shall pay a
service charge at the rate of three-quarters of one per cent
(0.75%) per annum on the principal amount of the Loan

disbursed and outsianding from time to time.

Section 3.03. Commitment Charge. The Borrower shall
pay a commitment charge at the rate of one-half of one per
cent (0.50%) per annum o the un-disbursed portion of the
Loan, which shall begin to accrue one hundred and twenty

(120} days after the date o1 signature of this Agreement.

Scction 3.04. Dates of Pavment. The principal of the Loan
\\}"-‘” t ,.Id 3 N Y ,1 ‘ d L NTYO S - COTI_2 1
shall be repaid in equal and consecutive semi-annua
instalments, the first of which shall he payable on I May or 1
November, whichever immediately follows the expiration of
the grace period referred to in Section 2.01 above. The
service charge and the commitinent charge shall be payable

semi-annually on 1 May and 1 November of each vear.
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ARTICLE IV
CONDITIONS PRECEDENT TO ENTRY
INTO FORCE

Section 4.01. Conditions Precedent to Entry into Force. The
entry into force of this Loan Agreement shall be subject to
the tulfilment by the Borrower of the provisions of Section

5.01 of the General Condiiions.

ARTICLE V
CONDITIONS PRECEDENT TO DISBURSEMENT

Section 5.01 Conditions Precedent to first Disbur,ement
of the Loan. The obligation of the Fund to make the first
disbursement of the Loan shall be conditional upon the entry
into force of this Agreement as provided in Section 4.01

above; and, upon the Borrower submiting evicence

satisfactory to the Fund ot:

i; The appointment of & Project Engineer/country
ccordinaror bv. MoRPW, wiose experienc: aud

quaiifications are acceptable to the Fund.



iiy  Having fally compensated project affected persons in

accordance with the Environmental and Social

Impact Management Plan.

iii) The appointment of members of the Steering

Comimittee and the Technical Committee.

Section 5.02  Other Conditions: The Borrower shall submit

to the Fund not later than 31 December 2007, evidence of

having executed performance agrecments with the designated
“ Road Maintenance Agencies.

ARTICLE VI
DISBURSEMENTS AND APPLICATION

OF AMOUNTS DISBURSED

Section  0.01.  Disbursements.  ‘The amount of the Loan

shall be disbursed by the Fund, subject to the provisions of

this Agreement and the General Conditions for the purposes

set forth in this Agreement.
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Secticn 6.02. Deadline for  Fmnal Disbursement. 31
Decerwoer 2012 or such later date as shall be agreed between
the Borrower and the Fund is specified for the purposes of

Section 9.01 paragraph (a) (iv) of the General Conditions.

Section  0.03.  Applicaton of Disbursements.  Amounts
disbursed on account of the Loan shall be applied by the
Borrower solely for the purposes for which they were

disbursed.

ARTICLE VII

AND SERVICES

Seciion 7.01. The Burrower shall ensure that the proceeds
of the Loyan are used exclusively for procurement in the
tecritories of the Stae Participants or Members (the terms
"State Participant” and "Member" being defined in Article
1(1) of the Agrezsment “stablishing the African Dev=lopment

Fund).
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Section 7.02. The procureimnent of goods, vorks and services

hall be carried out in accordance with the Rules of

~rocedure for Procurement of Goods and Works and the
Rules of Procedure for the Use of Consultants adopted by

the Fund on the 15th of July 1996, as amended, as foliows:

) Civil works in respect of the Namanga - Athi River
section shall be procured through International

Competitive Bidding;

i)  Services in respect of supervision consultancy for
works in respect of the Namanga - Athi River

section shall be procured through Short Listing;

ARTICLE VIII
MISCELLANEOUS PROVISIONS

siruation has arisen, which, in the opinion of both parties, is

3_ Section 23.01. Where an extraordinary or unforeseeable
|
t}

likely to be prejudiciz! to the execution of the Project, the

| Fund mayv, ia order to cover the cost of any specialized
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inspection or ot"er action required tc redress the situation,

allocate out of the procceds of the Loan an amount not

‘exceeding the equivalent of one per cent (1 %) of the Loan

amount or four hundred and ninety two thousand four
hundred and ten Units of Account (UA 492,410). These
expenses shall be met without the neccssity of any advance
application by the Borrower, but the Fund shall promptly

transmit to the Borrower the corresponding information.

Section 8.02 Authorized Representatives. The Minister of

Finance of the Borrower or such other person as the Minister
may designate in writing shall be the authorized
representative  for the purposes of Section 14.03 of the

General Conditions.

Section 8.03. Date of the Agreement. For all purposes of

this Agreement, the date of the Agreement shall be that

appearin” 1 the opening sentence her=of.



Section 8.0+ Addresses. The following addresses are "

ecified for the purposes of Section 14.01 of the (General
§neCITNEL I

Conditions.

e et

For the Borrower:  Mail Address:

Ministry of Finance
Treasury Building
Harambee Avenue ﬁ
P.O. Box 30007-00100-GPO i
NAIROBI - KENYA

Tel: (254) 20 252299/ 20 246 148
Fax: (254) 20 240045

oS

For the Fund: Mail Address:
African Development Fund
01 B.P. 1387
ABIDJAN 01 g
COTE D'IVOIRE
Cable Address: AFDEV ABIDJAN
Tel: (2235)2020 44 44

rax: (223)20 2051 60
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Te.aporary Relocation Agency: ;
African Development Fund
13. Avenue du Ghana :
BP 323 1002 Tunis Belvedere 8
TUNISIA | ;

fel: (216) 71 10 21 23 !
Fax. \‘A:t(‘)l / | 33 23 ()_’_ ‘
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IN WITNESS WHEREOF the Borrower and the Fund,
ca.h acring through its authorized repre: entative, have signed
this Agreement in two original counterparts in English on the

date first above written.

¥FOR THE REPUBLIC OF KENYA

!
» -"
,.}1‘&:_ :’“\ “

JOSEPH KANJA KINYUA
DERMANENT SECRETARY/TREASURY

FOR THE AFRITCAN DEVELOPMENT FUND

- )

i

MANDLA S. V. GANTS
VICE PRESIDENT

VODIBO I TOURE

OT *THOTT A YN Y B Wl | 4 T
SECRETARY GENERAL
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ANNEX |
PROJECT DESCRIPTTON

I. The principal components of the Project wiil be:

The rehabilitation/reconstruction of the Namanga
Arusha road section in Tanzania which is 104 km
jong and the rchabilitation / reconstruction of the 136
km long Athi River - Namanga road section. Both
road sections will have 7m carriageway surfaced with
asphalt concrete and 2m wide shoulders surfaced with
single biteminous surface treatment. The total road
length will be 240km.

Consultancy services for the supervision of the above
works (2 consultancies, one for each lot of works).

Project wdit consultancy services for the whole

project.

Comsuliuncy services (in 2 packages) for feasibility

study and detailed enginezring design for 560 km of

road (Arusha-Holili/Taveta -Voi road and Tanga
Horohoro Tungallunga- Malindi road).

Consulung services in form of Technical Assistance
for capacity building of - East African Communicy
Secetariat using two individual consultanis.
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f) Consultancy se.vices to evaluate the contracting
capacity for civii works in East Airica and
recommend meastires to improve contracting capacity
to participate in major projects.

g) Compensation of people atfected by the project.

2. Project Objectives

D To improve the essential road transport iidrastructure
between Kenya and Tanzania, and particularly between
Arusha and Nairobi, Arusha and Mombasa, and Malindi and
Dar es Salaam. The indicators will be improved transport
service and lower transport costs between the two countries
which may be measured by nssessing the road r ughness,
estimating vehicle operating costs, and counting traffic both
to the border ‘rom both countries (national traffic) and across

the border (international traffic).

i) To support regional intecration, cross border trade,
tourism,- socio - economic cev lopment Of the zore of
influence nd a contribudon to we reduction of ~overty. ‘Ihe
indicators of the sector goa! will be enhanced Cross ocuruerl

economic activity. The principal beneficiaries will be the
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TR0 fropreg,

ourisim ndustry n b b countiies, cross border tiading,

reglonal mnegration (soctal and economuic aspects). population
in asens of the Arusha region, Kujiado and ™Mo :obi, Malindi,
Mombasa, Tanga and Dar ¢s Salaam districts. The project
impact will include mcreased cross border traffic, increased
cross border tourism, increased social-cconomic activities

across the two countries
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ANNEX 11 ;
ALLOCATION OF THE LOAN i

The present Annex indicates the categorics ot expenditure (o
be financed out of the resources of the loan. each amount

being nclusive  of  the respective  physical and  price

contingencics.

Categories of Expenditurc

(In Million UA)

| Category of KL L.Co o Total
Fxpenditure

|
|

- Works | 44.827 | 1.220 | 46.053

2869 | 0319 | 3188 |

1 |
| Services

Total C47.696 1545 0 9241 | )
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CONFORMED COPY

CREDIT NUMBER 3930 KE

Development Credit Agreement

(Northern Corridor Transport Improvement Project)
between
REPUBLIC OF KENYA
and

INTERNATIONAL DEVELOPMENT ASSOCIATION

Dated June 25, 2004



(a) “Bandari College” is the training institute established and operating
within MOTC *“as hereinafter defined™;

(b) “Environmental Impact Assessment” or “EIA” means the Environmental
Impact Assessment referred to in paragraph 13 (a) of Schedule 4 to this Agreement

(6) “EASA” means East African School of Aviation, the school established
and operating within KCAA (as hereinafter defined);

(d) “Financial Monitoring Report™ or “FMR™ means each report prepared in
accordance with Section 4.02 of this Agreement;

(e) “GNSS” means global navigation satellite system;
(H “GPS” means global positioning system;
(g) “HIV/AIDS” means human immuno-deficiency virus/ acquired immune

deficiency syndrome;

(h) “Initial Deposit” means the initial amount to be deposited into the Project
Account “as hereinafter defined” and referred to in Section 3.03 (b) of this Agreement;

(1) “KAA” means Kenya Airports Authority, the Borrower’s airports
authority established and operating pursuant to the Borrower’s Airports Authority Act,
1991 {CAP 395);

() “KAA-PTT” means the Project Technical Team established within KAA
and referred to in paragraph 6 of Schedule 4 to this Agreement;

(k) “KAA Subsidiary Loan Agreement” means the agreement to be entered
into between the Borrower and KAA pursuant to Section 3.01 (c) of this Agreement, as
the same may be amended from time to time, and such term includes all schedules to the
Subsidiary Loan Agreement;

() “KCAA™ means Kenya Civil Aviation Authority, the Borrower’s civil
aviation authority established and operating pursuant to the Borrower’s Civil Aviation
{Amendment) Act, 2002 (CAP 394);

(m) “KCAA-PTT” means the Project Technical Team established within
KCAA and referred to in paragraph 8 of Schedule 4 to this Agreement;

(n) “KCAA Subsidiary Loan Agreement” means the agreement to be entered
into between the Borrower and KCAA pursuant to Section 3.01 (d) of this Agreement, as
the same may be amended from time to time, and such term includes all schedules to the
Subsidiary Loan Agreement;
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(0) “Kenya Shilling” or “KES” means the currency of the Borrower;

(p) “KRB” means Kenya Roads Board, the Borrower’s body responsible for
management of the road maintenance levy, established and operating pursuant to the
Borrower’s Roads Board Act, 1999:

Q) “Maritime Authority” means the authority to be established within
MOTC *as hereinafter defined™ and to be supported under Part H of the Project;

(r) “MORPWH" means the Borrower’s Ministry of Roads Public Works and
Housing;

(s) “MORPWH-PTT” means the Project Technical Team established within
MORPWH and referred to in paragraph 4 of Schedule 4 to this Agreement;

(t) “MOTC” means the Borrower’s Ministry of Transport and
Communications;

(w) “MOTC-PTT” means the Project Technical Team established within
MOTC and referred to in paragraph 1 of Schedule 4 to this Agreement;

(x) “NHA" means the National Highway Authority to be established by the
Borrower and to be supported under Part E of the Project;

(y) “Northern Corridor” means the transport corridor between the seaport of
Mombasa and the Borrower's border with the Republic of Uganda;

(z) “Northern Corridor Transit Agreement” means the 1985 Northern
Corridor Transit Agreement between the Borrower, Burundi, Rwanda, Uganda and the
Democratic Republic of Congo;

(aa)  “Operating Account” means each of the accounts referred to in Section
2.02 (c) of this Agreement;

(bb)  “Project Account” means the account referred to in Section 3.03 (a) of
this Agreement;

(cc) “Project Agreements” means the agreement between the Association and
KAA and KCAA of even date herewith, as the same may be amended from time to time,
and such term includes all schedules and agreements supplemental to the Project
Agreement;

(dd)  “Project Affected Person™ or “PAP” means any person who owns or
occupies land, property or other assets or structures which are adversely affected by the
Project, or whose livelihood, business, trade or other occupation is adversely affected as a
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result of the Project, and who is declared accordingly eligible to compensation or other
assistance under the relevant RAP (as hereinafter defined);

(ee)  “Project Coordination Team” means the team established by the
Borrower and referred to in paragraph 3 of Schedule 4 to this Agreement;

() “Project Oversight Committee” means the committee established by the
Borrower and referred to in paragraph 1 of Schedule 4 to this Agreement;

(gg)  “Rescttlement Action Plan" or "RAP" means a Resettlement Action Plan
referred to in paragraph 13 (b) of Schedule 4 to this Agreement;

(hh) "Resettlement Policy Framework" or "RPF" means the Resettlement
Policy Framework, dated November 2003 issued by the Borrower, and describing a
program of actions, measures and policies designed to avoid or minimize any adverse
impact or hardship to PAPs as a result of the Project or, if such adverse impact or
hardship cannot be avoided altogether, provide for the compensation and resettlement of
such PAPs as may be appropriate;

(11) “Special Account A means the Special Account “as hereinafter defined”
for MORPWIH and referred to in Section 2.02 (b) of this Agreement;

(1) “Special Account B” means the Special Account “as hereinafter defined”
for KAA, KCAA, and MOTC and referred to in Section 2.02 (b) of this Agreement; and

(kk) “Special Accounts” means the accounts referred to in Section 2.02(b) of
this Agreement.

ARTICLE I1
The Credit

Section 2.01, The Association agrees to lend to the Borrower, on the terms and
conditions set forth or referred to in the Development Credit Agreement, an amount in
various currencies equivalent to one hundred thirty eight million four hundred forty
thousand Special Drawing Rights (SDR 138 ,440,000).

Section 2.02. (a) The amount of the Credit may be withdrawn from the Credit
Account in accordance with the provisions of Schedule 1 to this Agreement for
expenditures made (or, if the Association shall so agree, to be made) in respect of the
reasonable cost of goods, works, and services required for the Project and to be financed
out of the proceeds of the Credit.

(b) The Borrower shall open and maintain, in Dollars, two separate special
deposit accounts (Special Account A and Special Account B) in one or more commercial
banks on terms and conditions satisfactory to the Association, including appropriate
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protection against set-off, seizure or attachment, Deposits into, and payments out of each
respective Special Account shall be made in accordance with the provisions of Schedule
5 to this Agreement.

(c) (1) The Borrower shall open or cause to be opened and maintain or
cause to be maintained in Kenya Shilling an Operating Account
for each of MORPWH, KAA, KCAA, and MOTC, in one or
more commercial banks, on terms and conditions satisfactory to
the Association (including appropriate protection against set-off,
seizure or attachment).

(1) The Borrower shall, in accordance with procedures acceptable to
the Association, withdraw from time to time from the respective
Special Account and deposit into each Operating Account, an
amount required to finance eligible expenditures for a period of
90 days of Project implementation.

(ii1) Payments out of the respective Operating Account shall only be
made for eligible expenditures.

(iv) In the event that the Association, after consultation with the
Borrower, determines that any outstanding amount in any
Operating Account is not further required to cover payments for
cligible expenditures, the Borrower, upon notice from the
Association shall promptly refund such outstanding amount to
the respective Special Account.

Section 2.03. The Closing Date shall be December 31, 2009 or such later date as
the Association shall establish. The Association shall promptly notify the Borrower of
such later date.

Section 2.04. (a) The Borrower shall pay to the Association a commitment charge
on the principal amount of the Credit not withdrawn from time to time at a rate to be set
by the Association as of June 30 of each year, but not to exceed the rate of one-half of
one percent (1/2 of 1%) per annum.

(b) The commitment charge shall accrue: (i) from the date sixty days after
the date of this Agreement (the accrual date) to the respective dates on which amounts
shall be withdrawn by the Borrower from the Credit Account or canceled; and (ii) at the
rate set as of the June 30 immediately preceding the accrual date and at such other rates
as may be set from time to time thereafter pursuant to paragraph (a) above. The rate set as
of June 30 in each year shall be applied from the next date in that year specified in
Section 2.06 of this Agreement.
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(c) The commitment charge shall be paid: (i) at such places as the
Association shall reasonably request; (ii) without restrictions of any kind imposed by, or
in the territory of, the Borrower; and (iii) in the currency specified in this Agreement for
the purposes of Section 4.02 of the General Conditions or in such other eligible currency
or currencies as may from time to time be designated or selected pursuant to the
provisions of that Section.

Section 2.05. The Borrower shall pay to the Association a service charge at the
rate of three-fourths of one percent (3/4 of 1%) per annum on the principal amount of the
Credit withdrawn and outstanding from time to time.

Section 2.06. Commitment charges and service charges shall be payable
semiannually on May 15 and November 15 in each year.

Section 2.07. (a) Subject to paragraphs (b), (¢) and (d) below, the Borrower shall
repay the principal amount of the Credit in semiannual installments payable on each May
15 and November 15 commencing November 15, 2014 and ending May 15, 2044. Each
installment to and including the installment payable on May 15, 2024 shall be one
percent (1%) of such principal amount, and each installment thereafter shall be two
percent (2%) of such principal amount.

(b) Whenever: (i) the Borrower’s per capita gross national product (GNP), as
determined by the Association, shall have exceeded for three consecutive years the level
established annually by the Association for determining eligibility to access the
Association’s resources; and (ii) the Bank shall consider the Borrower creditworthy for
Bank lending, the Association may, subsequent to the review and approval thereof by the
Executive Directors of the Association and after due consideration by them of the
development of the Borrower’s economy, modify the repayment of installments under
paragraph (a) above by:

(A) requiring the Borrower to repay twice the amount of
each such installment not yet due until the principal
amount of the Credit shall have been repaid; and

(B) requiring the Borrower to commence repayment of the
principal amount of the Credit as of the first semiannual
payment date referred to in paragraph (a) above falling
six months or more after the date on which the
Association notifies the Borrower that the events set out
in this paragraph (b) have occurred, provided, however,
that there shall be a grace period of a minimum of five
years on such repayment of principal.

(c) If so requested by the Borrower, the Association may revise the
modification referred to in paragraph (b) above to include, in lieu of some or all of the
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increase in the amounts of such installments, the payment of interest at an annual rate
agreed with the Association on the principal amount of the Credit withdrawn and
outstanding from time to time, provided that, in the judgment of the Association, such
revision shall not change the grant clement obtained under the above-mentioned

repavment modification,

(d) If, at any time after a modification of terms pursuant to paragraph (b)
above, the Association determines that the Borrower’s economic condition has
deteriorated significantly, the Association may, if so requested by the Borrower, further
modify the terms of repayment to conform to the schedule of installments as provided in
paragraph (a) above.

Section 2.08. The currency of the United States is hereby specified for the
purposes of Section 4.02 of the General Conditions.

ARTICLE 111
Execution of the Project

Section 3.01. (a) The Borrower declares its commitment to the objectives of the
Project as set forth in Schedule 2 to this Agreement, and, to this end:

(1) shall carry out Parts A, B, C, D, and E of the Project through
MORPWH, and Part H through MOTC with due diligence and
efficiency and in conformity with appropriate administrative,
financial, engincering, and environmental practices, and shall
provide, promptly as needed, the funds, facilities, services and
other resources required for the Project;

(i1) without any limitation or restriction upon any of its other
obligations under the Development Credit Agreement, shall
cause KAA to perform in accordance with the provisions of the
KAA Project Agreement all the obligations of KAA therein sct
forth, shall take and cause to be taken all actions, including the
provision of funds, facilities, services and other resources,
necessary or appropriate to enable KAA to perform such
obligations, and shall not take or permit to be taken any action
which would prevent or interfere with such performance; and

(iii) without any limitation or restriction upon any of its other
obligations under the Development Credit Agreement, shall
cause KCAA to perform in accordance with the provisions of the
KCAA Project Agreement all the obligations of KCAA therein
set forth, shall take and cause to be taken all actions, including
the provision of funds, facilities, services and other resources,
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necessary or appropriate to enable KCAA to perform such
obligations, and shall not take or permit to be taken any action
which would prevent or interfere with such performance

(b) Without limitation upon the provisions of paragraph (a) of this Section
and except as the Borrower and the Association shall otherwise agree, the Borrower shall
carry out the Project in accordance with the Implementation Program set forth in
Schedule 4 to this Agreement.

(c) The Borrower shall relend part of the proceeds of the Credit to KAA
under a subsidiary loan agreement to be entered into between the Borrower and KAA
(KAA Subsidiary Loan Agreement), under terms and conditions which shall have been
approved by the Association which shall include: (i) repayment of principal in 23 years
including a grace period of 8 years; (ii) the payment of interest at the rate of 7% per
annum; and (iii) the foreign exchange risk to be borne by the Borrower.

(d) The Borrower shall relend part of the proceeds of the Credit to KCAA
under a subsidiary loan agreement to be entered into between the Borrower and KCAA
(KCAA Subsidiary Loan Agreement), under terms and conditions which shall have been
approved by the Association which shall include: (i) repayment of principal in 23 years
including a grace period of 8 years; (ii) the payment of interest at the rate of 7% per
annum; and (1ii) the foreign exchange risk to be borne by the Borrower.

(¢) The Borrower shall exercise its rights under KAA Subsidiary Loan
Agreement, and KCAA Subsidiary Loan Agreement in such manner as to protect the
interests of the Borrower and the Association and to accomplish the purposes of the
Credit, and, except as the Association shall otherwise agree, the Borrower shall not
assign, amend, abrogate or waive the KAA Subsidiary Loan Agreement, KCAA
Subsidiary Loan Agreement or any provision thereof.

Section 3.02. Except as the Association shall otherwise agree, procurement of the
goods, works and consultants’ services required for the Project and to be financed out of
the proceeds of the Credit shall be governed by the provisions of Schedule 3 to this
Agreement.

Section 3.03. Without limitation upon the provisions of paragraph (a) of Section
3.01 of this Agreement, and except as the Borrower and the Association shall otherwise
agree, the Borrower shall:

(a) open an account in Kenya Shillings in a commercial bank acceptable to the
Association (the Project Account), and thereafter maintain the Project Account under terms
and conditions acceptable to the Association until the completion of the Project;
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(b) deposit into the Project Account: (i) an initial amount of KES 90,000,000 (the
Initial Deposit); and (ii) thereafter, at quarterly intervals, replenish the Project Account by the
amounts required to finance the Borrower’s contribution for expenditures under the Project
other than those financed from the proceeds of the Credit, as shall be agreed upon between the
Borrower and the Association; and

(c) ensure that funds deposited into the Project Account in accordance with
paragraph (b) of this Section shall be used exclusively to finance expenditures under Parts
A through E of the Project other than those financed from the proceeds of the Credit.

Section 3.04. For the purposes of Section 9.06 of the General Conditions and
without limitation thereto, the Borrower shall:

(a) prepare, on the basis of guidelines acceptable to the Association, and
furnish to the Association not later than six (6) months after the Closing Date or such
later date as may be agreed for this purpose between the Borrower and the Association, a
plan for the future operation of the Project; and

(b) afford the Association a reasonable opportunity to exchange views with
the Borrower on said plan.

Section 3.05. The Borrower and the Association hereby agree that the obligations
set forth in Sections 9.03, 9.04, 9.05, 9.06, 9.07 and 9.08 of the General Conditions
(relating to insurance, use of goods and services, plans and schedules, records and
reports, maintenance and land acquisition, respectively): (i) in respect of Part F of the
Project shall be carried out by KAA; and (ii) in respect of Part G of the Project shall be
carried out by KCAA pursuant to Section 2.03 of the Project Agreements.

ARTICLE 1V
Financial Covenants

Section 4.01. (a) The Borrower shall maintain and cause to be maintained a
financial management system, including records and accounts, and prepare financial
statements in accordance with consistently applied accounting standards acceptable to the
Association, adequate to reflect the operations, resources and expenditures related to the
Project.

(b) The Borrower shall:

(1) have the financial statements referred to in paragraph (a) of this
Section for each fiscal year (or other period agreed to by the
Association), audited, in accordance with consistently applied
auditing standards acceptable to the Association, by independent
auditors acceptable to the Association;



(c)

= Tl

(1) furnish to the Association as soon as available, but in any case

not later than six months afier the end of each such year (or such
other period agreed to by the Association), (A) certified copies
of the financial statements referred to in paragraph (a) of this
Section for such year (or other period agreed to by the
Association), as so audited, and (B) an opinion on such
statements by said auditors, in scope and detail satisfactory to the
Association; and

(111) furnish to the Association such other information concerning

such records and accounts, and the audit of such financial
statements, and concerning said auditors, as the Association may
from time to time reasonably request.

For all expenditures with respect to which withdrawals from the Credit
Account were made on the basis of statements of expenditure, the Borrower shall:

(1)

retain, until at least one year after the Association has received
the audit report for, or covering, the fiscal year in which the last
withdrawal from the Credit Account was made, all records
(contracts, orders, invoices, bills, receipts and other documents)
evidencing such expenditures;

(11) enable the Association’s representatives to  examine such

records; and

(111) ensure that such statements of expenditure are included in the

audit for each fiscal year (or other period agreed to by the
Association), referred to in paragraph (b) of this Section.

Section 4.02. (a) Without limitation upon the Borrower’s progress reporting
obligations set out in paragraph 17 of Schedule 4 to this Agreement, the Borrower shall
prepare and furnish to the Association a financial monitoring report, in form and
substance satisfactory to the Association, which:

(1)

(i1)

sts forth sources and uses of funds for the Project, both cumulatively
and for the period covered by said report, showing separately funds
provided under the Credit, and explains variances between the actual
and planned uses of such funds;

describes  physical progress in  Project implementation, both
cumulatively and for the period covered by said report, and explains
variances between the actual and planned Project implementation ;
and
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(111) sets forth the status of procurement under the Project, as at the end of
the period covered by said report.

(b) The first FMR shall be furnished to the Association not later than 45
days after the end of the first calendar quarter after the Effective Date, and shall cover the
period from the incurrence of the first expenditure under the Project through the end of
such first calendar quarter; thereafter, each FMR shall be furnished to the Association not
later than 45 days after each subsequent calendar quarter, and shall cover such calendar
quarter.

ARTICLE V
Remedies of the Association

Section 5.01. Pursuant to Section 6.02 (1) of the General Conditions, the
following additional events are specified:

(a) KAA shall have failed to perform any of its obligations under the KAA
Project Agreement.

(b) KCAA shall have failed to perform any of its obligations under the
KCAA Project Agreement.

(c) As a result of events which have occurred after the date of the
Development Credit Agreement, an extraordinary situation shall have arisen which shall
make it improbable that KAA will be able to perform its obligations under the Project
Agreement.

(d) As a result of events which have occurred after the date of the
Development Credit Agreement, an extraordinary situation shall have arisen which shall
make it improbable that KCAA will be able to perform its obligations under the Project
Agreement.

(e) The Borrower’s Airports Authority Act, 1991 (CAP 395) shall have been
amended, suspended, abrogated, repealed or waived so as to affect materially and
adversely the ability of KAA to perform any of its obligations under the Project
Agreement.

(H) The Borrower’s Civil Aviation Authority (Amendment) Act, 2002 (CAP
394) shall have been amended, suspended, abrogated, repealed or waived so as to affect
materially and adversely the ability of KCAA to perform any of its obligations under the
Project Agreement.

(g) The NDF Loan Agreement shall have failed to become effective by
December 31, 2004 or such later date as the Association may agree; provided, however,
that the provisions of this paragraph shall not apply if the Borrower establishes to the
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satisfaction of the Association that adequate funds for the Project are available to the
Borrower from other sources on terms and conditions consistent with the obligations of
the Borrower under this Agreement.

Section 5.02. Pursuant to Section 7.01(h) of the General Conditions, the
following additional events are specified:

(a) any event specified in paragraphs (a) and (b) Section 5.01 of this
Agreement shall occur and shall continue for a period of 60 days after notice thereof shall
have been given by the Association to the Borrower; and

(b) the events specified in paragraphs (c), (d), (e) and (f) of Section 5.01 of
this Agreement shall occur.

ARTICLE VI
Effective Date; Termination

Section 6.01. The following events are specified as additional conditions to the
cffectiveness of the Development Credit Agreement within the meaning of Section 12.01
(b) of the General Conditions:

(a) the KAA Subsidiary Loan Agreement has been executed on behalf of the
Borrower and KAA;

(b) the KCAA Subsidiary Loan Agreement has been executed on behalf of
the Borrower and KCAA;

(c) The Borrower has opened the Project Account and has deposited therein
the Initial Deposit referred to in Section 3.03 of this Agreement; and

(d) The Borrower has established a financial management system for the
Project in form and substance satisfactory to the Association.

Section 6.02. The following are specified as additional matters, within the
meaning of Section 12.02 (b) of the General Conditions, to be included in the opinion or
opinions to be furnished to the Association:

(a) that the KAA Project Agreement has been duly authorized or ratified by
KAA, and is legally binding upon KAA in accordance with its terms;

(b) that the KAA Subsidiary Loan Agreement has been duly authorized or
ratified by the Borrower and KAA and is legally binding upon the Borrower and KAA in
accordance with 1ts terms;
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(c) that the KCAA Project Agreement has been duly authorized or ratified
by KCAA, and is legally binding upon KCAA in accordance with its terms; and

(d) that the KCAA Subsidiary Loan Agreement has been duly authorized or
ratified by the Borrower and KCAA and is legally binding upon the Borrower and KCAA
in accordance with its terms;

Section 6.03. The date ninety (90) days after the date of this Agreement is hereby
specified for the purposes of Section 12.04 of the General Conditions.

ARTICLE VII
Representative of the Borrower; Addresses

Section 7.01. The Borrower’s Minister for Finance is designated as representative
of the Borrower for the purposes of Section 11.03 of the General Conditions.

Section 7.02. The following addresses are specified for the purposes of Section
11.01 of the General Conditions:

For the Borrower:
Ministry of Finance
Treasury Building
P.O Box 30007-00100
Nairobi, Kenya

Cable address: Telex: Facsimile:

FINANCEnairobi 2292 1minfin-ke +(254) 20 330426

For the Association:

International Development Association
1818 H Street, N.W.

Washington, D.C. 20433

United States of America

Cable address: Telex: Facsimile:

INDEVAS 248423 (MCI) or (202) 477-6391
Washington, D.C. 64145 (MCI)
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SCHEDULE 1

Withdrawal of the Proceeds of the Credit

L The table below sets forth the Categories of items to be financed out of the
proceeds of the Credit, the allocation of the amounts of the Credit to each Category and
the percentage of expenditures for items so to be financed in each Category:

Category
(1) Works
(a) under Parts A through
E of the Project
(b) under Part F of the
Project
(2) Goods

(a) under Parts A through
E of the Project
(b)(1) under Part F of the
Project
(1) under Part G of the
Project
(111) under Part H of
the Project
(3) Consultants®  services
including audits
(a) under Parts A through
I= of the Project
{b)(1) under Part F of the
Project
(i1) under Part G of the
Project

(111) under Part H of
the Project

Amount of the Credit
Allocated (Expressed
in SDR Equivalent)

76,640,000

11,150,000

450,000

8,800,000

2,550,000

500,000

15,900,000

350,000

3,000,000

350,000

% of Expenditures
to be Financed

75%

100% of
foreign
expenditures
and 90% of
local
expenditures

100% of
foreign
expenditures
and 94% of
local
expenditures




-16 -

Amount of the Credit

Allocated (Expressed % of Expenditures
Category in SDR Equivalent) to be Financed
(4) Training 100%
(a) under Parts A through 650,000
E of the Project
(b)(i) under Part F of the 250,000
Project
(i) under Part G of the 500,000
Project
(ii1) under Part H of 500,000
the Project
(5) Unallocated
(a) under Parts A through 13,300,000
E of the Project
(b)(1) under Part F of the 2,700,000
Project
(ii) under Part G of the 700,000
Project
(111) under Part H of 150,000
the Project
TOTAL 138,440,000
2. For the purposes of this Schedule:
(a) the term “foreign expenditures” means expenditures in the currency of

any country other than that of the Borrower for goods or services supplied from the
territory of any country other than that of the Borrower; and

(b) the term *“local expenditures” means expenditures in the currency of the
Borrower or for goods or services supplied from the territory of the Borrower.

3. Notwithstanding the provisions of paragraph 1 above, no withdrawals shall be
made in respect of payments made for expenditures: (a) prior to the date of this
Agreement, except that withdrawals, in an aggregate amount not exceeding the
equivalent of SDR 5,000,000, may be made on account of payments made for
expenditures before that date but after December 31, 2003; and (b) under categories (2)
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(b) (i), (3) (b) (i), and (4) (b) (i), until the KCAA has appointed staff to its office of
aviation security oversight in accordance with paragraph 12 of Schedule 4 to this
Agreement,

4. The Association may require withdrawals from the Credit Account to be made on
the basis of statements of expenditure for expenditures under contracts for: (a) goods
costing less than $250,000 equivalent per contract; (b) works costing less than
$1,000,000 equivalent per contract; (c) services of individual consultants costing less
than $50,000 equivalent per contract; (d) services of consulting firms under contracts
costing less than $100,000 equivalent per contract; and (e) training, all under such terms
and conditions as the Association shall specify by notice to the Borrower.
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SCHEDULE 2
Description of the Project

The objective of the Project is to enhance the efficiency and effectiveness of the
Borrower’s transport sector through: (a) increasing the efficiency of road transport; (b)
enhancing aviation safety and security to meet international standards; and (c) promoting
private sector participation in the management, financing, and maintenance of road
assets,

The Project consists of the following parts, subject to such modifications thereof
as the Borrower and the Association may agree upon from time to time to achieve such
objectives:

Part A: Rehabilitation of the Northern Corridor

l. Rehabilitation of infrastructure and provision of services for the improvement of
approximately 373 kilometers of roads in selected sections along the Northern Corridor,
including construction of approximately 8-kilometers of roads connecting the old
Embakasi Airport terminal to Nairobi-Mombasa highway.

2, Implementation of the mitigation measures specified in the EIA and provision of
support to PAPs including provision of support for resettlement activities and

compensation.

Part B: Roadside Amenities and Mitigation of HIV/AIDS

I Construction of facilities to enhance the socioeconomic impact on local
communities and improve safety of road users, including bus and truck stops, parking
areas, utilities, merchandise booths for use by local communitics, bicycle paths, and
pedestrian sidewalks.

2. Development and implementation of measures to mitigate effects of HIV/AIDS,
including awareness and information dissemination, distribution of condoms,
strengthening of local health centers, facilitation of voluntary testing and counseling
including construction of kiosks for these purposes, and provision of support to infected
and affected people.

Part C: Private Sector Participation in Road Management and Maintenance

Provision of technical advisory services for the preparation of bid documents for
and facilitation of the concessioning of selected road sections of the Northern Corridor;
and performance-based maintenance of approximately 300 kilometers of selected roads
by the private sector.



Part D: Road Safety Improvement

Improvement of safety conditions in selected locations along the Northern
Corndor, including carrying out of a road safety and awareness campaign, construction of
approximately 5 children’s traffic safety parks, rchabilitation of about 5 existing
children’s traffic safety parks, and improvement of safety conditions of hazardous
locations.

Part E: Institutional Strengthening

Development and implementation of institutional and policy reforms through
provision of technical advisory services, carrying out of studies, and training, including:

1 Establishment and strengthening of NHA through provision of technical advisory
services.

2, Strengthening KRB including reforming its mandate through carrying out of
studies and reviews and provision of technical advisory services and training.

3 Designing Kibwezi-Kitui-Mwingi-Maua-Isiolo road corridor.

4, Designing alternative route linking northern Tanzania to Narok in the territory of
the Borrower, and designing the widening of the access road to the Moi International
Airport in Mombasa.

5 Preparation of a ten-year national transportation development plan.

6. Strengthening the Department of Materials Research and Development at
MORPWH and External Resources Department of the Borrower’s Ministry of Finance.

7. Capacity building for MORPWH, NHA, the External Resources Department of
the Borrower’s Ministry of Finance and KRB in management and financing of roads
including axle load monitoring and control.

8. Monitoring, evaluation and impact assessment of the Project.

9 Carrying out of feasibility and sector studies for the transport sector including
Mombasa bypass study.

Part F: Support to the Kenya Airports Authority

Provision of support to KAA to improve aviation security, safety, and operations
at major airports through acquisition of equipment and vehicles; carrying out of civil
works; provision of technical advisory service, and training, including;
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1. Rehabilitation and reconfiguration of old Embakasi Airport terminal and the
main terminal at Jomo Kenyatta International Airport and construction of the road linking
the two terminals.

2, Installation of fencing, lighting, and surveillance systems at Jomo Kenyatta
International Airport, Moi International Airport, Wilson Airport, Kisumu Airport,

Malindi Airport, and Ukunda Airport.

3. Rehabilitation of and reconfiguration of terminal buildings at Kisumu and Wilson
Airports, and rehabilitation and extension of the runway at Kisumu Airport.

4, Enhancing aviation security and safety, flight information system, search and
rescue capacity, communications, and emergency operations centers at Jomo Kenyatta
International Airport, Moi International Airport, Wilson Airport, and Kisumu Airport.

A Capacity building for staff in airports operations, security and management.

Part G: Support to Kenya Civil Aviation Authority

1. Development and implementation of reforms at KCAA aimed at enhancing
aviation safety and security oversight, and safety inspection through provision of

technical advisory services and training.

2 Provision of support to KCAA and EASA through acquisition of training and
operations equipment including equipment for accident investigation laboratory.

3. Implementation of GNSS-GPS enroute and approach procedures through
provision of technical advisory services.

4, Carrying out of training of trainers in airworthiness inspection, flight operations
inspection, personnel licensing and security oversight.

Part H: Support to the Ministry of Transport and Communications

Capacity building for MOTC in procurement, Project management, financial
management; implementation of the national transportation policy and maritime law; and
compliance with conventions of the International Maritime Organization; establishment
and strengthening of the Maritime Authority; assisting the Borrower to comply with the
Northern Corridor Transit Agreement; and provision of support to Bandari College,
through provision of technical advisory services and training, and acquisition of
equipment.

* ok

The Project is expected to be completed by June 30, 2009.
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SCHEDULE 3
Procurement

Section [. Procurement of Goods and Works

Part A: General

Goods and works shall be procured in accordance with the provisions of Section
| of the “Guidelines for Procurement under IBRD Loans and IDA Credits” published by
the Bank in January 1995 and revised in January and August 1996, September 1997 and
January 1999 (the Guidelines) and the following provisions of Section 1 of this Schedule.

Part B: International Competitive Bidding

1 Except as otherwise provided in Part C of this Section, goods and works shall be
procured under contracts awarded in accordance with the provisions of Section II of the
Guidelines and paragraph 5 of Appendix | thereto.

2. The provisions of paragraphs 2.54 and 2.55 of the Guidelines (Domestic
Preference) and Appendix 2 thereto shall apply to goods manufactured in the territory of
the Borrower and works to be carried out by domestic contractors.

Part C: Other Procurement Procedures

1. Limited International Bidding

Goods which the Association agrees can only be purchased from a limited
number of suppliers, regardless of the cost thercof, may be procured under contracts
awarded in accordance with the provisions of paragraph 3.2 of the Guidelines.

2 National Competitive Bidding

(a) Goods estimated to cost less than $150,000 equivalent per contract; and (b)
works estimated to cost less than $2,000,000 equivalent per contract, may be procured
under contracts awarded in accordance with the provisions of paragraphs 3.3 and 3.4 of

the Guidelines.

3 International or National Shopping

Goods estimated to cost less than $50.000 equivalent per contract may be
procured under contracts awarded on the basis of international or national shopping
procedures in accordance with the provisions of paragraphs 3.5 and 3.6 of the Guidelines.
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Part D: Review by the Association of Procurement Decisions

1. Procurement Planning

Prior to the issuance of any invitations to bid for contracts, the proposed
procurement plan for the Project shall be furnished to the Association for its review and
approval, in accordance with the provisions of paragraph 1 of Appendix 1 to the
Guidelines. Procurement of all goods and works shall be undertaken in accordance with
such procurement plan as shall have been approved by the Association, and with the
provisions of said paragraph 1.

2. Prior Review

(a) With respect to: (i) each contract for works estimated to cost the
equivalent of $1,000,000 or more; and (ii) the first two contracts for works estimated to
cost less than $1,000,000 equivalent, the procedures set forth in paragraphs 2 and 3 of
Appendix 1 to the Guidelines shall apply.

(b) With respect to cach contract for goods estimated to cost the equivalent
of $250,000 or more, the procedures set forth in paragraphs 2 and 3 of Appendix 1 to the
Guidelines shall apply.,

35 Post Review

With respect to each contract not governed by paragraph 2 of this Part, the
procedures set forth in paragraph 4 of Appendix 1 to the Guidelines shall apply.

Section 11. Employment of Consultants
Part A: General

Consultants’ services shall be procured in accordance with the provisions of
Sections [ and IV of the “Guidelines: Selection and Employment of Consultants by
World Bank Borrowers” published by the Bank in January 1997 and revised in
September 1997, January 1999 and May 2002 (the Consultant Guidelines), paragraph 1
of Appendix 1 thereto, Appendix 2 thereto and the following provisions of Section IT of
this Schedule.

Part B: Quality- and Cost-based Selection
1. Except as otherwise provided in Part C of this Section, consultants’ services shall

be procured under contracts awarded in accordance with the provisions of Section IT of
the Consultant Guidelines, and the provisions of paragraphs 3.13 through 3.18 thereof
applicable to quality- and cost-based selection of consultants.
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2. The following provision shall apply to consultants’ services to be procured under
contracts awarded in accordance with the provisions of the preceding paragraph: the short
list of consultants for services, estimated to cost less than $200,000 equivalent per
contract, may comprise entirely national consultants in accordance with the provisions of
paragraph 2.7 and footnote 8 of the Consultant Guidelines.

Part C: Other Procedures for the Selection of Consultants

l. Least-cost Selection

Audit services and services estimated to cost less than $50,000 cqu:valcnt per
contract may be procured under contracts awarded in accordance with the provisions of
paragraphs 3.1 and 3.6 of the Consultant Guidelines.

2. Selection Based on Consultants’ Qualifications

Services estimated to cost less than $200,000 equivalent per contract may be
procured under contracts awarded in accordance with the provisions of paragraphs 3.1
and 3.7 of the Consultant Guidelines.

Services for monitoring and evaluation, HIV/AIDS mitigation, and training, may,
with the Association’s prior agreement, be procured in accordance with the provisions of
paragraphs 3.8 through 3.11 of the Consultant Guidelines.

4. Individual Consultants

Services of individual consultants shall be procured under contracts awarded in
accordance with the provisions of paragraphs 5.1 through 5.3 of the Consultant
Guidelines.

5; Training

Training shall be carried out on the basis of annual work programs which shall
have been approved by the Association, and which shall identify: (a) the training
envisaged; (b) the personnel to be trained; (c¢) the selection methods of institutions or
individuals conducting such training; (d) the institutions which will conduct the training,
if already selected; (¢) the duration of proposed training; and (f) the cost estimate of the
traming.
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Part D: Review by the Association of the Selection of Consultants

l. Selection Planning

A plan for the selection of consultants, which shall include contract cost
estimates, contract packaging, and applicable selection criteria and procedures, shall be
furnished to the Association for its review and approval prior to the issuance to
consultants of any requests for proposals. Selection of all consultants® services shall be

undertaken in accordance with such selection plan as shall have been approved by the
Association.

2 Prior Review

(a) With respect to: (i) all terms of reference for each contract for services;
(ii) each contract under single source selection; and (i) each contract for the
employment of consulting firms estimated to cost the equivalent of $100,000 or more, the

procedures set forth in paragraphs 2, 3 and 5 of Appendix 1 to the Consultant Guidelines
shall apply.

(b) With respect to cach contract for the employment of individual
consultants estimated to cost the equivalent of $50,000 or more, the report on the
comparison of the qualifications and experience of candidates, and terms of employment
of the consultants shall be furnished to the Association for its prior review and approval.
The contract shall be awarded only after the said approval shall have been given. The
provisions of paragraph 3 of Appendix 1 to the Consultant Guidelines shall also apply to
such contracts.

3. Post Review
With respect to each contract not governed by paragraph 2 of this Part, the

procedures set forth in paragraph 4 of Appendix 1 to the Consultant Guidelines shall
apply.
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SCHEDULE 4
Implementation Program
L. Overall Project Oversight

L The Borrower shall maintain at all times during the implementation of the
Project, a Project Oversight Committee which shall be chaired by the Permanent
Secretary of MORPWH, co-chaired by the Permanent Secretary of MOTC, and include a
representative from the Ministry of Finance, the Managing Director of KAA, the Director
General of KCAA, and the Chief Engineer “Roads” of MORPWH.

2 The Project Oversight Committee shall: (a) provide strategic guidance for Project
implementation; (b) review and approve annual work plan for the Project; and (c) review
financial reports of Project implementation.

3. The Borrower shall maintain at all times during the implementation of the
Project, a Project Coordination Team which shall be chaired by the team leader of
MORPWH-PTT and co-chaired by the team leader of MOTC-PTT and include the team
leaders of KAA-PTT and KCAA-PTT and which shall be responsible for the overall
Project coordination and reporting.

11. Project Administration and Management

4, The Borrower shall maintain at all times during the implementation of the
Project, a MORPWH-PTT to oversee the day-to-day implementation of Parts A through
E of the Project, and appoint thereto, staff having qualifications and experience
satisfactory to the Association, including a team leader, a pavement/materials specialist, a
construction specialist, an economist/social development specialist, a design engineer, an
environmental specialist, a procurement specialist and a financial management specialist.

5. Notwithstanding its overall reporting obligations to the Project Oversight
Committee, MORPWH-PTT shall report on its day-to-day operations directly, in
consultation with the Chief Engineer “Roads” of MORPWH with regard to technical
matters, to the Permanent Secretary of MORPWH in his or her capacity as a member of
the Project Oversight Committee.

6. The Borrower shall cause KAA to maintain at all times during the
implementation of the Project, a KAA-PTT to oversee the day-to-day implementation of
Part F of the Project, and appoint thereto, staff having qualifications and experience
satisfactory to the Association, including a team leader, a construction engineer, an
electrical engineer, airport operations specialist, an architectural specialist, an airport
security specialist, a procurement specialist and a financial management specialist.
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i Notwithstanding 1ts overall reporting obligations to the Project Oversight
Committee, KAA-PTT shall report on its day-to-day operations directly to the Managing
Director of KAA in his or her capacity as a member of the Project Oversight Committee.

8. The Borrower shall cause KCAA to maintain at all times during the
implementation of the Project, a KCAA-PTT to oversee the day-to-day implementation
of Part G of the Project, and appoint thereto, staff having qualifications and experience
satisfactory to the Association, including a team leader, the principal of EASA, a
procurement specialist and a financial management specialist.

9. Notwithstanding its overall reporting obligations to the Project Oversight
Committee, KCAA-PTT shall report on its day-to-day operations directly to the Director
General of KCAA in his or her capacity as a member of the Project Oversight
Committee.

10. The Borrower shall maintain at all times during the implementation of the
Project, a MOTC-PTT to oversee the day-to-day implementation of Part H of the Project,
and appoint thereto, staff having qualifications and experience satisfactory to the
Association, including a team leader, a procurement specialist and a financial
management specialist.

11 Notwithstanding its overall reporting obligations to the Project Oversight
Committee, MOTC-PTT shall report on its day-to-day operations directly to the
Permanent Secretary of MOTC in his or her capacity as a member of the Project
Oversight Committee.

12. The Borrower shall cause KCAA to appoint and thereafter retain at all times
during the implementation of the Project staff with adequate experience and
qualifications satisfactory to the Association to manage and operate KCAA’s office of
aviation security oversight.

13. For purposes of Parts A and C of the Project, the Borrower shall prior to the
approval of bid documents, prepare and submit to the Association:

(a) an Environmental Impact Assessment (EIA), acceptable to the
Association, giving details of the social and environmental status, and potential
environmental risks and adverse impacts, which are specific to Parts A and C of the
Project, along with proposed mitigation measures; and

(b) wherever applicable, a Resettlement Action Plan (RAP), acceptable to
the Association, giving details of measures consistent with the RPF, and designed to
facilitate the compensation and resettlement of PAPs, including the magnitude of
displacement, proposed compensation and resettlement arrangements, and budget and
cost estimates, together with adequate institutional, monitoring and reporting
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arrangements capable of ensuring proper implementation of, and regular feedback on
compliance with, the RAP; and

14. The Borrower shall implement: (a) the applicable RAP in accordance with the
guidelines, timetable, and other specifications set forth in the RAP; and (b) the mitigation
measures specified in the EIA in accordance of the guidelines, timetable, and other
specifications set forth in the EIA,

15. Without limitation upon the Borrower’s other reporting obligations under Section
4.02 of this Agreement, the Borrower shall submit quarterly consolidated reports on
compliance with social and environmental safeguard measures under the Project, giving
details of measures taken in furtherance of the RAP and the mitigation measures
specified in the EIA, conditions, if any, which interfere or threaten implementation of the
RAP or the mitigation measures specified in the EIA, and remedial measures taken or
required to be taken to address such conditions.

16. The Borrower shall take all measures necessary to establish NHA on or about
June 30, 2007,

I11. Project Monitoring and Evaluation
17. The Borrower shall:

(a) maintain policies and procedures adequate to enable it to monitor and
evaluate on an ongoing basis, in accordance with indicators satisfactory to the
Association, the carrying out of the Project and the achievement of the objectives thereof}

(b) prepare, under terms of reference satisfactory to the Association, and
furnish to the Association, on or about July 15, 2006, a report integrating the results of
the monitoring and evaluation activities performed pursuant to paragraph (a) of this
Section, on the progress achieved in the carrying out of the Project during the period
preceding the date of said report and setting out the measures recommended to ensure the
efficient carrying out of the Project and the achievement of the objectives thereof during
the period following such date; and

(¢) review with the Association, by January 15, 2007, or such later date as
the Association shall request, the report referred to in paragraph (b) of this Section, and,
thereafter, take all measures required to ensure the efficient completion of the Project and
the achievement of the objectives thereof, based on the conclusions and recommendations
of the said report and the Association’s views on the matter.
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SCHEDULE 5
Special Accounts
1 For the purposes of this Schedule:

(a) the term “cligible Categories” means: (i) Categories (1)(a), (2)(a), (3)(a),
and (4) (a) set forth in the table in paragraph 1 of Schedule 1 to this Agreement for
Special Account A in respect of Parts A through E of the Project; (ii) Categories (1)(b),
(2)(b), (3)(b), and (4) (b) set forth in said table for Special Account B in respect of Parts F
through H of the Project;

(b) the term “eligible expenditures” means expenditures in respect of the
reasonable cost of goods, works, and services required for Parts A through H of the
Project and to be financed out of the proceeds of the Credit allocated from time to time to
the eligible Categories in accordance with the provisions of Schedule 1 to this
Agreement; and

(c) the term “Authorized Allocation” means an amount ecquivalent to
$8,000,000 in respect of Special Account A for Parts A through E of the Project; and an
amount equivalent to $5,000,000 in respect of Special Account B for Parts F through H
of the Project; to be withdrawn from the Credit Account and deposited into the Special
Accounts pursuant to paragraph 3(a) of this Schedule, provided, however, that unless the
Association shall otherwise agree, the Authorized Allocation shall be limited to an
amount equivalent to $4,000,000 in respect of Special Account A; and an amount
equivalent to $2,500,000 in respect of Special Account B, until (i) in respect of the
Special Account A, the aggregate amount of withdrawals from the Credit Account
allocated to Categories (1)(a). (2)(a). (3)(a), and (4) (a) plus the total amount of all
outstanding special commitments entered into by the Association pursuant to Section
5.02 of the General Conditions for Parts A through E of the Project shall be equal to or
exceed the equivalent of SDR 30,000,000; and (i1) in respect of Special Account B, the
aggregate amount of withdrawals from the Credit Account allocated to Categories (1)(b),
(2)(b), (3)(b), and (4)(b) plus the total amount of all outstanding special commitments
entered into by the Association pursuant to Section 5.02 of the General Conditions for
Parts F through H of the Project shall be equal to or exceed the equivalent of SDR
10,000,000,

2. Payments out of the respective Special Account shall be made exclusively for
eligible expenditures in accordance with the provisions of this Schedule.

3, After the Association has received evidence satisfactory to it that the respective
Special Account has been duly opened, withdrawals of the Authorized Allocation and
subsequent withdrawals to replenish the respective Special Account shall be made as
follows:
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(a) For withdrawals of the Authorized Allocation, the Borrower shall furnish
to the Association a request or requests for deposit into the respective Special Account of
an amount or amounts which do not exceed the aggregate amount of the Authorized
Allocation. On the basis of such request or requests, the Association shall, on behalf of
the Borrower, withdraw from the Credit Account and deposit into the respective Special
Account such amount or amounts as the Borrower shall have requested.

(b) (1) For replenishment of the respective Special Account, the
Borrower shall furnish to the Association requests for deposits
into the respective Special Account at such intervals as the
Association shall specify.

(i1) Prior to or at the time of each such request, the Borrower shall
furnish to the Association the documents and other evidence
required pursuant to paragraph 4 of this Schedule for the
payment or payments in respect of which replenishment is
requested. On the basis of cach such request, the Association
shall, on behalf of the Borrower, withdraw from the Credit
Account and deposit into the respective Special Account such
amount as the Borrower shall have requested and as shall have
been shown by said documents and other evidence to have been
paid out of the respective Special Account for eligible
expenditures. All such deposits shall be withdrawn by the
Association from the Credit Account under the respective
eligible Categories, and in the respective equivalent amounts, as
shall have been justified by said documents and other evidence.

4. For each payment made by the Borrower out of the respective Special Account,
the Borrower shall, at such time as the Association shall reasonably request, furnish to the
Association such documents and other evidence showing that such payment was made
exclusively for eligible expenditures.

5. Notwithstanding the provisions of paragraph 3 of this Schedule, the Association
shall not be required to make further deposits into any Special Account:

(a) if, at any time, the Association shall have determined that all further
withdrawals should be made by the Borrower directly from the Credit Account in
accordance with the provisions of Article V of the General Conditions and paragraph (a)
of Section 2.02 of this Agreement;

(b) if the Borrower shall have failed to furnish to the Association, within the
period of time specified in Section 4.01 (b)(ii) of this Agreement, any of the audit reports
required to be furnished to the Association pursuant to said Section in respect of the audit
of the records and accounts for the Special Accounts;
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(c) if, at any time, the Association shall have notified the Borrower of its
intention to suspend in whole or in part the right of the Borrower to make withdrawals
from the Credit Account pursuant to the provisions of Section 6.02 of the General
Conditions; or

(d) once the total unwithdrawn amount of the Credit allocated to the eligible
Categories for the respective Special Account, minus the total amount of all outstanding
special commitments entered into by the Association pursuant to Section 5.02 of the
General Conditions with respect to the Project, shall equal the equivalent of twice the
amount of the Authorized Allocation.

Thereafter, withdrawal from the Credit Account of the remaining unwithdrawn amount of
the Credit allocated to the eligible Categories shall follow such procedures as the
Association shall specify by notice to the Borrower. Such further withdrawals shall be
made only after and to the extent that the Association shall have been satisfied that all
such amounts remaining on deposit in the respective Special Account as of the date of
such notice will be utilized in making payments for eligible expenditures.

6. (a) If the Association shall have determined at any time that any payment
out of any Special Account: (i) was made for an expenditure or in an amount not eligible
pursuant to paragraph 2 of this Schedule; or (ii) was not justified by the evidence
furnished to the Association, the Borrower shall, promptly upon notice from the
Association: (A) provide such additional evidence as the Association may request; or (B)
deposit into the respective Special Account (or, if the Association shall so request, refund
to the Association) an amount equal to the amount of such payment or the portion thereof
not so eligible or justified. Unless the Association shall otherwise agree, no further
deposit by the Association into any Special Account shall be made until the Borrower has
provided such evidence or made such deposit or refund, as the case may be.

(b) If the Association shall have determined at any time that any amount
outstanding in any Special Account will not be required to cover further payments for
eligible expenditures, the Borrower shall, promptly upon notice from the Association,
refund to the Association such outstanding amount.

(c) The Borrower may, upon notice to the Association, refund to the
Association all or any portion of the funds on deposit in the Special Accounts.

(d) Refunds to the Association made pursuant to paragraphs 6 (a), (b) and (c)
of this Schedule shall be credited to the Credit Account for subsequent withdrawal or for
cancellation in accordance with the relevant provisions of this Agreement, including the
General Conditions.
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SCHEDULE 6
Performance Indicators
The performance indicators for the Project shall include the following, said

indicators being subject to modifications by agreement between the Borrower and the
Association:

1. Travel time by road from Mombasa to Malaba and Busia reduced by 25%.

2. KCAA 1s cleared as category | safety status under the International Aviation
Safety Assessment of the United States Federal Aviation Administration.

3 Jomo Kenyatta International Airport in Nairobi is cleared by the United States

Transportation Security Agency for direct flights to and from United States airports.

4, One long term performance based road management and maintenance contract
awarded to the private sector and 1s effectively under implementation.

51 One road segment along the Northern Corridor is offered for concession to the
private sector.
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Acfozmling Policies, Changes in Accounting Estimates and Errors provides a basis for selecting
and applying accounting policies in the absence of explicit guidance.
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IAS 16 l
Introduction o
IN1 International Accounting Standard 16 Property, Plant and Equipment (IAS 1|

replaces 1AS 16 Property, Plant and Equipment (revised in 1998), and should b
applied for annual periods beginning on or after 1 January 2005. Eaflierl
application is encouraged. The Standard also replaces the followip
Interpretations: i

o SIC-6 Costs of Modifying Existing Software I

® SIC-14 Property, Plant and Equipment—Compensation for the Impairment or Lo¢ :
of Items _

e SIC-23 Property, Plant and Equipment—Major Inspection or Overhaul Costs. I

Reasons for revising IAS 16

IN2

IN3

AB92

—-ﬂ
The International Accounting Standards Board developed this revised [AS 16 a-
part of its project on Improvements to International Accounting Standards
The project was undertaken in the light of queries and criticisms raised inI
relation to the Standards by securities regulators, professional accountants and
other interested parties. The objectives of the project were to reduce or
eliminate alternatives, redundancies and conflicts within the Standards, to deal
with some convergence issues and to make other improvements. I

For [AS 16 the Board's main objective was a limited revision to provide

additional guidance and clarification on selected matters. The Board did nn(]

reconsider the fundamental approach to the accounting for property, plant and 7
\uipment contained in IAS 16.

changes l

he main changes from the previous version of IAS 16 are described below.

icope

his Standard clarifies that an entity is required to apply the principles of this
tandard to items of property, plant and equipment used to develop or maintain ]
1) biological assets and (b) mineral rights and mineral reserves such as oil, /
1atural gas and similar non-regenerative resources.

Recognition: subsequent costs ]:

An entity evaluates under the general recognition principle all property, plant
and equipment costs at the time they are incurred. Those costs include costs
incurred initially to acquire or construct an item of property, plant and l
equipment and costs incurred subsequently to add to, replace part of, or service N
an item. The previous version of IAS 16 contained two recognition principles.
An entity applied the second recognition principle to subsequent costs. I
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IN9

IN10
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IAS 16

Measurement at recognition: asset dismantlement,
removal and restoration costs

The cost of an item of property, plant and equipment includes the costs of its
dismantlement, removal or restoration, the obligation for which an entity
incurs as a consequence of installing the item. Its cost also includes the costs of
its dismantlement, removal or restoration, the obligation for which an entity
incurs as a consequence of using the item during a particular period for
purposes other than to produce inventories during that period. The previous
version of IAS 16 included within irts scope only the costs incurred as a
consequence of installing the item.

Measurement at recognition: asset exchange
transactions

An entity is required to measure an item of property, plant and equipment
acquired in exchange for a non-monetary assel or assets, or a combination of
monetary and non-monetary assets, at fair value unless the exchange transaction
lacks commercial substance. Under the previous version of IAS 16, an entity
measured such an acquired asset at fair value unless the exchanged assets were
similar.

Measurement afier recognition: revaluation model

If fair value can be measured reliably, an entity may carry all items of property,
plant and equipment of a class at a revalued amount, which is the fair value of
the items at the date of the revaluation less any subsequent accumulated
depreciation and accumulated impairment losses. Under the previous version of
IAS 16, use of revalued amounts did not depend on whether fair values were
reliably measurable, ,

Depreciation: unit of measure

An entity is required to determine the depreciation charge separately for each
significant part of an item of property, plant and equipment. The previous
version of IAS 16 did not as clearly set out this requirement.

Depreciation: depreciable amount

An entity is required to measure the residual value of an item of property, plant
and equipment as the amount it estimates it would recejve currently for the
asset if the asset were already of the age and in the condition expected at the end
of its useful life. The previous version of IAS 16 did not specify whether the
residual value was to be this amount or the amount, inclusive of the effects of
inflation, that an entity expected to receive in the future on the asset’s actual
retirement date.

Depreciation: depreciation period

An entity is required to begin depreciating an item of property, plant and
equipment when it is available for use and to continue depreciating it until it is
derecognised, even if during that period the item is idle. The previous version of
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1AS 16 did not specity when depreciation of
entity should cease depreciating an item (h
was holding for disposal.

an item began and specifiag tha:
v
at it had retired from aclive l‘SC‘an; It

Derecognition: derecognition date

IN13 An entity is required to derecognise the

carrying amount of an item of (
plant and equipment th

l)l'()pelt .
at it disposes of on the date the criteria for the Sale;-—

goods in IAS 18 Revenue would be met. The previous version of IAS 14 did p, !
require an entity to use those criteria to determine the date on whic ,

derecognised the carrying amount of a disposed-of item of prope

Ty, plant 4,
equipment.

IN14 An entity is required to derecognise the carrying amount of a part of an item

property, plant and equipment if that part has been replaced and the entity
included the cost of the replacement in the carrying amount of the itey
The previous version of IAS 16 did not extend its derecognition principle to sy
parts; rather, its recognition principle for subsequent expenditures Efl’ecljvgh

precluded the cost of a replacement from being included in the carrying amouy,
of the item.

Derecognition: gain classification

.Y
An entity cannot classify as revenue a gain it
of property, plant and equipmént.
contain this provision.

IN15 fc:zlises on the disposal of an item ‘L

The previous version of IAS 16 did ng
i
i
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IAS 18

International Accounting Standard 16
Property, Plant and Equipment

Objective

- .

1 The objective of this Standard is to prescribe the accounting treatment for
property, plant and equipment so that users of the financj
discern information about an entity's investmenr ip its pr
equipment and the changes in such investment,
accounting for property, plant and equipment are the recognition of the assets,
the determination of their carrying amounts and the
impairment losses to be recognise

—_— .

al statements can
operty, plant and
The principal issues in

depreciation charges and
d in relation to them.

Scope
—
2 This Standard shai be applied in accounting for property, plant and

equipment except when another Standard requives or permits a different
accounting treatment.

3 This Standard does nog apply to:

(a) Property, plant and equipment classified

as held for sale in accordance
with IFRS s Non-current Assets Held for Sale ar

1d Discontinued Operations;
(b) biological assers relate to agricultural activity (see IAS 41 Agriculture);
(c) the recognition and measurement of exploration

and evaluation assers
(see IFRS 6 Exploration for and Fval

uation of Mineral Resources); or
(d) mineral rights and mineral reserves such as oil, n

atural gas and similar
non-regenerative resources,

However, (his Standard a

pplies to Property, plant
develop or m

and equipment used to
aintain the assets described in (b)~(d).

Other Standards may require recognition of
equipment based on an approach different
For example, 1AS 17 Leases requires

item of leased property, pl

an item of property, plant and
from thac in this Standard.

an entity o evaluate jis recognition of an
antand equipment on the
and rewards, However, in such cases other aspe

for these assets, including depreci

basis of the transfer of risks
cts of the accoun ting treatment
ation, are prescribed by this Standard.

An entity using the cost mode] for investme

U property in accordance with
1AS 40 Investment Property shall use the €ost mog

lel in this Standard.

DRefinitions
p i

-—

The following termsg
specified:

are used in this Standard with the meanines



IAS 16

Cost is the amount of cash or cash equivalents paid or the fair value Oflhl
other consideration given to acquire an asset at the time of its acquisitiop ér
construction or, where applicable, the amount attributed to that asset Whey
initially recognised in accordance with the specific requirements of oty
IFRSs, eg 1FRS 2 Share-based Payment.

Depreciable amount is the cost of an asset, or other amount substitug
for cost, less its residual value.

Depreciation is the systematic allocation of the depreciable amount of

asset over its useful life.

Entity-specific value is the present value of the cash flows an entiy
expects to arise from the continuing use of an asset and from its disposg
at the end of its useful life or expects to incur when settling a liability.

Fair value is the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants at

the measurement date. (See IFRS 13 Fair Value Measurement.)

An impairment loss is the amount by which the carrying amount of an
asset exceeds its recoverable amount.

Property, plant and equipment are tangible items that:

(a) are held for use in the production or supply of goods or services,
for rental to others, or for administrative purposes; and

i

(b) are expected to be used during more than one period.

Recoverable amount is the higher of an asset’s fair value less costs to sell and

its value in use.

The residual value of an asset is the estimated amount that an entity
would currently obtain from disposal of the asset, after deducting the
estimated costs of disposal, if the asset were already of the age and in the
condition expected at the end of its useful life.

Useful life is:

(a) the period over which an asset is expected to be available for use by

an entity; or

(b) the number of production or similar units expected to be obtained
from the asset by an entity.

Recognition

AB96

The cost of an item of property, plant and equipment shall be recognised
as an asset if, and only if

(a) it is probable that future economic benefits associated with the

item will flow to the entity; and

(b) the cost of the item can be measured reliably.

© |FRS Foundation
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IAS 16

Items such as spare parts, stand-by equipment and servicing equipment are
recognised in accordance with this IFRS when they meet the definition of
property, plant and equipment. Otherwise, such items are classified as
inventory,

This Standard does not prescribe the unit of measure for recognition, ie what
constitutes an item of Property, plant and equipment. Thus, judgement is
required in applying the recognition criteria  to  an entity's specific
circumstances. It may be appropriate to aggregate individually insignificant
items, such as moulds, tools and dies, and to apply the criteria to the aggregate
value. :

An entity evaluates under this recognition principle all its property, plant and
equipment costs at the time they are incurred. These costs include costs
incurred initially to acquire or construct an item of property, plant and
equipment and costs incurred subsequently to add to, replace part of, or service
it.

Initial cosis

Items of property, plant and equipment may be acquired for safety or
environmental reasons. The acquisition of such property, plant and equipment,
although'not directly increasing the future economic benefits of any particular
existing item of property, plant and equipment, may be necessary for an entity
to obtain the future economic benefits from its other assets, Such items of
property, plant and equipment qualify for recognition as assets because they
enable an entity to derive future economic benefits from related assets in excess
of what could be derived had those items not been acquired. For example, a
chemical manufacturer may install new chemical handling processes to comply
with environmental requirements for the production and storage of dangerous
chemicals; related plant enhancements are recognised as an asset because
without them the entity is unable to manufacture and sell chemicals. However,
the resulting carrying amount of such an asset and related assets is reviewed for
impairment in accordance with 1AS 36 Impairment of Assets.

Subsequent costs

Under the recognition principle in paragraph 7, an entity does not recognise in
the carrying amount of an item of property, plant and equipment the costs of
the day-to-day servicing of the item. Rather, these costs are recognised in profit
or loss as incurred. Costs of day-to-day servicing are primarily the costs of labour
and consumables, and may include the cost of small parts. The purpose of these
expenditures is often described as for the ‘repairs and maintenance' of the jtem
of property, plant and cquipment,

Parts of some items of property, plant and equipment may require replacement
at regular intervals. For example, a furnace may require relining after a
specified number of hours of use, or aircraft interiors such as seats and galleys
may require replacement several times during the life of the airframe. ltems of
property, plant and equipment may also be acquired to make a less frequently
recurring replacement, such as replacing the interior walls of a building, or to
make a nonrecurring replacement.  Under the recognition principle in

® IFRS Foundation ABS7




IAS 16
paragraph 7, an entity recognises in the carrying amount of an item Ofllrﬂpérl)‘ G
plant and equipment the cost of replacing part of such an item whenp th‘ail"f'mii;" g
Incurred if the recognition criteria are met. The carrying amount of those Parjs
that are replaced is derecognised in accordance with the c[e:-emg‘n'
provisions of this Standard (see paragraphs 67-72). ;

14

Measurement at recognition
-_

15

16

17

A condition of continuing to oper
(for example, an aircraft) may be performing regular major ins
regardless of whether parts of the item are replaced.
inspection is performed, its cost s recognised in the carrying amount :pf thi
item of property, plant and equipment as a replacement if the recoghitiy
criteria are satisfied, Any remaining carrying amount of the cost of the p
inspection (as distinct from physical parts) is derecognised. ‘
regardless of whether the cost of the previou
transaction in which the item w If necessary, ths
estimated cost of a future similar inspection may be used as an jndicati'_gﬁ“df_.«
what the cost of the existing inspectio Wi
acquired or constructed,

ate an item of property, plant and cq“ipiln'élﬁﬁl 1 i

When eachttm;,'j'or'_

s acquired or constructed,

N component was when the iteni_v}';lg: &k

' R
An item of Property, plant and equipment th

at qualifies for recognitip
as an asset shall be measured at its cost.

Elements of cost g

The cost of an item of property, plant and equjpment comprises:

(a) its purchase price, including import duies

and non-refundable purchase
taxes, after deducting trade discounts and

rebates. iy
(b) any costs directly attributable to bringing the asset to the location a

condition necessary for it to be capable of Operating in the man"nq‘
intended by management. ‘ '

(c) the initial estimate of the costs of dism
and restoring the site on which it is loca

entity incurs either when the item is acquired or as 3 consequence ,of

having used the item during a particular period for purposes other thé-l‘;i_:l f
to produce inventories during that period, Y

antling and removing the item
ted, the obligation for which an B

Examples of directly attributable costs are:
(a) costs of employee benefits (as defined in IAS 19 Employee Benefits) arising
directly from the construction or acquisition of the
plant and equipment:

item of property,

(b) costs of site preparation:

(c) initial delivery and handling costs;

(d) installation and assembly costs:

tiony 1"

pections for faus . .




fd

-

S

=

d

gfits) arising

Of})rope[.ty‘
i that cost js
f those piyy -
Precognitipp,

equipiigiy

each f?ajgg
ount of Eﬁe

R

f property

ns for fayjs +

recognition

IAS 16

(e) costs of testing whether the asset is functioning properly, after
deducting the net proceeds from selling any items produced while
bringing the asset to that location and condition (such as samples

produced when testing equipment); and
() professional fees.

An entity applies 1AS 2 Inventories to the costs of obligations for dismantling,
removing and restoring the site on which an item is located that are incurred
during a particular period as a consequence of having used the item to produce
inventories during that period. The obligations for costs accounted for in
accordance with IAS 2 or 1AS 16 are recognised and measured in accordance
with IAS 37 Provisions, Contingent Liabilities and Contingent Assels.

Examples of costs that are not costs of an item of property, plant and equipment

are:

(a) costs of opening a new facility;

(b) costs of introducing a new product or service {including costs of
advertising and promoticnal activities);

(c) costs of conducting business in a new location or with a new class of
customer (including costs of staff training); and )

(d) administration and other general overhead costs.

Recognition of costs in the carrying amount of an item-tuj\f property, plant and
equipment ceases when the item is in the location and condition necessary for it
to be capable of operating in the manner intended by management. Therefore,
costs incurred in using or redeploying an item are not included in the carrying
amount of that item. For example, the following costs are not included in the
carrying amount of an item of property, plant and equipment:

(a) costs incurred while an item capable of operating in, the manner
intended by management has yet to be brought into use or is operated at

less than full capacity:

(b) initia) operating losses, such as those incurred while demand for the
item's output builds up; and

(c) costs of relocating or reorganising part or all of an entity’s operations.

Some operations occur in connection with the construction or development of
an item of property, plant and equipment, but are not necessary to bring the
item to the location and condition necessary for it to be capable of operating in
the manner intended by management. These incidental operations may occur
before or during the construction or development activities. For example,
income may be earned through using a building site as a car park until
construction starts. Because incidental operations are not neéessaw to bring an
"item to the location and condition necessary for it to be capable of operating in
the manner intended by management, the income and related expenses of
incidental operations are recognised in profit or loss and included in their
respective classifications of income and expense.

© |FRS Foundation AB99
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IAS 16

22

23

24

25

26

The cost of a self-constructed asset is determined using the same principles as f; -
an acquired asset. If an entity malkes similar assets for sale in the normal cougg, ‘
of business, the cost of the asset is usually the same as the cost of constructing -
an asset for sale (see IAS 2). Therefore, any internal profits are eliminated iy
arriving at such costs. Similarly, the cost of abnormal amounts of wasteq
material, labour, or other resources incurred in self-constructing an asset is not
included in the cost of the asset. 1AS 23 Borrowing Costs establishes criteria for the
recognition of interest as a component of the carrying amount of"{;‘
selficonstructed item of property, plant and equipment. k%

Measurement of cost

The cost of an item of property, plant and equipment is the cash price equlvalemr -
at the recognition date. If payment is deferred beyond normal credit terms, f-he. :
difference between the cash price equivalent and the total payment is,
recognised as interest over the period of credit unless such interest is capltahsed
in accordance with IAS 23. 3

One or more items of property, plant and equipment may be acquired 111
exchange for a non-monetary asset or assets, or a combination of monétary and
non-monetary assets. The following discussion refers simply to an exchange
one non-monetary asset for another, but it also applies to all exchanges

described in the preceding sentence. The cost of such an item of property, plant i
and equipment is measured at fair value unless (a) the exchange transaction- | ‘
Jacks comrnercial substance or (b) the fair value ofwnexlher the asset received nor. .-

the asset given up is reliably measurable. The acquued item is measured in this’
way even if an entity cannot immediately derecognise the asset given up. If the
acquired item is not measured at fair value, its cost is measured at the ca[rymg
amount of the asset given up.

An entity determines whether an exchange transaction has commmcml
substance by considering the extent to which its future cash flows are expected
to change as a result of the transaction. An exchange transaction has

commercial substance if:

(a) the configuration (risk, timing and amount) of the cash flows of the asset
received differs from the configuration of the cash flows of the asset
transferred; or

(b) the entity-specific value of the portion of the entity's operations affected,
by the transaction changes as a result of the exchange; and %

(<) the difference in (a} or (b) is significant relative to the fair value of the .",‘,:

assets exchanged.

For the purpose of determining whether an exchange transaction has o

commercial substance, the entity-specific value of the portion of the entltys
operations affected by the transaction shall reflect post-tax cash flows. The

result of these analyses may be clear without an entity hznmu7 to perform :,‘...»

detailed calculations.

The fair value of an asset is reliably measurable if (a) the variability in the range
of reasonable fair value measurements is not significant for that asset or (b) the
probabilities of the various estimates within the range can be leasonably

W
LR




IAS 16

assessed and used when measuring fair value, If
reliably the fair value of either the
fair value of the asset given up is u

an entity is able to measure
asset received or the asset given up, then the

sed to measure the cost of the asset received
unless the fair value of the asset received is more clearly evident.

The cost of an item of pro

perty, plant and equipment held by a lessee under a
finance le

ase is determined in accordance with IAS 17,

The carrying amount of an item of property, plant and equipment may be
reduced by government grants in accordance with JAS 20 Accounting for
Government Grants and Disclosure of Government Assistance.

fsurement after recognition

An entity shall choose either the cost model in paragraph 30 or the
revaluation model in Paragraph 31 as its accounting policy and shall
apply that policy to an entire class of property, plant and equipment.

Cost mode]

After recognition as an asset, an item of property, plant and equipment ;

shall be carried at its cost less any accumulated depreciation and any
accumulated impairment losses,

Revaluation model

After recognition as an asset, an item of property, plant and equipment
whose fair value can be measured reliably shall be carried at a revalued
amount, being its fair value at the date of the revaluation less any
subsequent accumulated depreciation and subsequent accumulated
impairment losses. Revaluations shall be made with sufficient regularity
to ensure that the carrying amount does not differ nmteriall_y from that

which would be determined using fair value at the end of the reporting
period.

S¥y

[Deleted)

The frequen'cy of ﬁ:valuations depends upon the changes in fair values of the
items of property, plant and equipment being revalued. When the fair value of a
revalued asset differs materially from its carrying amount, a further revaluation
is required. Some items of property, plant and equipment experience significant
and volatile changes in fajr value, thus necessitating arinual revaluation. Such
frequent revaluations are unnecessary for items . of property, plant and
-equipment with only insignificant changes in fair value. Instead, it may be
necessary to revalue the item only every three or five years.

When an item of property, plant
depreciation at the date of the r
ways:

and equipment is revalued, any accumulated
evaluation is treated in one of the following

© IFRS Foundation A701
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36

37

38

39

40

{a) restated proportionately with the change in the gross carrying amount i
of the asset so that the carrying amount of the asset after revaluation
equals its revalued amount. This method is often used when an asset

revalued by means of applying an index to determine jts replacement
cost (see IFRS 13).

'.

(b) eliminated against the gross carrying amount of the asset and the ney
amount restated to the revalued amount of the asset. This method j5 -~
often used for buildings. LD

The amount of the adjustment arising on the restatement or elimination o'ff-‘
accumulated depreciation forms part of the increase or decrease in carrymgk)
amount that is accounted for in accordance with paragraphs 39 and 40. i Q‘J
If an item of property, plant and equipment is revalued, the entire class of i
property, plant and equipment to which that asset belongs shall be
revalued. '

A class of property, plant and equipment is a grouping of assets;of a similap
nature and use in an entity’s operations. The following are examples of separate.
classes: ' !

LSV P -‘A...AL‘;“‘...- e &

(a) land;

(b) land and buildings;

(c) machinery; ‘” ' ¢
(d)  ships;: ' £ &
(e) ‘ aircraft; ‘

(f) motor vehicles: ‘

(g) ~ furniture and fixtures: and :

(h) office equipment.

The items within a class of property, plant and equipment are revalued 3 ¥
simultaneously to avoid selective revaluation of assets and the reporting of ;
amounts in the financial statements that are a mixture of costs and values as at*
different dates. However, a class of assets may be revalued on a rolling basis ¥ ']
provided revaluation of the class of assets is completed within a short perjiod and
provided the revaluations are kept up to date.

If an asset’s carrying amount is increased as a result of a revaluation, the |
increase shall be recognised in other comprehensive income and
accumulated in equity under the heading of revaluation surplus. }f'
However, the increase shall be recognised in profit or loss to the extent -
that it reverses a revaluation decrease of the same asset previously . ..
recognised in profit or loss. ‘

If an asset’s carrying amount is decreased as a result of a revaluation, the -
decrease shall be recognised in profit or loss. However, the decrease shall -
be recognised in other comprehensive income to the extent of any credit
balance existing in the revaluation surplus jn respect of that asset. The 7‘ ; i
decrease recognised in other comprehensive income reduces the amount 5: o
accumulated in equity under the heading of revaluation surnine




IAS 16

The revaluation surplus included in equity in respect of an item of property.
plant and equipment may be transferred directly to retained earnings when the
asset is derecognised. This may involve transferring the whole of the surplus
when the asset is retired or disposed of. However, some of the surplus may be
transferred as the asset is useéd by an entity. In such a case, the amount of the
surplus transferred would be the difference between depreciation based on the
revalued carrying amount of the asset and depreciation based on the asset’s
original cost. Transfers from revaluation surplus to retained earnings are not
made through profit or loss. ‘

The effects of taxes on income, if any, resulting from the revaluation of property,
plant and equipment are recognised and disclosed in accordance with IAS 12

Income Taxes.

Depreciation

Each part of an item of property, plant and equipment with a cost that is
significant in relation to the total cost of the item shall be depreciated

separately.

An entity allocates the amount initially recognised in respect of an item of
property, plant and equipment to its significant parts and depreciates separately
each such part. For example, it may be appropriate to depreciate separately the
airframe and engines of an aircraft, whether owned or subject to a finance lease.
Similarly, if an entity acquires property, plant and equipment subject to an
operating lease in which it is the lessor, it _may be appropriate to depreciate
separately amounts reflected in the cost of that item that are attributable to
favourable or unfavourable lease terms relative to market terms.

A significant part of an item of property, plant and equipment may have a useful
life and a depreciation. method that are the same as the useful life and the
depreciation method of another significant part of that same item. Such parts
may be grouped in determining the depreciation charge.

To the extent that an entity depreciates separately some parts of an item of
property, plant and equipment, it also depreciates separately the remainder of
the item. The remainder consists of the parts of the item that are individually
not significant. If an entity has varying expectations for these parts,
approximation techniques may be necessary to depreciate the remainder in a
manner that faithfully represents the consumption pattern andfor useful life of
its parts.

An entity may choose to depreciate separately the parts of an item that do not
have a cost that is significant in relation to the total cost of the item.

The depreciation charge for each period shall be recognised in profit or
loss unless it is included in the carrying amount of another asset.

The depreciation charge for a period is usually recognised in profit or loss.
However, sometimes, the future economic benefits embodied in an assel are
absorbed in producing other assets. In this case, the depreciation charge
constitutes part of the cost of the other asset and is included in its carrying
amount. For example, the depreciation of manufacturing plant and equipment
is included in the costs of conversion of inventories (see IAS 2). Similarly,
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50

51

52

53

54

55

56

y

depreciation of property, plant and equipment used for development activitipy:

may be included in the cost of an intangible asset recognised in accordance with
IAS 38 Intangible Assets. l

Depreciable amount and depreciation period

The depreciable amount of an asset shall be allocated on a Systemanc
basis over its useful life.

The residual value and the useful life of an assel shall be reviewed at lcast

at each financial year-end and, if expectations differ from pmvmus

estimates, the change(s) shall be accounted for as a change in an
accounting estimate in accordance with IAS 8 Accounting Pohmcs
Changes in Accounting Estimates and Errors.

Thok
Depreciation is recognised even if the fair value of the asset exceeds its carr_ymg

amount, as long as the asset's residual value does not exceed its carrymg
amount. Repair and maintenance of an asset do not negate the need to
depreciate it. i

The depreciable amount of an asset is determined after deducting‘its res:dua] e

value. In practice, the residual value of an asset is often insignificant and
therefore immaterial in the calculation of the depreciable amount.

The residual value of an asset may increase to an amount equal to or greater

N

N

than the asset's carrying amount. If it does, the asset's depreciation charge is

zero unless and until its residual value 5ubsequemly decreases to an amount
below the asset's carrying amount. *

Depreciation of an asset begins when it is available for use, ie when it is in the
location and condition necessary for it to be capable of operating in the manner’
intended by management. Depreciation of an asset ceases at the. earlier of the
date that the asset is classified as held for sale (or included in a disposal group
that is classified as held for sale) i in accordance with IFRS’S and the date that the
asset is de1ecogmsed Therefore, depreciation does not cease when the assgt»
becomes idle or is retired from active use unless the asset is fully clepreciated'.-:‘
However, under usage methods of depreciation the depreciation charge can be.
zero while there is no production.

)

(s

The future economic benefits embodied in an asset are consumed by an entity’ .
principally through its use. However, other factors, such as technical or’

commercial obsolescence and wear and tear while an asset remains idle, often’
result in the diminution of the economic benefits that might have been |
obtained from the asset. Cunsequcnuy. all the following factors are consxdered
in determining the useful life of an asset:

(a) expected usage of the asset. Usage is assessed by reference to the asset’s
expected capacity or physical output. :

(b) expected physical wear and tear, which depends on operational factors
such as the number of shifts for which the asset is to be used and the
repair and maintenance programme, and the care and maintenance of
the asset while idle.

e
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refated leases.

The useful life of an asset is defined in terms of the asset's expected utility to the
entity. The asset management policy of the entity may involve the disposal of
assets after a specified time or after consumption of a specified proportion of the
future economic benefits embodied in.the asset. Therefore, the useful life of an
asset may be shorter than its economic life. The estimation of the useful life of
the asset is a matter of judgement based on the experience of the entity with

similar assets.

Land and buildings are separable assets and are accounted for separately, even
when they are acquired together. With some exceptions, such as quarries and
sites used for landfill, land has an unlimited useful life and therefore is not
depreciated. Buildings have a limited useful life and therefore are depreciable
assets. An increase in the value of the land on which a building stands does not
affect the determination of the depreciable amount of the building.

If the cost of land includes the costs of site dismantlement, removal and
restoration, that portion of the land asset is depreciated over tl}_g‘period of
benefits obtained by incurring those costs. In some cases, the land ‘itself may
have a limited useful life, in which case it is deprecidted in a manner that
reflects the benefits to be derived from it. i

Depreciation method

The depreciation method used shall reflect the pattern in which the
asset’s future economic benefits are expected to be consumed by the
entity.

The depreciation method applied to an asset shall be reviewed at least at
each financial year-end and, if there has been a significant change in the
expected pattern of consumption of the future economic benefits
embodied in the asset, the method shall be changed to reflect the
changed pattern. Such a change shall be accounted for as a change in an
accounting estimate in accordance with IAS 3.

A variety of depreciation methods can be used to allocate the depreciable
amount of an asset on a systematic basis over its useful life, These methods
include the straightline method, the diminishing balance method and the units
of production method. Straightline depreciation results in a constant charge
over the useful life if the asset's residual value does not change. The
diminishing balance method results in a decreasing charge over the useful life.
The units of production method results in a charge based on the expected use or
output. The entity selects the method that most closely reflects the expected
pattern of consumption of the future economic benefits embodied in the asset.
That method is applied consistently from period to period unless there is a
change in the expected pattern of consumption of those future economic
benefits.

® |[FRS Foundation A705
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IAS 16

shall be recognised as revenue in accordance with IAS 18 Revenue. IFRS 5 does
not apply when assets that are held for sale in the ordinary course of business

are transferred to inventories.

9 The disposal of an item of property, plant and equipment may occur in a variety
of ways (eg by sale, by entering into a finance lease or by donation). In
determining the date of disposal of an item, an entity applies the criteria in
IAS 18 for recognising revenue from the sale of goods. IAS 17 applies to disposal

by a sale and leaseback.

!

’j‘o If, under the recognition principle in paragraph 7, an entity recognises in the
‘ carrying amount of an item of property, plant and equipment the cost of a
replacement for part of the item, then it derecognises the carrying amount of
the replaced part regardless of whether the replaced part had been depreciated

separately. If it is not practicable for an entity to determine the carrying

' amount of the replaced part, it may use the cost of the replacement as an
indication of what the cost of the replaced part was at the time it was acquired

| or constructed.

'Ih The gain or loss arising from the derecognition of an item of property,

plant and equipment shall be determined as the difference between the

net disposal proceeds, if any, and the carrying amount of the item.

12 The consideration receivable on disposal of an item of property, plant and
|
»d initially at its fair value, If payment for the item is

equipment is recogni
deferred, the consideration received is recognised initially at the cash price
equivalent. The difference between the nominal amount of the consideration
and the cash price equivalent is recognised as interest revenue in accordance
with IAS 18 reflecting the effective yield on the receivable.

|

Esciosure
=

b.’% The financial statements shall disclose, for each class of property, plant

and equipment:

! (a) the measurement bases used for determining the gross carrying
E amount;
(b) the depreciation methods used;
| (c) the useful lives or the depreciation rates used;
| (d) the gross carrying amount and the accumulated depreciation

(aggregated with accumulated impairment losses) at the beginning
‘ and end of the period; and
(e) a reconciliation of the carrying amount at the beginning and end of
the period showing:
‘ (i) additions;
(ii) assets classified as held for sale or included in a disposal
‘ group classified as held for sale in accordance with IFRS 5

and other disposals;

| (iii) acquisitions through business combinations;

| © IFRS Foundation A707




v) impairment Josses recognised in profit or loss ip I
accordance with IAS 36;

{vi) impairment losses reversed in profit or loss in accordance
with IAS 36; |
(vil)  depreciation:

(viii) the net exchange differences arising on the transiation of
the financial statements from the functional currency into I
a different presentation currency, including the translation
of a foreign operation into the presentation currency of the
reporting entity; and I

{ix) other changes.

74 The financial statements shall also disclose: I

(a) the existence and amounts of restrictions on title, and property,
plant and equipment pledged as security for liabilities;

(b) the amount of expenditures recognised in the carrying amount of |
an item of property, plant and equipment in the course of its
construction;

(c) the amount of contractual commitments for the acquisition of I
property, plant and equipment; and

() if it is not disclosed separately in the statement of comprehensive
income, the amount of compensation from third parties for items I

of property, plant and equipment that were impaired, lost or given
up that is included in profit or loss.

75 Selection of the depreciation method and estimation of the useful life of assets |
are matters of judgement. Therefore, disclosure of the methods adopted and the
estimated useful lives or depreciation rates provides users of financial
statements with information that allows them to review the policies selected by l
management and enables comparisons to be made with other entities. For

similar reasons, it is necessary to disclose:

(a) depreciation, whether recognised in profit or loss or as a part of the cost l
offother assets, during a period; and

(b) accumulated depreciation at the end of the period.

76 In accordance with 1AS § an entity discloses the nature and effect of

a change in
an accounting estimate that has an effect in the curre

nt period or is expected to

have an effect in subsequent periods, For property, plant and equipment, such

disclosure may arise from changes in estimates with respect to:

(a) residual values;
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78

7

Ifitems of property, plant and equipment are stated at revalued amounts,
the following shall be disclosed in addition to the disclosures required by
IFRS 13:

(a) the effective date of the revaluation:
(b) whether an independent valuer was involved:
(c) [deleted]

(d) [deleted]

(e) for each revalued class of property, plant and equipment, the
carrying amount that would have been recognised had the assets been
carried under the cost model; and

(1) the revaluation surplus, indicating the change for the period and
any restrictions on the distribution of the balance to shareholders.

In accordance with [AS 36 an entity discloses information on umpaired property,
plant and equipment in addition to the information required by paragraph
73(e)(iv)-(vi).

Users of financial statements may also find the following information relevant
to their needs:

(a) the carrying amount of temporarily idle property, plant and equipment;
(b) the gross carrying amount of any fully depreciated property, plant and

equipment that is still in use;

{c) the carrying amount of property, plant and equipment retired from
active use and not classified as held for sale in accordance with IFRS 5;
and

() when the cost model is used, the fair value of property, plant and

equipment when this is materially different from the carrying amount,

Therefore, entities are encouraged to disclose these amounts,

- Transitional provisions

80

The requirements of paragraphs 24-26 regarding the initial measurement
of an item of property, plant and equipment acquired in an exchange of
assets transaction shall be applied prospectively only to future
transactions.
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Tremtig LEIOIE L January 2008, it shall disclose tha I

An entity shal apply the amendments in paragraph 3 for annual pq
beginning on or after U January 2006, if an entity applies [FRS 6 for an e
period, those amendments shal] pe applied for that earljer period. l

IAS 1 Presentation of Financial Statements (as revised in 2007) amende
terminology used throughout IFRSs, Iy addition it amended paragraphs :
and 73(e)(iv).  An entity shall apply those amendments for annual Pt I
beginning on or after I January 2009, ifap entity applies [AS 1 (revised 20¢
an earlier period, (he amendments shall be applied for that earlier period

[FRS 3 Business Combinations (a5 revised in 2008) amended paragraph 44, Ay, |
shall apply thay amendment for annua periods beginning on or after - ‘
2009. 1f an entity applies [FRS 3 (vevised 2008) for an earlier perio¢

amendment shall also be applied for that earljer period. I

Paragraphs 6 and 69 were amende and paragraph 68A was  adde
Improvements 1o [rRss issued in May 2008, An entity shall apply
amendments for annua| periods beginning on or after 1 January 2000, [
application is permitted, If an entity applies the amendments for ap e
period it shall disclose that fact and ar (he same time apply the g
amendments to [AS 7 Statement of Cash Flows,

Paragraph 5 was amended by Improvements 1o [FRSs issued in May 2008. An .
shall apply thay amendment prospectively for annpug| periods begilming

after 1 January 2009, Barlier application is permitted if an entity also appli
amendments to baragraphs 8, 9, 22, 43, 53, 53A, 53B, 54, 57 and 858 of IAS
the same time, If ap entity applies the amendment for an earlier period it
disclose that fact,

IFRS 13, issued i May 2011, amended the definition of fair value in paragra
amended paragraphs 26, 35 and 77 and deleted baragraphs 32 and 33. Ap '
shall apply those amendments when applies [FRS 13.

Annual Improvements 2009-2011 Cycle, issued in May 2012, amended paragra
An entity shall apply that amendmen retrospectively in accordance with
Accounting Policies, Changes in Accounting Fstimages and Errors for annual pe
beginning on or after U January 2013, Barlier applicarion is permitted,

entity applies that amendment for an earljor period it shal| disclose that £

This Standara supersedes [AS 16 Property, Plant ang Equipment (revise in 19¢
This Standard supersedes the following Interpretations:

{a) SIC-6 Costs of Modifying Existing Software;

“IFRS Foundation




IAS 16

-14 Property, Plant and Equipment—Compensation for the Impairment or Loss
and

-23 Property, Plant and Equipment—Major Inspection or Overhaul Costs
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[ january 2005, If an entity applies this Standard for an carlier period, these amencments shall |
applied for that earlier period
[he amendments contained in this appendix when this Standard was issued in 2003 have be

incorporated into the refevant pronouncements published in this voluine
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IAS 16
IASB documents published to accompany

International Accounting Standard 16
Property, Plant and Equipment

The text of the unaccompanied 1AS 16 is contained in p
date when issued was 1 January 2005. The e
2013. This part presents the following

art A of this edition.
ffective date of the latest
accompanying documents:

Its effective
amendments is 1 July

EPPROVAL BY THE BOARD OF IAS 16 ISSUED IN DECEMBER 2003
ASIS FOR CONCLUSIONS




IAS 16 BC

Basis for Conclusions on
IAS 16 Property, Plant and Equipment

This Basis for Conclusions accompanies, but is not part of, IAS 16.

introduction

BC1 This Basis for Conclusions summarises the International Accounting Standa;
Board's considerations in reaching its conclusions on revising 1AS 16 Prope,
Plant and Equipment in 2003, Individual Board members gave greater weight
some factors than to others.

BC2 In July 2001 the Board announced that, as part of its initial agenda of techni,
projects, it would undertake a project to improve a number of Standar
including 1AS 16. The project was undertaken in the light of queries a
criticisms  raised in relation to the Standards by securities regulato
professional accountants and other interested parties. The objectives of )
Improvements project were to reduce or eliminate alternatives, redundancj
and conflicts within Standards, to deal with some convergence issues and
make other improvements. In May 2002 the Board published its proposals in ;
Exposure Draft of Improvements to International Accounting Standards, with
comment deadline of 16 September 2002. The Board received over 160 comme;
letters on the Exposure Draft.

BC3 Because the Board's intention was not to reconsider the fundamental approac
to the accounting for property, plant and equipment that was established t
IAS 16, this Basis for Conclusions does not discuss requirements in IAS 16 th:
the Board has not reconsidered.

Scope

BC4 The Board clarified that the requirements of IAS 16 apply to items of property
plant and equipment that an entity uses to develop or maintain (a) biologica
assets and (b) mineral rights and mineral reserves such as oil, natural gas an
similar non-regenerative resources. The Board noted that items of property
plant and equipment that an entity uses for these purposes possess the sami
characteristics as other items of property, plant and equipment.

Recognition

BC5 In considering potential improvements to the previous version of 1AS 16, the

Board reviewed its subsequent expenditure recognition principle for two
reasons. First, the existing subsequent expenditure recognition principle did
not align with the asset recognition principle in the Framework.! Second, the
Board noted difficulties in practice in making the distinction it required
between expenditures that maintain, and those thal enhance. an item of



BC6

BC7

BC8

BC9

IC1o

IAS 16 BC

The Board ultimately decided that the separate recognition principle for
subsequent expenditure was not needed. As a result, an entity will evaluate all
its property, plant and equipment costs under IAS 16's general recognition
principle. Also, if the cost of a replacement for part of an item of property, plant
and equipment is recognised in the carrying amount of an asset, then an entity
will derecognise the carrying amount of what was replaced rto avoid carrying
both the replacement and the replaced portion as assets. This derecognition
occurs whether or not what is replaced is a part of an item that the entity
depreciates separately.

The Board's decision on how to handle the recognition principles was not
reached easily. In the Exposure Draft (ED), the Board proposed to include within
IAS 16's general recognition principle only the recognition of subsequent
expenditures that are replacements of a part of an item of property, plant and
equipment. Also in the ED, the Board proposed to modify the subsequent
expenditure recognition principle to distinguish more clearly the expenditures
to which it would continue to apply.

Respondents to the ED agreed that it was appropriate for subsequent
expenditures that were replacements of a part of an item of property, plant and
equipment that an entity depreciated separately to be covered by the general
recognition principle. However, the respondents argued, and the Board agreed,
that the modified second principle was not clearer because it would result in an
entity recognising in the carrying amount of an asset and then depreciating
subsequent expenditures that were for the day-to-day servicing of items of
property, plant and equipment, those that might commonly be regarded as for
‘repairs and maintenance’. That resull was not the Board's intention.

In its redeliberation of the ED, the Board concluded it could not retain the
proposed modified subsequent expenditure recognition principle. It also
concluded that it could not revert to the subsequent expenditure principle in
the previous version of IAS 16 because, if it did, nothing was improved; the
Framework conflict was not resolved and the practice issues were not addressed.

The Board concluded that it was best for all subsequent expenditures to be
covered by IAS 16's general recognition principle.  This solution had the
following advantages:

(a) use of IAS 16's general recognition principle fits the Framework,
(b) use of a single recognition principle is a straightforward approach,
(c) retaining IAS 16's general recognition principle and combining it with

the derecognition principle will result in financial statements that
reflect what is occurring, ie both the flow of property, plant and
equipment through an entity and the economics of the acquisition and
disposal process.

(d) use of one recognition principle fosters consistency.  With two

- 1
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BC11

BC12

BC12A

of property, plant and equipment and others might regard it a
subsequent cost of an existing item of property, plant and equipmen;

As a consequence of Placing all subsequent expenditures under [AS 16's gene
recognition principle, the Board also included those expenditures under IAS 1
derecognition principle. In the ED, the Board proposed the derecognition of |
carrying amount of a part of an item rhat was depreciated separately and vy
replaced by a subsequent expenditure that an entity recognised in the carryj
amount of the asset under the general recognition principle. With this chan
replacements of a part of an item that are not depreciated separately are subj.
to the same approach.

The Board noted that some subsequent expenditures on property, plant a
equipment, although arguably incurred in the pursuit of future econop
benefits, are not sufficiently certain to be recognised in the carrying amount
an asset under the general recognition principle. Thus, the Board decided
state in the Standard that an entity recognises in profit or loss as incurred t
costs of the day-to-day servicing of property, plant and equipment,

Classification of servicing eguipment

In Annual Improvements 2009-2011 Cycle (issued in May 2012) the Board respond
fo a request to address a perceived inconsistency in the classificatic
requirements for servicing equipment. Paragraph 8 of IAS 16 was unclear ont
classification of servicing equipment as inventory or property, plant a
equipment and led some to think that servicing equipment used during mo
than one period would be classified as part of inventory. The Board decided
clarify that items such as spare parts, stand-by equipment and servici;
equipment shall be recognised as property, plant and equipment when th
meet the definition of property, plant and equipment. If they do not meet th
definition they are classified as mventory.  In the light of responden
comments to the June 2011 exposure draft, the Board did not make explic
reference to the classification of particular types of equipment, because t]
definition of property, plant and equipment already provides sufficiel
guidance. The Board also deleted from paragraph 8 the requirement to accous
for spare parts and servicing equipment as property, plant and equipment on
if they were used in connection with an item of property, plant and equipme)
because this requirement was too restrictive when compared with (he definitio
of property, plant and equipment.

Measurement at recognition

BC13

Asset dismantlement, removal and restoration costs

The previous version of 1AS 16 provided that in initially measuring an item «
property, plant and equipment at irs cost, an entity would include the cost «
dismantling and removing that item and restoring the site on which it is locate
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BC19

BC20

BC21

BC22

(c) requiring or permitting the recognition of gains from such exchangeg
enables entities to ‘manufacture’ gains by attributing inflated values g4
the assets exchanged, if the assets do not have observable market priceg

in active markets.

The approach described above raised issues about how to identify whether assoys
exchanged are similar in nature and value. The Board reviewed this topic, ang
noted views that:

(a) under the Framework, the recognition of income [rom an exchange of
assets does not depend on whether the assets exchanged are dissimilar:

(b) income is not necessarily earned only at the culmination of an earning
process, and in some cases it is arbitrary to determine when an earning

process culminates;

(c) generally, under both measurement bases after recognition that are
permitted under IAS 16, gain recognition is not deferred beyond the date
at which assets are exchanged; and

(d) removing ‘existing carrying amount’ measurement of property, plant
and equipment acquired in exchange for similar assets would increase
the consistency of measurement of acquisitions of assets.

The Board decided to require in 1AS 16 that all items of property, plant and
equipment acquired in exchange for non-monetary assets or a combination of
monetary and non-monetary assets should be measured at fair value, except
that, if the exchange transaction lacks commercial substance or the fair value of
neither of the assets exchanged can be determined reliably, then the cost of the
asset acquired in the exchange should be measured at the carrying amount of
the asset given up.

The Board added the ‘commercial substance’ test in response 10 a concern raised
in the comments it received on the ED. This concern was that, under the Board's
proposal, an entity would measure at fair value an asset acquired in a
transaction that did not have commercial substance, ic the transaction did not
have a discernible effect on an entity's economics. The Board agreed that
requiring an evaluation of commercial substance would help to give users of the
financial statements assurance that the substance of a transaction in which the
acquired asset is measured at fair value (and often, consequentially, a gain on
the disposal of the transferred asset is recognised in income) is the same as its

legal form.

The Board concluded that in evaluating whether a transaction has commercial
substance, an entity should calculate the present value of the post-tax cash flows
that it can reasonably expect to derive from the portion of its operations affected
by the transaction. The discount rate should reflect the entity's current
assessment of the time value of money and the risks specific to those operations

rather than those that marketplace participants would make.



BC24

IAS 16 BC

discussed whether to change the manner in which its ‘reliable measurement’
test is described. The Board observed this was unnecessary because it believes
that its guidance and that contained in US GAAP are intended to have the same
meaning.

The Board decided to retain, in 1AS 18 Revenue, its prohibition on recognising
revenue from exchanges or swaps of goods or services of a similar nature and
value. The Board has on its agenda a project on revenue recognition and does
nhot propose to make any significant amendments to IAS 18 until that project is
completed.

Measurement after recognition

BC26

BC27

BC2g

Revaluation model

The Board is taking part in research activities with national standard-setters on
revaluations of property, plant and equipment. This research is intended to
promote international convergence of standards. One of the most important
issues is identifying the preferred measurement attribute for revaluations,
This research could lead to proposals to amend IAS 16

Depreciation: unit of measure

The Board's discussions about the potential improvements to the depreciation
principle in the previous version of 1AS 16 included consideration of the unit of
measure an entity uses to depreciate its items of property, plant and equipment.
Of particular concern to the Board were situations in which the unit of measure
is the ‘item as a whole’ even though that item may be composed of significant
parts with individually varying useful lives or consumption patterns. The Board
did not believe that, in these situations, an entity's use of approximation
techniques, such as a weighted average useful life for the item as a whole,
resulted in depreciation that faithfully represents an entity's varying
expectations for the significant parts.

The Board sought to improve the previous version of IAS 16 by proposing in the
ED revisions to existing guidance on separating an item into its parts and then
further clarifying in the Standard the need for an entity to depreciate separately
any significant parts of an item of property, plant and equipment. By doing so
an entity will also separately depreciate the item’s remainder.

Depreciation: depreciable amount

During its discussion of depreciation principles, the Board noted the concern
that, under the cost model, the previous version of IAS 16 does not state clearly
why an entity deducts an asset’s residual value from ils cost 1o determine the
asset’s depreciable amount. Some argue that the objective is one of precision,
ie reducing the amount of depreciation so that it reflects the item's net cost.
Others argue that the objective is one of economics, ie stopping depreciation if,
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BC30

BC31

BC32

amount. In doing so, the Board did not adopt completely either the ‘net cost’ oy
the ‘economics’ objective. Given the concepl of depreciation as a cost allocation
technique, the Board concluded that an entity's expectation of increases in an
asset’s value, because of inflation or otherwise, does not override the need to
depreciate it. Thus, the Board changed the definition of residual value to the
amount an entity could receive for the asset currently (at the financial reporting
date) if the asset were already as old and worn as it will be when the entity
expects to dispose of it. Thus, an increase in the expected residual value of ap
asset because of past events will affect the depreciable amount; expectations of
future changes in residual value other than the effects of expected wear and tear
will not.

Depreciation: depreciation period

The Board decided that the useful life of an asset should encompass the entire
time it is available for use, regardless of whether during that time it is in use or
is idle. Idle periods most commonly occur just after an asset is acquired and just
before it is disposed of, the latter while the asset is held either for sale or for

another form of disposal.

The Board concluded that, whether idle or not, it is appropriate to depreciate an
asset with a limited useful life so that the financial statements reflect the
consumption of the asset’s service potential that occurs while the asset s held.
The Board also discussed but decided not to address the measurement of assets
held for sale. The Board concluded that whether to apply a different
measurement model to assets held for sale—which may or may not be idle—was a
different question and was beyond rhe scope of the Improvements project.

In July 2003 the Board published ED 4 Disposal of Non-current Assets and Presentation
of Discontinued Operations. ED 4 was published as part of the Board's short-term
convergence project, the scope of which was broader than that of the
Improvements project. In ED 4, the Board proposed that an entity should
classify some of its assets as ‘assets held for sale’ if specified criteria are met.
Among other things, the Board proposed that an entity should cease
depreciating an asset classified in this manner, irrespective of whether the asset
is idle. The basis for this proposal was that the carrying amount of an asset held
for sale will be recovered principally through sale rather than future operations,
and therefore accounting for the asset should be a process of valuation rather
than allecation. The Board will amend IAS 16 accordingly when ED 4 is
finalised.

Depreciation: depreciation method
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Derecognition

BC34

Derecognition date

The Board decided that an entity should apply the revenue recognition principle
in JAS 18 for sales of goods (o its gains (rom the sales of jtems of property, plant
and equipment. The requirements in that principle ensure the representational
faithfulness of an entity’s recognised revenue, Representational faithfulness is
also the appropriate objective for an entity’s recognised gains. However, in
IAS 16, the revenue recognition principle’s criteria drive derecognition of the
asset disposed of rather than recognition of the proceeds received. Applying the
principle instead to the recognition of the proceeds might lead to the conclusion
that an entity will recognise a deferred gain. Deferred gains do not meet the
definition of a liability under the Framework. Thus, the Board decided that an
entity does not derecognise an item of property, plant and equipment until the
requirements in IAS 18 to recognise revenue on the sale of goods are met.

Gain classification

BC35

Assets held for rental to others?

BC35A

BC3s5p

Although the Board concluded that an entity should apply the recognition
principle for revenue from sales of goods o its recognition of gains on disposals
of items of property, plant and equipment, the Board concluded that the
respective approaches to income statement display should differ. The Board
concluded that users of financial statements would consider these gains and the
proceeds from an entity's sale of goods in the course of its ordinary activities
differently in their evaluation of an entity’s past results and their projections of
future cash Mows. This is becanse revenue from the sale of goods is typically
more likely to recur in comparable amounts than are gains from sales of items
of property, plant and equipment. Accordingly, the Board concluded that an
entity should not classify as revenue gains on disposals of items of property,

plant and equipment.

The Board identified that, in some industries, entities are in the business of

renting and subsequently selling the same assels.

The Board noted that the Standard prohibits classification as revenue of gains
arising from derecognition of items of property, plant and cquipmeni. The
Board also noted that paragraph BC3S states the reason for rhis is ‘vsers of
financial statements would consider these gains and the proceeds from an
entity’s sale of goods in the course of its ordinary activities differently in their
evaluation of an entity's past results and their projections of future cash flows.’

Consistently with that reason, the Board concluded that entities whose ordinary

activities include renting and subsequently selling the same assets should
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recognise revenue from both renting and selling the assets. In the Board's view,
the presentation of gross selling revenue, rather than a net gain or loss on the
sale of the assets, would better reflect the ordinary activities of such entities.

BC35D The Board concluded that the disclosure requirements of 1AS 16, IAS 2 and
IAS 18 would lead an entity to disclose relevant information for users,

BC3SE The Board also concluded that paragraph 14 of IAS 7 Statement of Cash Flows
should be amended to present within operating activities cash payments to
manufacture or acquire such assets and cash receipts from rents and sales of

such assets.

BC35F The Board discussed the comments received in response to its exposure draft of
proposed Improvements to International Financial Reporting Standards published in
2007 and noted that a few respondents would prefer the issue to be included in
one of the Board's major projects such as the revenue recognition project or the
financial statement presentation project. However, the Board noted that the
proposed amendment would improve financial statement presentation before
those projects could be completed and decided to add paragraph 68A as
previously exposed. A few respondents raised the concern that the term 'held
for sale’ in the amendment could be confused with the notion of held for sale in
accordance with 1FRS 5 Non-current Assets Held for Sale and Discontinued Operations,
Consequently, the Board clarified in the amendment that IFRS 5 should not be

applied in those circumstances.

Transitional provisions

BC36 The Board concluded that it would be impracticable for an entity to determine
retrospectively whether a previous transaction involving an exchange of
non-monetary assets had commercial substance. This is because it would not be
possible for management to avoid using hindsight in making the necessary
estimates as of earlier dates. Accordingly, the Board decided that in accordance
with the provisions of IAS 8 an entity should consider commercial substance
only in evaluating the initial measurement of future transactions involving an

exchange of non-monetary assets.

Summary of changes from the Exposure Draft

BC37 The main changes from the ED proposals to the revised Standard are as follows:

(a) The ED contained two recognition principles, one applying to
subsequent expenditures on existing items of property, plant and



(d)

()
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lack of commercial substance s cause for an

entity to measure he
acquired asset ar (he

carrying amount of the asset given up.
Compared with 1he Standard, the ED dijq not as clearly set out the

principle thar an entity separately depreciates at Je:

15t the parts of an
item of property, plant and equipment that are of significant cost.
Under the approach proposed in the Ep
carrying amount of 4 replace
equipment if it recognise
the replacement under

ANentity derecognised (e
d part of an jtem of Property, plant and
din the carrying amount of the asset the cost of

the general recognition principle.  In the
applies this approach 1o areplacement of part
preciated separately.

Standard, an entity also
of an item that is 1ot de

In finalising the Standard, the Board identified further necessary
consequential amendments (o IFRS 1, 1AS 14, 1AS 34, IAS 36, 1AS 37,
IAS 38, 1AS 40, 51C-13, SIC-21, SIC-22 and sican,




