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Kenya National Highways AuthorityKeN

Elue shield Towers, Hospital Road, Upper Hill PO.8ox 49712 - 00100 Nairobi
Tel 020 - 8013842 Email dg@kenha.(o.ke, info@kenha.co.ke Website www.kenha.co.ke

Office of the Director Genera!
KeNHA/Fin/PICiVol. l/ (01) 9th August, 2013

The Chairrnan

I'ublic Invcstrnent Cornmittec

National Assembly

NAIROBI

[)ear ttr

I ret'er to thc Clerk of' the National Assembly's letter rel.

KNA/PIC/CORN}O|3I (5 l) datetl 24'r'July, 2013 inviting us 1o appear before

the Public Investments Committee on Tuesday l31l'August, 2013 from 2.30prn.

in the above letter. rvc were askcd to subrnit twenty scven (27) hard copies and a

soft copy of our detailed submission in rcsponse to the relevant paragraphs on

issues raised by thc Auditor Gcneral in his reports lbr the periods 2008/2009 -
2011/2012.

The following paragraphs con(ain issues under scrutiny as raised by the Auditor
General and our detailed response in the chronological ordcr of financial
periods.

Ilclatcd I'art1' l)isclosu rcs

Observotion. The tade ancl other receivable balance o'f Kshs. 758,504,369 as

at 30't' June 2010 excludes an antount o./ Kshs. 423,526,040 reflected in note B

to the financial statements of Ken.va Roads Board as payable to the Authority.

The exclusion of the antount i.s contrary to international Accounling Standard

No. 24, with regard to related party disclosures.

KeNHA\ dptailed response on issues raisecl in che Au.lit Report lor the period 19r Motch,2009 to 3Or hne 2012 for PIC discussion Poge
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I

)lrDear I

RI' APPf,{R{.NCEBEF0R Ii TH E PT]BLIC INvEST}IENTS COrI}TITTEE
I reGr to the Clerk of the National Assembly,s letter ref.
KNA/PIC/CORW2}'3/ (51) dated 24th Jury,2013 inviting us to appear before
the Public Investment Commiftee on Tuesday l3,h August, 2013 from 2.30pm.
in the above lefter, we rvere asked to submit ,*enty seven (27) hardcopies and a
soft cop1" of our detailed submission in res;ionse to the relevant paragraphs on
issues raised by the Auditor General in his reports for the periods 2oog/2oog -2011/2012.

The foll
General
periods.

l5 xIoNTH S PEITIOD ENDED 30.06.2010

Related Parg Disclosu res

owing paragraphs contain issues under scrutiny as raised by the Auditor
and our detailed response in the chr.nological order of financial

observation The trade and other receivabre balance of Kshs. 75g,504,369 as
at 3dh June 20r0 excludes an amount of Kshs. 423,526,040 reflected in note g
to the financial statements of Kenya Roads Board as payabre to the Authoriry,.
Tlze excrusion of the amounr is contrary to inrernationar Accounting standard
No. 24, v,ith regard to related party- disclosures.

KeN H A's .letoiled response on issues roised in the Auclt
1

t Repon lot the period 1Sk M;J b 30.r fune 20121o. plcdixussion poge2009
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Our response on the above observation made by KENAO is that our relationship

'uvith the Keny'a Roads Board does not meet the threshold of related panies as

per IAS 24 (reproduced and marked Appendk 1) as the two entities are

independent of each other and their Board of Directors operate independently.

The management of the frvo organizations are also indeoendent of each other as

none controls the other. The relationship betu'een the Kenya Roads Board and

the Authority is best accounted lor under IAS 20: Accounting for Govemment
1l.o-r. .-,-l nic^l^.r'ra nf Gnvemrnent Accictqncc

However. our non-disclosure of Kshs. 423.526,0.10 receivable liom KRB was

based on the fact that w'e were not auare of these funds as at the close ol the

financial year and subsequent preparation of the financial statements. This

amount which reiateci to KRB's surpius coiiections ior finapciai year 2007i2008

was eventually received by the Authoriry in financial year 2010/20i I and

appropriately treated as inconte for that year.

t. Emergencl Markings on Nlombasa Road

Obsen'ation : A (:onstuct ion firm u,cLs awarded a conlract for the emergency ntarking on

Mombasa Road as a contact price of Kshs. 29,575,128. As per schedule provided for audit

review, three paynrcnls totaling Kshs. 35,690,871 v,ere made to the firm resulting to an orer
pdyment of Kshs. 6,115,743 (21%) over and above the contract price of Kshs. 29.575,125.

However, the authority of the Tender Commiuee authorizing the 21o/o variation $as nol

produced for audit wrifcation. Consequently, il 't.!as nol possible to determine the rational

of the over paymenr ofKshs.6.115,743.

We wish to respond to the above observation by our extemal auditors stated

below;

The tender lor Road Marking of Mombasa Road and Llhuru Highway- (Benreen

JKIA Gate and Universitl' r.va1' Round abou| at a total cost of Kshs

29.575.128.00 to Ms Shengli Engineering Construction dated 18'h August 2010

(Copy of letter of Award attoclred in Appendix II).

Owing to the urgency of the u'ork, the order to commence was issued on 19fr

August 2010. (Copy of letter attoched i,t Appendk III)

It is true. as per schedule provided for audit reviewl three pa)ments totaling

Kshs. 35,690,871.20 were made to the firm resulting to an overpa)ment of
Kshs. 6,115,743.20 (21026) over and above the initial contract price of Kshs.

KeN HA s detoiled response on issues raised in thcAtdtRepo Jorthe penod 15h Motch,2009 to 30a lune 2012lor PIC discussion Poge
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29,575,128.00. However. the authority of the Tender Committee authorizing the
2l%o varialion was not produced for audit verification.

Due to the promulgation of the constitution which was to take place on 27th

August 2010; we leamt that numerous VIPs including various Heads of State
lrom Africa and beyond were invited to grace the occasion. There was thus need
to urgently mark the road from the Jomo Kenyatta Intemational Airport to
Uhuru Park (the venue of promulgation) enable smooth f'low of expected high
traffic and to enhance road saf'ety. 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 Aliican Region.

Arising liom 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 bilt
of quantities:-

ITEM DESCRIP'IION IJNIT QTY AMOLINT
I

M] 4.320 2.300

2 Approved refl ectorized paint
and paint l00mm wide Centre
lines on the road as directed

the En ineer
M: 5.400 2.300 12,420,000.00

-3 As item 20.01 but 200mm
wide bus bays separation
marking.

MT 20 2.300 46.000.00

As item 20.01 but 500mm
wide give way lines at
jungtions

N{ t20 2 .l00 276.000.00

-5 As item 20.01 but 500mm
wide pedestrian crossing
marking

200 2500 500.000.00

SUB-'TOTAI- 23.178.000.00
6 Add l0% ofsub-toral I for supervtston and contingencies 2.317.800.00

SUB.-TOTAL 2s.495.800.00
Add 160/o of Sub-Total 2 for VAT 4.079.328.00
GRAND TOTAL 29,575,128.00

3
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Provide approved refl ectorized
white paint. and painr
l00m3m wide white
continuous lines at the road
edge as directed by Engineer.

9.936.000.00
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LJpon receiving of orders to commence' the Regional Manager then reviewed

the works through an explicit inventory @ttached in Appendix IV)' an

appraisalandcriticalbreakdownssubmittingavariationolKshs6.lTl'833.60
to address the shortage of quantities rvhich werc underestimated ' (Copy of

communication ottoched in Appendlr V)'

The Key items which were underestimated were'

l.IncreaseolquantitiesfbrProvisionofapprovedret.lectorizedwhitepaint.
and paint l00mm wide white continuous lines at the road edge as directed

by Engineer. This was a result of omission in measurements fbr painting

on round about at Nyayo" Bunyala. Haile Sellasie' and Kenyatta Avenue

and several junctions along the road'

2. Provision of 500mm wide give way lines at junctions to enhance Safety

in tralfic speed change lanes through give away lines' The expected

upsurgeintraf}icnecessitatedroadfumituremeasurethatwouldincrease
safetyattumingpointsandaccelerationanddecelerationlanes.The
quantiry- of this bill item increase of tiom I 20m2 to 105 I '80m2

3.IncreasedpedestriantralTicexpectedatthel.unctionmadeitnecessaryto
providewider.longerandsuf}lcientvisiblemarkedpedestrian(Crossing)
zebra crossing with adequate rellective ballotini beads inorder to improve

visibility. The quantity lbr this Bill item increased from 20m2 to

292.40m2

4.withtheexpectedincreaseinmotorizedtralficsandvariedunmarked
busbaysalongtheroad.theywasneedtointroduceabillitemtoprovide
for marking ol the bus bays for the dropping and picking of passengers at

designated bus stops/ bus bays. T'his quantity increased from 20m2 to

105 I .80m2

5.Theexpectedtrall-lcespeciallyfromexpectedvisitors(BothLocaland
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

thisanew.billitemon'.Providingvariedw.idthlbrDirectionalSigns'.
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

I

I

University Way and Museum

in vierv ofthe exPected Pedes

KeNHA's detoite.l rcsponse on issuesraised in the Au

Hill Roundabout to create

trian traftic liom along Thi

unilbrm new standards

ka Road to'"vards Uhuru
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Park attending the promurgation and also trarfrc and pedestrians arising from an
approaching graduation ceremony of University of Nairobi that was scheduled
for lTth September 2010 which was also to be graced by VIps riom within and
without.

Upon receipt of the request and review. the Generar manager - Maintenance
(as the AIE Holder ol the fund) via memo reference KeNHA/MTCE/EAST
dated 9'h November 2010 (Copy in Appendix VI) wrote to the undersigned
requesting approval to expend additional money to cater fbr the increased scope
ol works.

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

KeNHA s detailed response on isI,ues roised in the Audit Report for the period 15,^ 2009 ro 3Or June 2012lor plC discussion poge
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This necessitated the revision of the BoQs as shown in the table below;

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

ITEM DESCRIPTION QTY RATE
I Provide approved

refl ectorized white paint,
and paint l00mm wide
white continuous lines at
the road edge as directed
by Engineer.

M2 5476 2,300 12,594,800.00

) Approved reflectorized
paint and paint l00mm
wide Centre lines on the
road as directed by the
Engineer.

M? 5.894.50 2,300 13,557,350.00

J As item 20.01 but 200mm
wide bus bays separation
marking.

M2 398.41 2,300 916,349.00

4 As item 20.01 but 500mm
wide give way lines at
j unctions

l05 r .80 2,300 2,4r8,0I3.00

5 As item 20.01 but 500mm
wide pedestrian crossing
marking

M 292.40 731,000.00

6 As item 20.01 but varied
width for Directional Signs M2 168 2500 420,000.00
SUB-TOTAL 30,637,512.00
Add 160/0 of Sub-Total 2 for VAT 5,053,359.00
GRAND ]'OI'AI" 35,690,871.20

XeNHA's detailed response on issu$ raised in theAudit Report for the pe od 15,h Match.2009to3Ur June 2012lor PIC discussion Poge 2
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2500



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 elfective 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 leamt from the experience and

such an occurrence has never been witnessed ever since.

Il. Projects Accounts for The Financial Year Entting -10th.lune,20l I Commitment fees

l. Nairobi - Thika Highway Intprovement Project No. P-KE-DBO-018

During the year under revicw. the Government paid commilment.fees of Kshs.l3. 187,020 (US$

183.9J2) against the undisbursed portion o./ the loun, pursuanl to Article lll, Section 3.03 of the

Loan Agreement. This payment in e_ffect increased the cumulalive commitmenl .fees paid against

rhe loan ro Kshs. 171,315,1171 (USS 2.176,615) us ur 30,June 201 l.

t

I

KeNHA's detoiled taponse on issues roised in the Audit Report lor the period 15,h Morch,2009 to 30$ lune 2012 for PIC discustion Poge3



2. Aruslto - Namanga - Alhi River Road Development Projecl No P-Zl-D80-040

As similarly reported in 2009/2010 the Governmenl incurred commi!menl charges of
K,;hs. 25,711.900 (US[ 289.500) on account of the urulisbursed portion of the loan pursuant lo
section 3.03 of lhe Loan Agreemenl.

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

As reporred in 2009/201 0, a commitment .fee o.f Kshs. 5 5,65 1 ,39 5 (USS 617,9 3tl) wus paicl in the

year under reieu, against the undisbursed porlion of the loan, pursuanl lo Article I I Section

2.04 (a) of the Credit Agreement. This payment in e.ffect increased the credil lo Kshs.

(201 ,582.7 l7 (USi. 2,652,677) as at 30 .lune 201 1 .

Management has explained thot the commitment.fee is oltribulable to circumslances beyond the

Authority's control such as:-

Procurement procedures applicable which are prolonged and require prior reviev, by

the Jinancier.

b. The implementation period extends over several years orul,

Budgetary constrainls due to inadequate alktcations to.facilitate completion of projects

LI

('

in timc

However, wilh 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 Govemment for an unused credit line or
undisbursed loan. A commitment fee is generally specified as a fixed percentage

between 0. l0% to l.loh 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 fbr the assurance that the lender

will suppty the loan funds at the specified future date and at the contracted interest

rate, regardless of conditions in the intemational financial and credit markets. For

our two major Development Partners, i.e AfDB and tDA, 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.

I

l

t

I
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The following is our response on the commitment fees accrued on the individual

projects picked by the Auditor General;

l. Commitment fees on Nairobi - Thika Highway improvement project

The Financing Agreement for the above project was signed between the

Govemment of Kenya and the Atiican Development Bank on 26th November,

2007 to finance works for lots I and 2 ofthe 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 l2 months had lapsed between the time the procurement process started to

receipt of the first interim payment certiflcate which led to the flrst 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;

o 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.

o 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,

o Inability by the Government to allocate adequate financial resources to

compensate PAPs led to lrequent intemrptions of the project progress,

o 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. Fftther, 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 ftrther 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

I

T
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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'h 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,

c) 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
Project -Kshs. 55,651,395

Transport Improvement

The Financing Agreement was signed on 25'h June, 2004 between GOK and tDA.
This project was also affected by tbctors similar to the above two projects leading
to the accumulation of commitment fees. Attached and marked Appendix xI is the
project's Financing Agreement.

Property, Plant and Equipment

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 biilion as at 30
June 2012 are roads which have been completed and handed over to the Authoriry
by contraclors. Besides, note l(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 incorporated in the financial statements. Management has not explained why
KeNllA's detoiled response on issues roised in the Audit Report fot che period 15,r Morch,2009 to 30,^ lune 2012 for ptC discussion poge6
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I. Non capitalization hence depreciation of Road Assets. contrary to IAS

t6.
We agree with the auditor's observation that a total of Kshs. 87.9 Billion is

included as Work-ln-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 3Oth 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 l6 as analyzed from

its provisions detailed below;

I

T

r) The actual financial investments by the Parent Ministry cannot be

ascertained with accuracy since these have been accumulated over a long

d 1'ih Morch,2009 to 30r june ?012lor PIC discussion PageT
KeNHA's detaited response on issues raised in the Audit Report fot the perio

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 2012 of Kshs'

1,39 1,219,850 is overstated by undetermined amount of depreciation'

Our response on the Kenya National Audit Office Report on our financial

statements for the year ended 30th June, 2012 on Property, Plant, and Equipment is

as indicated below

o 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;

l) It is impossible to asceftain & measure how future economic benefits

arising from the use of the roads by the public accrues to the Authority'



T

I

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 outtum. These areas include;

Valuation of the trunk rood 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.

o

a Recognition & valuotion 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.

KeNNA's detoiled response on issues raised in the Audit Report for the period 15,r Mdtch,2009 to 30d lune 2012lor PIC discussion PageB
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o Deprecialion
Capitalization and subsequent valuation of road works may necessitate

calculation of the depreciation charge in two parts;

deterioration of improvements in pavement conditions and

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 Intemational Accounting Standards cover the

treatment of road assets, the Authority is currently taking the tbllowing measures

so as to develop a policy that will adequately address road asset management;

i Consulting with prof'essional bodies e.g ICPAK, IEK, ISK etc on the

treatment of the road asset,

P Intemational benchmarking with countries which have advanced road asset

management system,

} Exploring the possibility of engaging a profbssional 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 XIl is the

lnternational Accounting Standard no. 16.

It is for this reason thal Development Expenditure Inveslmenls in the road
network will be treoled us a WIP until a comprehensive national policy is

developed or an appropriate International Accounting Standard is issued

It is also true that Kshs. 16,015,322.00 has been included as WlP-others in
respect of construction of regional office at Lower Eastem. The certificate of
practical completion was issued at the year-end hence no depreciation was
charged in the period under audit, see attached certitlcate. 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.

!

KeNHA's detoiled rcsponse on issues roised in the Audit Report Ior the period l Str March,2009 to 30,r lune 2012 Jor PIC discussion Page9

ii Observation:- Note 2 to the .finuncial stalemenls di:;closes lhal. u'ork-in-progress (others) a
balunce of Kshs.26,871. 801 as ur 30 June 2012, includes Kshs. 16,015,322 inc'urred on the

conslruction of a regionul o.fice in Lower Euslern Province. Hov,ever, the value of the land
on u'hich the conslruction is being undertaken has nt been inclruled in the ./inanciul
slalemenls.
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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
principal applied on Road Assets which are constructed on Government land.

Last but not least, the land where the offlce block was constructed is yet to be

sub-divided (which could facilitate individual valuations hence change of
ownership) to the Govemment institutions currently occupying the land.

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

Youls

7c.4lk
M. O. Kidenda MBS, HSC

ECTOR CENI|RAL

Enc.

CC: Mr. Justin N. Bundr

Clerk of the National Assembly

Parliament Buildings
NAIROBI

f4\
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Mr. Edward R. Ouko
Auditor General,

Kenya National Audit Offlce,
Anniversary Towers

NAIROBI.
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IAS 24

lnternational Accounting Standard 24

Related Party Disclosures

In April 2O0l th( lnlcln:rlionat A.countlDE Slarrdards Bo:rt'd (tASBl idoPtcd lAs 24 R.ldl.'d

Fdiy Drsrhitlrfj. whiah hid originalll bcetl t\stle() b)' lho InlerrlrllrrlJl Accounr.ing

SlaDdards Commiltcc in Julv 198.1

In [,ercrnbr.r 2003 the lAsl] rs!u(d a rrvis(d LA5 24 Js part of its tnllill agenda ot technical

pro)e(rs that in(luded anlenrting dir(k)sur('s olt tn;rnagstllclll c()nlpcnsrt!()tl ancl relaled

perry disclosrrrr\ rn \eparrfu tinan(ialitatenlenlr I'hr'IASU rcr'isul lr\S 2'l .lgJrn lo.lddr(ss

thc disclosures rn govcrnrt)cnt_rel.rlcd d,)trttc!

ln Decrrnber 2oO9 the IASB issucd r revlsed IAS 24 lo siDrptitv tlr. dcfinilion (tf !(.lalt'd
pnrti_ and lo paovile .rD cxenrPtion h_()m (hc (li:'(losul'e laqtllrcDt{nts lor some

govem nlerll-reluled .Il it t('\

orhcr ltT.Ss hav( rnddc milror cons(qucttliel anrclldnlent\ k, lAs 24 ltcy includc IAS 1

ft(5@l,rlion ol lirrirn(idl SI(l, ril'nls {at revl'jcd lll Septenrlt('r' 2o071
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I

I

I

I

I

I

I

I
l



IAS 24

I

I

t

TNTRODUpTtoN

INTEBNATIONAL ACCOUNTING STANDARO 24
RELATED PARTY DISCLOSITRES

OEJECTIVE

SCOPE

PUFPOSE OF RELATED PARTY DISCLOSUNES

OEFINITIONS

DISCLOSURES

All eotities

Government-relaled ontilies
EFFECTIVE DATE AND TRA,NSITION

WTTHoRAWAL OF tas 24 (2003)

APPENOIX
Amendment to |FRS I Oqraring Segments

FOR THE ACCOMPANYING OOCU MENTS LISTEO BELOW SEE PART B OF THISEDITION

APPROVAL BY THE BOABD OF IAS 24 ISSUED IN NOVEMBER 2OO9
BASIS FOR CONCLUSIONS

APPENOIX
Anlendment to the Bssis tor Conclusions on tAS 19 Emptoyee Bonelils
DISSENTING OPINION

ILLUSTHATIVE EXAMPLES

TABLE OF CONCOROANCE
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IAS 14

lnternatlonal Accounting Standard 24

Felated Party Disclosures

0biective

peSco

Ill( ril.l-.-lr\, .)l Ll,i: :rt.lliil.lrd rlr'r' rr_' ('lllrl! itlr'rrrr I ri l'rlL'rr"'r1r'

,,,r,r,rIr ll,r'tiiiilaiirr! (lr'r( lilrl)ll1'rrr r" rlL( in1 'rl'rlil_r illill ll!

tir'rrnir.rl p',r.'rr,,rr ,rLrtl ltr',llr i)r l()l'ri lll'l\ lr' \' rrr'"n 'rftecl('d b\ Lil( I r \r' rr' I irl

ri,i,rl,rl l),rIl,.i llnd l)\ (r'rlr\'l' rr!rrt 'rrrJ )'llil'lllrlll)! lr'ri" r"_ r rLirlrling

(,,nturlrr)(itlr\ u'rl lr .Lrr lr lr.rrli,.

'I his Standard shalt he aPPlied rn

{a} idcntifyin8 relared partv rtl:rrionships lt[d trensactions:

{b) idcnti&4ng outstilndillg balarrcc\' ittctuding (rrrnrrritm(rrts'

between an entity and ils rclared Partiesl

(c) idenlityinti thc cirt'utnstirn(c' in whi(h discl()rure o[ thc itc.!r\ irr

(n) and (b, is rcquir('rli and

(d) determining thc disclost'rer lo l)t' nrade nbout th(,'e ilems'

this Staodard requiFs disclosure ol related Partv r€latiotrshiPs'

transactions and outstanding balances including (_ommitments' in the

consolidated artd seplratc finan(ial statements of c parenl or inveslors

with joinr control of. or signiticant influence ov€r' an investee Pr€s€nted

in :rccorden(€ wi(h IFRS lo (lon'solidated Financial Slatenlenlt or IAs 2?

Separate Financial Stalenrents This St:rDdard also applies to ilrdividual

linaocial statements.

Rclilr,(l plrl,t lrall\li(lir)n\ Jn{i ()rll\1'rn'llrl! l)'tlrn!'s \lrlll i'llrtr (|llllL\ rl\ r

Ir'.rLrl] are (liscli}5!('l lll .ln(I)lll\"Jlillllnrrlll't'lltlll!ol\ lrltr'rgtorrP lirl'lrr'L l'lrlv

ll.rn:.1(llr)'ls,rllrlrnrl\l:Ir1(l]rr'll)rlrll'('\'rlf(llri)lr1'llill "\(' lr lor ll)r)! l'.lllrtn

rn lrvustnrrnt crttrv rIl(l 11\ \lll)!l(ll.1flt\ rlr(l!\LIlr'(l ll 1:llr vJlllr llll{rtl{ll Pr'}lll

,,r1,,\r.1,)rhrPr'('Pi!r';rlr(rrr"t'itn:\''lrdrrr"'lllrr'rr)rrrrl\lntr'lrrt'rllrr'lthr'rrr'rll

Purpose of related party disclosures

l{el.LIc,l P.rtlr Itl,rlrr)x\lrlP\ 'rr' r:r')rr)rirl l('rlr'rt'')l r1'rrrrrr'r({ IrrLi lri\rr:! \ l(r

,,,.,,,,1,1.j. .rrrrt,.. lrt!rrrirllv t rrr\ rtrr 11'L|l\ lrl rlrr'rr 'r( I \11r"' rlrror{lll

'Ilh'Idl.lllc5 irrirll r'..lrtuI.c:,rtrr.l uss.rLr.rt.,. In thl)\e '.11. 
tll:1!iJll.l'\ ||ll'L'nlll\,

lr.r., lh, ,lhrlrN lo ,rfl({i th' lin;rrr(r'rl r}rLl "tt'-r'rrrrrS l"'lr'r" "1 lirI r'vr'!r''

rl)r'1,.:lr llir I\lr'\(n(( .'l 'r'irlr"l "rlrr ''r)ll''l 'l 'l'lrrll;"rnl 'l:ll'r"r'"

.\ r,lrr.11 p.rrl\ rrlrrtrrxrihrp t'rrrlrr r"r' irll ! llr'r I ':i 1ii' l)irli: ')l lri\\ ''1r'r

lrn.rrr,l.rl pr^rlr,rnrll ;ln''rllll\ l(' lll'(l l)':lr(' lrll\ r'ill'r lrlI II t11\'i(II'III' tllrt

Llrr',i.tl:rl l),rllrt'\',rrl(tIroL l'l ''\'trl'l'l' rir t lllll\ rlr'rl 'r'llrq'rrl' r' ri\i)'trr:rl

3

I
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iAS Z,]

iLr '.Lll "r, rlr,r"' "rr,rt I i , , I I I 
' 

) I I I t I L I i r i I ) I I I ' I Allr I r r n rr\.r, lr"r'

lr, ir ,_. 'irr. 1 ),rrr irr tr 'Lrlr' 'r lrrL !r\ ht'l\\r'x

ll, Lir,,r;r,,1 .,-, r,l t1r.,,1,, rl i,,r,r,,'rl ,rt irl , rllilt rrl,,\ l\'.ili?.l''rl l)\'.1 r"l'ln"

lrJfl\ r!L..tr!.!rrrllll,, !.fli ll I('.r1,(i ir.rrl\ tIJI I,I(L)LtI|: '1" Ilr'l 'i.(!rI Ih' nl(!(

,'\:r1.'rr,, 'l Ij,,',,I.,IL,II ,LI rr .rr In-!raijririrrn.t!i;rI:lir':r,ilr\.rili('ri'r)lrlr
.rrl l...,i1 L' lrr'r rrLr,t, l'r \'i r,l'lr .' rr t''111'| rrL':\ i' |irtrr'rlr'l'l Llrt'rl'

\lllr rr,r(l:Ll': I1,Lrrrr, Jrrr . 
' 

L I 
L 

I I L \ I I I i , I I r'\ rlrt'lrdr'irr r'l ! l' lhr* \rrlr\r'lr'r'r

'-ngr:I.(i 1n tll,: :"lllr, .iall\'r \ Js lb'! lrrfrlrr': lf,r(llrl.l ir'rriir' I ;\lr"r'll'rll"r'l' rll

).rrt! r'llii\' filr,riir lfi)li,' ,r,lilli: haa;1nt( .,1 lh, \iqnllii:rnt ,llllu{n(r i''

,rj\tllj(r t,rr L \.rrlrtJl. .r.,rl..rLlr.|l\ rir.r! l\ r[.rIu.le,i l,\ ,l! Pnr.rri nrrl io t'l]!.19r

.f i, \!.,,:. I ,ll),1 ,[\r1] l r r( I

. l,,t r\ Nr,Liir,,(i!, , i,i, r'rrlll', \ i i , I I I . r t I ) ( r I ) \ rrtll'l rlr(llllll l)rl.lllt!t.

L:rL Llrrlrrr:r (,ir:riilrIIrI( IIr' .,:l{i |ri.rrr,':l\lrri)\ \\rll: r', l,llt(l l\ill-1t(s Ilrllv Jlk,'

,\i\!!,:riIri .,r rr, I'l r'rJ rirl'. hL rrsL'rr rl llrl.lllrl l ilillfrlrfllls tllaltl(llrlt

,r\\(.\:lr,r.i)l\ t,! ili' rl\l(.;llrLl , |rrl,flllnltrts l.r(lrlI 1h( rlrlrl\

Definitions

'l'tre ,ollo$'illg terms ir(: usad in this stlrrderd wirh the nreanirgi

sprcitied:

A related party is a p(rson (r'entity that is rclalcd to thc entity that it

prepariD8 its linaacirl slatemcnts (irr this S(sndaad referrtd to as thr
'rePorting t'ut itv )

la) A pcrson or ! rlosc membcr of thtt pcrson's family is rclated lo I
reporting .nrity il rhrt P€rson:

li) lrts contrul orjoint (otrtr.()l ofthe r(:por.rrng enaity:

(iil ha:i rigoiliran( i,rllucrrce ovcr llre repofiinlt enlity: or

liiil is a mr:[rt€r ot thc kr'v marriri(rnl:nl pcrsonnel of lhr

r(p(,rtirg entll} or ol a partnt ol thc relrorting cntity

{b) An rntit\' is rrlated lo :r rcportinS etllilv if anv ()f the followrn!

(onditlt)ns aPPlits:

li) fhe enrilt' :lnd thc rcponinF elrarty ane Inelnbera of th!

sirnrc group (rrrhiclr mcans lhal ce(h Parent' subsidiary.trd
fctlo$ ruhiidisr) is related to the ()lhcrs).

lii) ()n(. entilt is rn associule or iornt \rcnlure of lhe othGr

..rrrilv (or :rn xs$ocinle or joirtl vcnrrrre ot'a memb€r olr
group ol which th€ othcr enliry rs o nr*mber)

liii) lloth cntities xrej()inl ventuft's {)f th('si.me drird parll...

tivl ()De cntily is a joinl venture oa'a lhird eutity and the ol'h.r

r'rrtil\ is alr ass.r(iitt ofthe third entin.

IFRS Foundation
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{v) Ihc €ntirv ,s.. l,otr-cmplovDrr.rrt trcnclit plin ti,t th( hcn('fit
ol emPl(tv..r\ .rl cither thp ,..txrrliug cnri$ o, .Ir (.ntirv
fl.l t(d ro ahe,clx,rirnF cEdn. ll tllr r..lrcning entrtr ,\
ir:\ol, s.r. l' i plan. the sprrrrsor.rrrra anlploycrs rrr, ;rtro rctar€al
ro lhc raP(, rtrl: .'nl irv.

lv') 'fhe cnlit v rs rcrntrollfd.)r
r(l(nrirlcd rrr l.r)_

tAl;.^,.1

A841

T
t.rirrlh conrroll.,.l lrv,r pcasoD

lvii) A persln ldcnrifled ,D (rNr) lra! silfnin.aor rnflr,.,ncc over.
thc entitv rrr rs .r llr(rnb€r of lhr k{,r, rnn n{t€mr:nt pt. rst,n n(' I
rr, thr' rntlrl trrofa parr||t ot t,rr (.ntlty,.

A releted pal't},fansac(iotr is a trxnsfer of resourccs. scrvices or
obligations between a ar.portitrr{ entit! itnd a .€l ted p.irly. rr,gnrdless ol.
whether ! price is (hatg(.d.

Close members of thc famil-y oi a persort a&, th(,se tamil] nr(mbers who
nrnv be expccted to influerrce. or he influenced by. that person in their
dealinFs with the enrity aDd i[clude:

la) thrl pcrson's (hildren ;rn(t spousc or (lomesaic p:r.t[€r.
(b) cl ldren ol th:ra person's strousr or donrcsri( parirr(,r.: .nd
(c) (lependants ol rhat Jrcrlotr or rhat penion.s spousr r)r dorDeslic

Par(ner.

(:ompensation in.lud('s all cntptoyee ben..fils (as det.inc(l in IAS l9
Employec l'(,nr'fils) includin8 employc(. brncfits to which tFRS z
Shrrc-lrised Pi_yolen( applies. I:mployee bcnelits :lre all fomrs of
consideration paid. payable or prol,ided by the entity. (rr on bebalfof the
enlitv. in exchange for ser}.icrs rendered to the entiw. lr also includes
ruch corrsideration paid on tx:hall (,t a perent or.thc entity irl respecr of
the enriN Comp(,nsaIiotl inclu(les.

(a) short-t.rrn employee bcDefils. srrch ns vra!!es. srtarics arrd sociat
aecurity .onrributions. pjri(l :rrrnuxl leav(. nnd piiid sr(k teivc.
profit-sharing and bonuse\ (ifpavahle within t$,eh.. nronths.)f rh{:
end ol thc peri.rd) xn(t non [lon.,lary b€rrefirs (such ns nr(dicat
car!:. houring. c:rrs rll(t fftc (rr sulrsidised A.rods o! srrvic(.s) tor
curTent emPloyeex:

(bl post.emplo,-tnent beDefir$ ruch its ponsions. othrr rttirenrena
berrefils. post<,nrpl()vnreot lif(. insorancc an(l posl entplor,menr
mcdical (llrr

{c) other long-terol cnrploycr bcllerits, in(ludirr!! [onlf_seni.e teavc or
sabbatical leave. jubilre or .rther long-"-eni(e b.nefirs. long,ternr
disabilitv bencfits and. it thcy ar? not payable wh(rlly within t\a.clve
months afler thc end of lh( period. proril_slraring. botruses and
deteri.d comptnsation: 

\ .

terntiniltioo benclirsr xn(tld,

i(ll \h: .e,b.rse.lp:lvnrrnt
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lA S il4

Irtt rrr,1113gpnp111 pt,fsarnncl arp atr.Jsc

cnlil!. (lirccrly rr ixrtirf.ltv, i chx

,1''lronsihrlr(.v lor IrlJ rrrun!{, .lrta.(ai

lr llt rn
nji .""1

Y rlr!rctor (wtr.'ther I,rl(]|tllr

fl.l,sons hiv tg arlrhuriry
conllr,l I rrrg rhr :u.tilirh.\ !t

orhcr.lvlsa){rt lllat ant it}
Curcmnl.,rl reti,r.,
bodr!'$ wherhcr.locil

to f,ovt't'nment. liovcmtn.,nt aget(t.,\ irnd
, nntional or. rutcm,laio[al.

\ got.erx rlrrr(-ael,rtr(, entir). is
r1,nrrorrr.,r r)r sis. r,,. rqr,.;; ;,, ;,."t : ;;lr.tr'rr,,is 

co,,r n,ued,,

.l 
lrr lcrnls i .)Iltlor, .r llrl ,inr 

est rlrcrr rntr(]., .joint (otr(rol, d[dinlluencc are detin(,d irr ll RS 10, IIRS I t Joint ,4tuillg€,rreots,xlestrnen(s in Asrociatcs rndJoina yenfures respectivelv arrdrhr\ \r;rrd:r*r *t.,h rhc rn(.i o i ngs .,n".,n.," ,r, , i,,j_. iiol-J 
"""

and LAli

a re usad

' .i,r \..l, rL|\ L.rL t/ ir).\rt),, r(.1.,1t.,1
,,.\,,,r,i,rr,,,,,,,,..,,,,.,.,,,,;.,,',,'li:,1';,i:.ll,li'li:lii:":rurrri)n,\(jr,1,!rh

t, l),..(,r.t, \t ()i tl 5 \r,0,1.l|_,1 tli,. li)l),,!1'rng .irr nt,r rcl.rrrJ l).rr {t!j,r ri,.,, titt(^ \lIl)l\ l\,(,ru\e ltr
ir,rira{,.,r,or I\.i\,i:,,r(r ,,, lt't "t""r 

rlrtr'itrtl .r r'thfr nlcmb(r r,liii\

,rirl.lr-,,,n1.i11 p,.r..,)r,1t.l .r ,,n, 
t"""''"' '.'r lr.r.rLr:r' .r ,)i.xrl\'r rir ier

,rl\,r !,,lr 
' 
'r)trl\' h'r' \rirtlri..rrlr inllucn(r ()v,,r rir

I

ir!() LIr !(,ltl l jr 1.t.\ \llr l)l!. lrt( i|ll\r, lhr\' \lLrft, I,inr LoDtt.ol ol .,,oi0! I

I

i Ll

rr: ,, \ ,, t, r,,,r tirr.,irr,

fll l,:rr r]t llr1....Ln(l
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L\, .t,,t.. r rr.,.r!. .,r]Ll ,rt.r
,,,r1 \ 1, ii,,l ,,, .,,.,." 1'' '" q('!t LI)rrri'ril rl:'ir Ll"c' rror ..rrrr,.lrr'.,r l tflrt, r..,. rJ,,.,,,lr,t,tr)L pt,rt,i

,i;:li"],';l,,ll':::,':,1r1(rr 
,"rrr)'rr dr:'irrr)'jrs \"'Ih .'i 

',,,ir1 ,.\.il
i,,,r(ir,.,, ,, ,,,,,,,1,'j,,:1:,*'1,]l'll;ll,:l: 

,,,,,,,,,,:.,r,,.r,r,rvn"

,: rL,.\1.),1, j ,llJ,l)tr(. rr,,n, i]ls
.,.. !.rri rr,r.\rLr\.,,,",,,,r..,1'i 

Ji\rr)llrrrr)r'r 
"r.rrr:,rr ,rrtnr u:rh \!honr
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Disclosures

IAS !1

I ., r, L rr(.ti

r nitr( t ;tnrl \
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All entities
Kclxtlolt\hrps- har\r.ec[, D.rretlt In..l its sut si(li.rr.icr {h.tll b(, (ii\. IuscdI.r'crr,3<liv('ul whctrr..r thcrp l;rvc be.n tr.:*lre(io.s U..;;,,;, ;;:;. 
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cntlrl. str{ll disrt.r{c rhr n.rrrrc ol.ir
.ontr'()llinx l,ilrty. tleithaf th 

pnr.rD':rrl(t lrdifFett,nl.lhetrllulli|te
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irlso be rlrscl(rsod 

I l[osl serriof ltaft rrl (ll3t (kn ! s() sh.rll
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ll, ":., ,,,,,,,,,,,r).,r,,.,,,1,r.,.,1r ..,,,...,..,,,,,,.1).r..r,1.r\r..,..,
.rIL.:,,|,I||(.\ r., ,t,lrr.,r, . .,,. .l:.( I ,\r.r,. r(a,rr,(,r,r, I,r\,,,,\\/)tv/,,irIi. i lrjl,.r..:. ,,, ,t,h, ) ,,t...,1..

l'itr.Lg,iph I ., k,t,,r\ r, I lt(. rrr.\r rI.x
ir1,,,p rr,,\r. ,rr. rnr,r,.,l .rrr ,,",:;;,,i;.,;,';;l: ,::1.:.,;,i:,;lil,l'.I;ll.,ll.]]:slitlartD(ltl\ J!.Lll;tl)la lrr plrl.lr( ll\(
An elrity shall discl{rse key m.
lotnr and ror each .r.n" ,oi,,,* jlll:I:::,T*"t"" compcnsatioD in

la) shor.t-rcrlnonlplol,e€hcnefits:

(b) posrrrnployntentbencfils:

(() oaher brrg-rernr hctlcti15:

{dl rernrinariorr tr.rrefil si :!n(t

le) shrft.-base(tpir},|,rent.

lfan entitv has had rclatcd pnrrv I
by the tinancial .,"r;"r;::';, ..;"'rr 

$'1ct ions during the peri()ds covered

parq relariooship as wcll rs ,nroto" 
o""'"" the naturc ol'tbt' relal(d

outstan.ling traralr(es. incrudins 
rmeliol about those rraosactions a,.d

ura".r,".,a,rro-l.r;,;;';;:: comrritments' oecessiu] tor users ro
!irirrernenrs 

_.rhese 
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(a) th(' anrount ot rlr(, transn(aions:
(l)) the

nnd

(i)

.nroutrt o, o,lsl.ndins b.lit,(es, irlrllt(lirrll ((rltrnti(nrenrs

(ii ) details rr, Jov Nuirantces rair,rn or rcccivcd

lhcir' arrltrs :rn.l co,lditi()ns.
secrrrr{t. ltnd thc nrrtrrc ot ahe
ir.carlotncnti l||r(l
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Itctttt !tl .r !inrllar .1tIr. rual hc.tr\ttorcd in.rr.i}ir(t tc px.i,|rt h,tlenscpllrirr .trs.losure is 8rossary for , ) u|ldefttatlrtilln of.tha 
"it",r, ot.Irlxl('d Parrv I r.rns.rcri()ni r)n I h,, fi|lanciit strir.Irct|ts of thr r. (i(,!.

Govern ment-related entities
A refronin.q e^ttfy ts er(t.pt ,r()nr th(. disclos,re requirements o,paratlaph l8 in relation (o relatcd pa v tranracrions an.l outstandingbilanccs. iDcluding conrmitn.r(nrs, wilhl
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Efieclive date and transition

. \rnIld.tr(l rctrotp{(U\,(lI lor itnnnitl periods l.x.ilnru{
1 F.I Irrr rl,l)ll(nlt,It ts pcluuLtad. ctlhrr ot thr \hoh
piniil rxonrprior rn I,.ir.',lrrIhs :15 2l For

r(s. ll Jn enr|t\':rpIlie\ !ilh(,!'tlrL,wh0lt \r.r:rd;rrd c
,)l .l pr .,d t).!:rrrrirrA bell,r,, t laDll.rI.t 2011. rr lhrll

IfRS l() lfRS ll l,,llrl lrr/l!e,,rr'It' and lFRs 1..1. rs:'u(d rn Mily 20ll J rnda{

l,,rr.r).lr.rph\ ,1. 'r, llrb) l5 lglht .,r!l i.i ind 25. An ehutv rhrll appl! rhm

.rnl(.n(,lr, rrr r ,,!l), rr rr .Lpplr(\ ll RS 10. llrR: l l . rd ll RS l2-

l,r\.rtxr,'ll Irlrlrj, iADren.lr u|rt\ to IFRS lO. IFRS l.l nrrd lA\ '171, i\\urd ln Ortohr

.lo I;1, .rDr(r)dL,d lLrr.l!irrIh\ 4 nd 1) Att ellltl!shrll rl)ply I hosl, :r mendnlrnlJ t:or

rrnuiil p(' U(l. hr.gln[lllA ('n r]r alt(r I lanunln 201.1. li.trlicr apPll(xllolo[

Irir$lnrnrl irrtitr,r l\ l\.r'lnlrl(d II an (ntltt.rpplics those anrelldmentr carlierit
..lrall rlr,r .rlil)l\ ill .|lrx' (l lrr'rrl \ i'r\ ltrdcd itt irliaJlrra,t: iitllli('s .rl llt( :'illr( lirDr

Withdrawal of IAS 24 (2003)

,l :lrDervr\r-)n' i rllrof lI1.!

h,,l,l,.r .,1,t'r ('!.rl

ihrr \urn.lJrJ 'ul)(r..dr\ ln \ l.{ Iirl(lad l',1,1

IFFS Foundalron
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Blue Shield Towers, Hospltal Roa4 Upper Htltp.o.Bor 497 t 2 - mlOO Natrobt
T.l 02O - 8013842 Em.ll dq@kenha.co.ke / tnfookenha.co.ke Wcb'ltt www.kenha.co.ke

I KeNHA/D/121l2010
18th August, 2010

M/s Shengli E ring Construction
(Group) Co. of Shengli Oalfield
P.O. 297-O0100

Dear Sir/Madam,

RE: TET{DER FOR ROAD MARKINGS OF MOMBASA ROAD AND UHURU
HIGHWAY (BETWEEI{ rKrA GATE AND UNMRSITY 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 Univercity Way
Roundabout) at a btal 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 conflrmation of your
acceptance.

The contract shall 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. denda, HSC

I

I

,l

C.c GM/M - You may issue letter of commencement to the contractor
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Ket{HA/RD/ttlltl |2O,O|OOZ 
-...

Shengli Engi neering Congnlltlon

(Group) Co. Ltd of Shengti Oitfieid

P.O. Box 4829 0100

NAIROBI

Dear Sirs.

ROAD MARKING OF MOMBASA ROAD AND UHURU HIGHWAY
(BETWEEN JKIA ANp UNMRSITY WAy ROUNpABOUT)

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

L/\

19th August. 2010

Eng. K. Mudulia.

FOR GENERAL MANAGER (MAINTENANCE)

Copy: Director General

Kenya National Highways Authority

P. O. Box 49712-00100

NAIROBI.

\\

-Regional Manager, NAIROBI

I

I

I

Kenya National Highways Authority

Quality llighrnys, Eetter (onnertions
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Mactakos Road, lndusrial Area P.G 8or - 42267 - 00100 Naitobi,

Tcl 020 - 559783 Ext 50162/50328 Websitc www.kenha.co.ke

Ofhce of the Regional Manager (Nairobi)

08IH S
'i

/
eptember, 2010 JOur Ref.RM/NBI/MSA. RD/ I 4

Director General
KeNHA
P.o Box 49712 - 00100
NAIROBI

Attn: General Mana

RE: ROAD MARKING ON MOt ASA RO

UNIVERCITY WAY AND JKIA

The balance is as follows

1 . Provision for contingency and Supervision
2. Superintendence ExPenses

I 0ecaxxt,rofcJ
< {rl'.,

#/

CONTINGENC]ES ANO PROJECT SUPERVISION

We refer to our request ref RM/NBI/EM/S0 of 20h August 2010 in which you wanted to

know the balance of contingency and supervision provision once the supervision

expenses are paid.

(Al ) SECTTON BETWEEN

Kshs. 2,317,800.00
Kshs.575 7A2

The second issue regardang marking between University Way and Museum Hill has

become urgent due tolhe impending Graduation at University of Nairobi on
-r 

7al s"pte-.uer 2010. We therefore carried out an appraisal of the ongoing works

between JKIA and Nyayo stadium and included theJaid together with the sec{ion to

Balance

Museum Hill in the aPPraisal

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

We have communicated this in our letter Ref RM/NB|/MSA,/RD/'12 of

07h September, 2010 (copy attached)

0-
Eng J. O. Otieto

KENI{A

REGIO NAL HANAGER

Kenya National Highways Authority

I

I

I Kshs. 1.802.018 00
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Machakos Road, lndustrial Area P.O. 8ox - 42267 - 001m Nairobi,
Tel 020 - 559783 Ext 5016250328 Website www.kenha.co.ke

Office of the Regional Manager (Nairobi)

Our Ref.RM/NBUMSA.RD/18 296September, 2010

Director General,

KeNHA,
P.O Box 49712-00100,
NAIROBI.

Attn: General Manager (Maintenance)

RE: EMERGENCY ROA-D MARKING ON MOMBASA ROAD (104)
APPRAISAL REPORT FOR CONTRACT NO. KENTIA/RD/IsOI2OIO AND
EXTRA WORKS UP TO MUSEUM IIILL

We refer to our letter ref RM/NBUMSARD/I4 of 8s September, 2010 (copy attached)

We worked out the pending works including the extra s€ction to Museum Hill and gave
the total amount of money required to complete all the works as IGh. 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:

I

I

I

ENIIAK

Item Description CoDtract
AmouDt (A)

Appreisrl
Amoutrt (B)

Differeoce = ( B_A)

Appraisal for contracted works
from JKIA to University Way

29,257,128.00 33,9r 8,632.00 4,343,504.00

New works due to Extension up to
Museum Hill Round About

3,630,347 .60 3,630,347 .60

TOTAL 7,973,851.60

Kenya National Highways Authority

I

I

I

I



I

Pending Conracted work after
payment of Certificate No. I

8s at 26l0E12010 was (29,s7s,128.00 - 24,198760.00) = ( 5,376,368.00)

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

Considering our request for authority to utilize contingency items through lener Ref
RM/NBUEtvl/sO dated 20e August 2010 (copy atached) and communication to you on
contingencies and project supervision, Ref RM/NBYMSA.RD/ 14 dated Ed Septemb€r 2010 (copy
attached), in which a saving balarce of Kshs f,802,018.fi1 was identified, the additional amounr
of funds required to cater for tbe variation in appraisal 8nd additional works from table above is

Kshs 7,973,.851.60 less Kshs I,E02,018.00, resulting in Kshs 6,171,833.60 i.e. (7,973,851.60 -
l,^802,0r8.00).

We are thus requesting for Kshs Kshs 6,17f ,$3.60 to enable us settle the variations and claims
arising additional works for the Road marking contrsct.

e[
Eng. J.O.Otiato
REGIONAL MANAGER

I

I

I
I
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ETIERGENCY ROAD ARKIT{GS ON Of,BASA AI{D UHURU HIGIJWAY

CoITRACT t{O. Krtl}lA,RDfi 504010

C0NTRACTOR: SHENGLI Et{ctt{EERJttc CONS?RUCIOi{ (OROUp) LTD

BILT OF OUANTMES FOR IYORXS FOR SECTIOI{ BETlryEEI UNIVERSTTY WAY ROUTIDABOUT A}IO TIUSEUM HILL ROUNDABOUT

Psy It.m DESCRIPTION Unit Quantity
R.tc

( Krb.)
CoDtncl Arhouttt

( Xth.)
BILL NO. 20 : ROAD FURNITURI

20.01 Prcvidc approvcd rtfrocforisld e,trit! plint" lnd plint 100 mrn widc
*,fritc lin6 8t the road as dirE ted the

m
7 560 2,300.00 1,288,000.00

20.02 Provi& spprovcd Efrrdoriscd wtir. plint, and paint 100 rnm widc
ccntrE lincson tht rord rs directcd the

2 312 2,300.00 855,600.00

20.03 As itco 20.01 but 200 mm wid. bus brys scpcration marking .,1 20 2,300.00 46.000.00

20.04 As itan 20.01 but 400 mm wide givc w.y linca .t junctiorE. IN 35 2,300.00 80,500.00

20.05 As itcm 20.07 bur 500 mm widc pcdcsuian crossing rnrking m 60 2,500.00 r50,000.00

20.06 itcrn 20.01 but vlricd widh for directional signs m l-t0 2.500.00 425,000.00

SUBTOTAL I 2,845,100.00

Add l0% for Allowmc.s and ContioScncie$ 284,5t0.00

SI'BTO'I-AL 2 3,129,6r0.00

Add 16010 v.A.T 500,737.60

GRAND TOTAL 3,630,J4?.60

)



rrr I

EiIERGE}ICY ROAO IIARXII{GS OI{ iIO}IBASA AI{D UHURU HIOHWAY

COmRACT tlo. Klt{HAnDll 501201 0

cO TRACTOR: SHENGU ExoltlEERli{C CoIISIRUCIIOI{ (GRoUP) LIo

P.y ltrm DESCRIPTTON tlnll Qu!otlty Rrr. ( lch.) Cortfrcl
Amount ( lcb.)

Appreis.d
Qu!nllty

A pprrhcd
Amount
( Krh.)

Incralsa
(D..r.$.) (K!h.)

BILL NO. 20 i ROAD FURNTTURE

20 0t Provida spprowd rcfr!{roriicd whitc pahl, lnd pliat I 00 tur widc
r4,hitc litlrs il thc rold cda. f! diEctcd by th! codnr.r.

ml 4320 2,300.00 9,936,000.00 4,E60.00 I r. r78.000 00 r,242,000.00

20.02 Providc lppo\€d r.i!.loriicd whit! p.inl !'d priot 100 ftn wide
cat|tft lincs oo tha rold as dircafcd by thc aogiDctr.

l
m 5400 2,100.00 r2,420,000.00 5,240.00 t2,052,000.00 (368.000 00)

20 03 As it rn 20.01 but 200 mm wid. bus brys scF rtion mlriing m 20 2,100.00 46.000.00 200 00 450,000.00 4r4,000.00

20.04 Ar itctrl 20.01 bul 400 mm widc girae vrsy lin6 rt jm.tion3. mi 120 2,100.00 276.000.00 i,040.00 2,392,000 00 2,1 r6,000.00

20 05 Ar itqn 20.01 but 500 rnm wi& pcd6t is,l .rosilg ElEking. m? 2,500.00 500.000.00 200 00 500,000.00 0.00

SUB'IOTAL I 2l,t?t,000.00 26,582.000.00 1,104,000.00

Add I0% for Allow&lo6 rnd Contingdcics 2,658,200.00 340,400.00

STIBTO'I'AL 2
29 ,240,200.00 3,744,400.00

Add t60l. v.A.T
4,079,328.00 4,6?8,412.00 599. t0,{.00

GRAND TOTAI, 29,575,12t.00 33,91t,632.00 {J43,504.00
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Internal Memo
I ( ):

FROIVI:

DA'I'E

R}]F:

I)irector ( ieneral

9"' Novernber. 20 I ()

(icncral -Manager ( Maintenance )

Rlj: E,MERGENCY ROAD MARKINC ON MOMBASA ROAT) .{104
CONTRACTNO. KeNHA./RD/r50/2010
AI'PRAISAI, REPORT AND EXTRA WORKS UPTO MUSETIM IIILL

liurtlcr to our memo Rel-. KeNIIA/M l'CE/IrAS't of 86 Septembcr, 2010 upon which
vou sought clarifications and details conceming the extra amount required to er(tend thc
roadmarking upto Museum Hill Roundabout (attached for your retbrence).

I'he Rcgional Manager Nairobi has since revised and clarified that the additional
amount required is Kshs. 6,171,833.60 and not Kshs.l3.6million. A copy of their letter
Ref. RM/NBI/\4SA.RD/19 of 28ft october, 2010 enclosing the details-is attached for
your perusal.

'['his 
is thcrelbre to seek your authority to use Ksh. 6,171,833.60 from the Headquartcrs'

cmcrgcnc)/ provision to settle the payments arising aom the reviscd bills and the
additional works necessitated by thc requcst fronr the I-Iniversity of Nairobi.

Eng. S. O.Ogege
(;ENERAL MANAGE,R (MAIN'TENAN('F])

Encls.

I

I

I

KeNHA,TM'I CEiITAS I
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Internal Memo
@'ro:

FROM:

DATE:

REF:

Director General

General-Manager (Maintenance)

96 November, 2010

KeNHA,/MTCE/EAST

O a

4,o,f4 k-
.qra M.
/e,rrrr{g3.ro

tu)
erat}{$'
!fl1-.,r.

t4,,\wrc.

F'urther to our memo Ref. KeNIIA,/MTCE/EAST of 86 September, 2010 upon which
you sought clarifications and details concerning the extra amount required to er<tend the
roadmarking upto Museum Hill Roundabout (attached for your reference).

the Regional Manager Nairobi has since revised and clarified that the additional
amount reguired is lfuhs. 6,171,833.60 and not Kshs.l3.6million. A copy of their lener
Ref. RMA.IBIIvISA.RD/19 of 28s october, 2010 enclosing the details is attached for
your perusal.

R-U, ENCY R G Al04

AL R.E,PORT AND EXTRA Wo UPTO MUSEUM IIILL

This is thereforc to seek your authority to use Ksh. 6,171,833.60 from the Headquartcrs'
emergency provision to settle the payments arising aom the revised bills and the
additional works necessitated by the request from the University of Nairobi.u r"A
Eng. S. O.Ogege t t\
GE MANAGER(MAINTEN.A,NCE)

Encls.

t
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CONTRACT NO. KeNIIA,TRD/I 50/2010

I

I

I

I

I

I

I

I

I



t
LI

I

I

I

T



I

T

T

APPENDIX VIII

I



I

T

T

t
T

T

I

;

:]
il



li

t

li,(J.i\l)

1

atr

:,1;,:I":

l{ot:,

I

().t:

()irli ii

i.lrr ;'

l;rj iri:i

.i ;'1,: :r,,,:l .

I l(,il,l\1

fll
,;ll,I 

I

()l
,,/

'::-r:
tltl

I

ril
rl

I

,f-tt

iit,

I

I

IT

L

I

T



I
I
I
T

I
T

I

I

I



T

T

I

t

NAI

I 2l r)0150015544

qr

I

I

I

I

!

I

I

I

I

I

A

IiI IN I)

tMl?ll OVI,]NIIiN' l'

i
l:

tt

1'lt IS I :roAN (lr cr€rnzrft9r 'llhc

rDIl
.. : -.
VII:l

I'',,

l.;rlan

"'.

2
tlrc

I.

in stioio-

i :.i ;l

,i;

.i

J.:J

,l:



!

I
I
I
I

)

i

lll.{\ tlre li11r;ccl is rt:ulrrric;rlli, lt.lrsilllu arrd. .:::,.
ll ..,litirl)lc lltrsis litr lilrtrrrcitrg rrrrrlt.r tltt. lrttrvilics ili,

tltc I-Lrrrtj lrrs irgit-1,ti oyy

3 wl.il

cOnStllutes

thc Irund

Scctioir t .0 i,' ,'' ir"'.,.''
./\ rlt cu t(.Irl .ilL..cci)t

,'',1.-

I WIlllitlrAS llic Ijormrvt,r has ticc|rrt:ri its c1r111111i11111,111 ;

) \Vlllil(l;AS tltc lr.rt.crrtrrrr_, A.ucrrcy lirr lltt. l,rrtlccl rvill
lrt lltt' Mirtislrr rol Iiotrtls.lrrrtl lfrrflre .\Vrrks {. 6ltrl1 ,\\, .1

I

lr11 e s to tltrs,s

rl.( 'rtnd itiorts,

til. LIrc lirrrrd,(rrl) c n ls

to tlrc crec-iitioit ol'lhe l)rcjccl

I

I

I
rnter irlia.,rthc [llrsr s.

IJ1)rr1-tlvcrrll,. lo grilll tt l.t,lilr ltr tltt:

0ws
t\I

+
I

(;tl

s

,\pplicllrlc lri:'i

\':'



,.]

)l:

It

I l.s

IIS

h

, \:j:1,

Sgction 1.0

urilcss thc

2 D!i]tt4!orr5. Mrenever trscd in thrs Agrcelncnl

contcxt otlrcrrvisg recluires, the scvcral ,tcrlns

dcfincd irr thc (lcrrcral (lontlitiorrs shlrll

rrrcirrrirrris thcre irr sct lbr llr
. 1(

have thc rc5pccfivc

Sccti ( )11 :AtIouLtl 'l !rc Irturd agrccs to lcntl !q"tfic ,

f rll \VCI I 11,',.t. variotis coltve tlilrlc cttrrt'ttcics otlrcr' thiui (ltc, '.,', .] '

not cxccctiiltg tlrc
,;

e-crr Million Eighl
': ',, , .,.1 ,..ol Abcoirirt (UA :

, 
.l .:j);.:., r..

dctincd ii'i,Ar(iclc
' " ' ''

d)

thc l-ohn is t

thc cnti of ths local curicncy

Cos t t)J I ol this Ag1e.e11i9r11d

I

I

I

I

I

I

I

I

r

,

,;:.

,9',

:
1

I

I

i:,

dalcd 2-3 Nove'tnbcr- l'989. as arrlcttcicd, (hcrcinafler callcd thc

"( icrrcutl ('oridiriolrs") rvilli thc slirrrc Ibrcc lurtl cl'lL'ct ls il'

tlrcl'rr'cre lirlly sc'i lorth lrercirr
:

lrl'

.1t,

I"tin

Secticiii 2;. bfI 0sc

i :'/t .l



t.
-i

I
I

calcg0flcs

Agrccrrc'rrl

Itllocrttr-:d

Arurcx Il

Io tlrc .

ol'tltis :

Ili,)frtYNt l,N l, Olill'

,( llr\lt--.:
.,

r .. , .:, L.:.
r\Nl) l);\ l'liS

ii

lr

i..11j

' Scction 2::

.\lt l,l( ].ta ilI

I,](;r,)

I

1,1

:

:ti ri



Scction 3.04, ,.gn1o5 s1 I'4yt!slr
shall bc llll
instiihtr cn t.s ityahlc o11 J

v€r trnn) s thc

le gracc I scrv I ce
; chaigc oolrrnr r lnr'Cirt: ;, ir

11qr J May arrd I Nov

I

I

i:

I

I

I

I

Scr'lrorr .1.(J.{. L'orrrrrrit_rirtrrt.(,lrlrrgt, ,l'lrr, 
llorrorvcr slrtrll llay:'-

il c()l,r)itrrcrrt 
:liirr'gc ,r lrrc rirtr' trl orrc-rr:rlI ur' orrc r)cr r.e.t

(U.5()i,,) 1,cr anrriirrr on thc Lrn rlj5!!u_gi|!!- portion ol tltc J,oair,
rvhich -shrll bc.'tiii to accnre orie hrrir<lrcrl nnd tii;c1riy 1120)
rlul s tllcr tlre drrte ol'sigrrilrlrrre riltlris Agreerrrent.



:,i

1\lt ll(il_11 v

Section 5.01

tl:qlqsr
disburscn

' tto ltxce

obligatiblli.ol-r:flie . IiUncl: to rnake tlre

rcnI ol'tlre l (jirn slrall ltcr Crinrlilionitl upon tltc errtrl,

rt!'lltrs r\grc:eltlerr! zls l)Jrryidcd irr Scctiun 4.01 abovc

l;gnd of':

(i) nernbers crf lhe

Ir t;ualificatkrns

rrd

I

T

T

1'o

lslit j ttst,.l\t tiN't'

lncn

j,,

tIiirs

.

l,l{t()N,!;

'l}'e

I'I

':-

I



t

I

T

t'

t

f

( iii)

currency accoun{ and

iliitilrl sunr oI One I]iltion
K cri yan Stititings

v pcn

lerc l

1,000,000,000) a.i

cxlrcnditure lor tlrc

rclocatr(rrr, lesctllclncnt iutri contpcrr.satiorr pliut',
itcrq,gg[4blu- io tlte Iiurrd togctlrcr rvith a I)itynlpnr
SrlllcdUlc. lor ollrc corrrilcrrsllir:rr irrrtl rt,lrrcAli rr/

,i
rr'Sct l lCrlt rril l oIlillyilirjcct irf]'t,cferll)Crs()ns iUl (i

.,,,:,:
lUtv i ttrl .ConrltCltslllt,rl it,rrl/( )r rcl, )CittC(l/rcsctl le(l 1t

:rcrortllrngc rvit.lr t.irc relrit.ltlir)rr rt.sclllerrrcrrt

cr)ntl)L,llsittt{)ir Jillur ltcisorrs^ allLctctl in tlrc

I ,,il,S;r'1ti,,, irt tht.civil rri,rks io.rrrrr
' 

';: 
' '' 

" 
I 

" 

j 
"

...., r.: ,,;,'i1, 
, 

:1 
, 
I I : r ; I . , ' I I . . ,,1, ,' .

5ct'tron 5 0.1, t tiliur.t:'(|rriiilio s: lltC ll,)rrr)\\r.r,, : ' ,

:

+!td

first

il

0ll provide

Aiithorrtips

2001 ,ar.-

t

I

I

I

I

I

I

ii'

7
,'.|',

(ii) ', itrpril

('( )unlcrl)-rr'{ ltrrrds trl lirnrrt.t-

uvil rvttiks ut)(l('r ll)c l?rr)l(.ct:

:(iv )

\

1.i.), bc r

'lio a

u\ ct

I

.'t t ,:

' ': Ll



(ii)

(iii)
..,'

:ir I lLict by'iUiU;;tttji'ts on su olr

i
I
1

{
I
I

.slilill. prioi. to' rlistrirlst:rncrrl ttl' firrr<ls Ior

t'rriir1111.,111..',r',.;rtl rrI civiI u,,1 [5 1i; tun strllsetlrrcnt

I rit/5,..'1,,,,i ,rl tlrt. If n,ii.rt. :rrlrirril crrtit,rrct, rrl its

Ititv,irte 
i r"llv, cor.1r17ctr.Sqtr-tl arrt/tit. rt'locaterl or

r qicillctf lll pLrrsoirs
tl
l'.(itlS.rittort t,l tlte l'-l

:

I

9d

atr

T

I

't:'.
;i'
1:

..}.,'-..

,:

tlt

E

'r1,.
,1!liill ar rirrrulerly !ntcrvals. 1t:ltlctrrsir {lte l)rojtrcl

/\u"crrttrtl lrr llrr-- ili,)tlultls tt'tlltilt'rl (rr lirrtltt.t. ls

coii{ribrrtion irrrd crjsrrrc tltat liitiils clc!ositcti into

tlrL I'rrrjccl Accotrnt sltirll Itc rrsctl crclrrsivclv I r-l

ll riaircc er;tclttli trtr cs trri<icr llre l,iii jccl. iurri

:. ,i. i
sliall

() l' tlr is

bscs sc;i



I

T

9-

tl

Scction 6.03

disbursed on

ApplrcqltSLql_ Q6-bur,s9119111.5 Anrounrs

4g,go!nt ol'thc Loa-n slrall bc applied by thc

r()we r ,slJlgJy. for thp pulposcs lor rvhich tlrcy wcrc

t

' ,' r{llTl(ll.E \/ll
l

IItOCtiItr!l\t ItN 't'oti (;oot)s \\/()lt Ks

r\Nl) SIiIItVICI;;S

ilt Its

,lr

,i, i.::,

.l-l

r:l

ri

?

)

t.

I

I

I

I

I

,]

I
I

I

irr

t

Sccti1111. (,1)2 llrlirlllit t1f Iirnal l)isbqlst;-trenl l:trr rhe

I)rirl)()sr'.s trt Scctitrrl 9.01 paragraph (rr)(iv) ol- thc (icnenrl

Oolrdit!uns,3t I)cggrnllt_.r 2t)12 is spccilicrl, or.suolt lator (liltc

as shall bc agrccil bctrvctrn tlre ptirtics.

'..il',1,,,

,i,lr

)

i i.lr

ii
::j

...t1 Il i i'li
r:,

iir:::
l.



Sccliorr 7 921.,'l'!ie;l2llictrrcrrrcnt i11. gootJ.r. works anrl strrvjces
,..,i. .. ;, ,::,..- t

Slriill bt:,;rrrrl9rrigr11:iyl,iifcs;rldq11cc rviih 111c gJ:lc.s t1[ t'r,,tt,tttr,'

fo1, l'rocrtr,:l:tr,,'r1111' ,11 Ci,iil11.!,s rt4r{ Illq1k;,aird the )lule,s oI

P.t'oic'erlttrc /iti 'lli(;"l 1,ic,i[:('tttt.tultttttl.t arloptctl llytlrc Irrrrrtl olt

thc I .5lh ol .lr)l\r l()q6. us airrcrrdt:d. tis litlktlvs

f.i) , civ,il ri,olks lvill trc trurietl out !rtrtlrr Irr tc rrratiorral
.-|:l

( orr'rlli't il ir'c I |.riIri irrg prrrcedru ec'
:

(ii) q lcc )t() ulc

sLlfI'lca S wl

illcr: lti tl Autlittir

( rCI cr lYil t)t I(,r' call lor-bids

.clir,rri

)ce

t
T

T

-.:;

;

1-l;

r';
i1.

j.,.li

I (i

llr L- birs s ol'

l; lr c suhj ipt

.'

'll U

c ()tr.
.t

l1
1,rr:irl

:1

l1 n()t

ii;



exoccding ilhg,

,' ]l llL-se cxl)cn.sr:s shall l)c iltet ivitllqut thc rrcccssitl, o{, atry
advanqe application, by the

pronlptly trarrsrrrit to thc

in f ornt al ioni

IJoriower,

Borrower

but

tlrc

thc Furid shall

colresllorrdr ng

ScCtron

IIIAI
lrist cr

all pritirpspq pr

.i|qll be thrit

ii

t

.i

t

'l'.li

'I

I

I

I

I

I

I

I
ir

il

i..l

I lr 
" 

,' i

8.

';l

tG,

:l

adtlibsses iiit
f thc Cciicrrrl

i:l



1

lior lltc l:rr rrrl:

iVLiil r,!.tltlf(srj,
illIriSti;''j-t 1- j1i111sc/ | r casrrr 1,'I 

r c;rsrrr y,l.]rriltling
I I { 4111[]ie; rA vq1 j1i1-

l) () ltox.3f)007-()0l ()()

Nn lli( )Bl::r'kl:NyA'li'l (2.; lr 2'0 )i?.21r);20 2{() I,l|i
lrrrr (254f 20 24004.\/2() I l() I l5 T

)lCllt

ABIl).]AN

t:99.120 20 I60

TIt ckrc[]{)t'll t'.\/

T
I

,i

:i

Itrr tlr c Ilorrorrrr:

, .: :,, .l

.:'..,

,,j'

:,



I

,, :,,., .,..I\ \vl I Nl,,,s:stWili,)lrUi)i. r,c Irrirr,rvcr r,r,l llrt.[.rrrrrl. crrclr
Itel utt tlrri rrrlrll 

1],s 
ii11rf 11r1zi.d r epr e.sr,rrtativr:. lrrrvc srsrretl this

i\rrcctut'nt ir1 
,r1Ji1 

uniliilul corrntcrprirls irr I:rrplish ,,,, il,. ,ii,t.

,i

i

(

)ll

I (

I,I

:l
i

,\lll:S:llil
1,..'.]

11rf11: I

t;

ti,

t,.

.l\

l:

i-1

UR,Y

IiOR'I'IIIi ITI'PTII}I,I(] OI.- KI.]N\,.\

ENI'

tj

!i
'.i

,'.,,
N I)EVIiI,oPi\,'

lj

.r)

'l
I

:,:

i.ir

):

l

;

ve

I',l .

rl,

l.'l

.''.:
I,T)II

abo

.,.,'

li rst

,l-,

I

I

t

I

I

I
;L

I

I



I.l -

t)l{(),ilici I' l)titscItItrt loN

Nllrqlri - |hika i!iglrwly Upgratlirig. Works - 'l'his

irrvolvcs (i) I lrc ltrovisiorr ol

tsttituliott rrl I t . i r I i I i r r r I I r I I:rrrr.s (

add jf iorral ci!pilciry
:...,.'i'.
Iiiirn,lttur-lanc to zr

T

I

T

t'/

'-t

!_:

;\NNIr\ I

1'ljp piqf ccl
'':,.

d()t'l'lt)t ls{j \ 1f rQ lbllorving contllo ncn ts:
. ,],i'

I)cn t

IOC0
.|.

L) s t n b,

ltrgs r oacis

(iii) rhr:

oL.l t I o[s trr

( isU.

d ( I )

b,l tl

i:r

| 1.:

l' rl
,i"
,o aJt

't

I fll IIr

I
I

:,

)
:r



T

T

t

rntOrchantlcs . itt

I Irrivcrsitv Wa1,

r( )l|lr(lahr ) u t. ( l)

LipluiLr Iloail ancl .Musourn; flii) ffirlrg1xij.,

rvitlt lr fly-ovcr irt tlre (jLrhc t tirrcirra
'-,.,.:1:,

Wirlcning/rltihliiirg of Itlinll 11,j,,,1 Ngafa: :
fiodi Pangani ro

Manqgembnt.

....
Avmirrc. (ivj liaillc

.I

I

I

I

I

I

I

lt

'$

ii'i



Ststcrrr. I'irlilrrrcc.l ( '()r)rn)uliI l(rril. cttJ. Ilcltrilctl.1... . . .L-llglllc(t lt)l:

rlcsiltir rritl lcittlcr' {l()elrri)cnlS rvill hc I)tdl)ltrcil lrrr lltc rrrrrst_ ., .. ::. 1,.

vrahlt' riptit.rlr\::l() it(l(if('ss lltc illtrrrCtlilrlc ltrrtl ttlCllirltll lct t)t

I'rihlic I r:rirsii rr.'.',ls

llnanciirl irnd.iiisiitrriiorial itrLAiigprlicrlts !tlr
. -,, ..',,:.,., ., ;.,,..,,i, -.,i,.'

irrcltr,iing Iiglrt l(rril Irlrrrsi{ S1'sitrir. I}rrs
. i', ..' ..

v ilf !Qlls ol)t rons

Iiapicl 'l ransit

tti l tt i:rl;t'r rtt rt I . ri1i1 i;s1i,,1, lurtl

irikir I lrglru a1,: ,J ltcl- c'!rnsrrllarrr

I ' . i)t iv ittL, . .St t;li rr ,l)artiqiyratiorr itt tltc Nairobi. I lrikl

ri

1 lit:t't

lll L t

l'rr,l, i tlrr: \'r)ll5 llir r! t , i I t t I 
I , I t i t 

. 
I r I , tltL.

.

iir,lrrl t :rltcin;liirlt'.llrr:rlrtrrrl,iiiitl i i r s i i i r i t r r , rr: r I.', -.1 .i.r:.1: t.: r -.:;i -r,.,j,.:,
'': 

i It rt
.'.li:,...

l, llie 'I

irsilrlt'lirr

iirirCntS

ll

CItl)()\f

i; rt's , ,, i .

l)lCllillll)r' .lllr' llcr'('55irl\. l)l(l(l ll.t it (l
i, ,;,1 :'..', ;. ...:., :.i'r ''

liic git.ltcrrirrrgn! in tlrt:
I
a

i,

('l
.,ti

iiirii (icc

lc

I ill1 lll,.:'i i)liltcli ;r .,ar'rtl co rri rr ll lrr t

lilL i. iii

i"i'
, llll

I
T

I

{

i,:i



(J:J
.qr c' c.)g.3o_J"

EEEgd-!:(/)

-E
* 3 o-E
1l:8r.,
H o= E
,::uoe?+JE.:uL'!2)
cltbrii
E C -+:' 

-= ru :-4. otsE;.!r
6E-*
ii:5 f, I
=6EE.E 

=5 I u io..9
O C, E d'Eq P.: A.,J5€s

T

T

I

,-,-|:,.

qa

O'F

d

ro

:E,

o

o

)o

t,

I



t8 -

ANN x
)\1.1,(xl/\'IloN ( l.( )r\ N

'l ltr; prcstrrrt Arrrrex irrrlrcitleS thc c..ltcgorics ol exlterrrlitrrrrt to

be Ilnance tl orrt ol' 1[rc rtsotrrct's trl tlre l-r r:Lrt. r]ircit iullount

bcirrg cinclirsive ol

:ir

physiciil zurd price

C(nr t iria0lr c iLrs.
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Project Details

Name of Project Nairobi -Thika tlighway Improvcment Project
Overall Co-
ordination Ministry of Roads (MoR)

Projcct F-untling
Lot l&2 African Development Bank and Government of Kenya
Lot 3 The People's Republic of China and Govemment of Kenya

Employcr Director General, Kenya National Highways Authority (KeNHA)

E n gi nccr General Manager (Design & Construction), KeNHA
Enginecr's
Reprcsentativc

Consulting Engincering Services (lndia) Pvt Ltd in association with
APEC Ltd

Lot I Lot 2 Lot 3

Original I')ro.jcct Cost Kshs. 8,030,386,596.64
Kshs.
8,690,568,489.73

Kshs.
9,441,732,008.29

Estinratctl Project
Cost, as pcr I'AR

Kshs. 10.500 billion Kshs. 12. 100 billion Kshs. 10.800 billion

Commencenrent Datc 28 Jan,2009 26 Jan ,2009 22 Jan,2009
Scheduled Contract
Period 30 Months 30 Months 30 Months

Schedulcd
Completion Datc

27 July,201l 25 July, 201 I 2l lu'ly,20ll

Actulrl Complcti<rn
Datc

25 July,2012 24 July,2012 19 July,2012

Actual Completion
Period

42 Months 42 Months 42 Months
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LOAN AGREENIENI'

BETW'EEN

THE RI,PLtsLIC OF KENYA
ilND

.IHE T\FRIC.,\N DEVELOPNIEi\I"I FTIND

{.\ItL SlI.\-NA}I.{NGA.A'I'HI RI\tsR ROAI)

DE1'EI-OPMENT PRO.IECT)

I

\



L3.{}i .1.GREE}I.ENT
BEl-11}EN

TTIE RIPUBLIC CF KENY..!
ANI)

THE r\FRIC:\l{ DEVELOPMETYT FtjlVD

(ARUSH,\-NAIIANGi\-ATIII RIYER ROAII
DEVELOP}IENT PRO.IECT)

PRO.IECT ID No
LOr!N Nrt

P-Zr-DB0-040
2100rs0013ti93

Ihis I-OAN AGREEMENT (hereinafter,...called "the

Aglcemcnt") is L'ntered inttl this a day

, , ),. ,.; 2007 betrveen the ITEPUBLIC OF I(EI{YA

Qrereinafter callerJ "the Borrtiwer") antl the AFRICAN

DITVELOPNIENT FUND (hereinafter calied "the lrund").

I \\IILRLIS thc Borrorver has requested the Fund to

:inancc rhc foreign cu!'rencv cost and part of the local

currercv cosr of rhe Arusha-Namanga-Athi River Road

Developrnenr Prtrjecr.(hereinafter called the "Project") by

proriding a Loan ro the Borrower in the amount specified

l-elcuttt.!cr.

I
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2. WHEREAS thc Loa.n ivirl help improve resional

rrjhspori hfrasmrcture berlvecn Kenya and Ta::zan,a and

foster regional integration;

3. WHEREAS the Project is economicaliy viable and

constitutes a suiuble basis tbr tinancing under the acdvities

of the Atiican Developrnent Fund;

4. WIIEREAS the Borrower has declared its commitment

rrl the erecutir-rn ol'the Pnlject:

-5. WIIERE:\S the lvlinistrl'olRoads and Public Works of

ilrc Borrorver (lvloRPWt shall be the E.recutin,s Agency tbr

thc Project: iind

6. WHERLAS the Fund lus agreet! on the basis, inter .

alia, of tire tbregoint t() -srilrt a Loan to the Borrower upon

rire rcrms and conditions hereinaftcr sct tbnh;

\O\\' 'l'lli:R.I:IjORE the partic,s hereb;.'- agree as lbllorvs:

l



Scctitrrt 1 .01

--t

ARI'ICI,E I

GI'NER,\I, CO:'iDITIONS-DET'NITIONS

( icncnll Conditions. 'fhe pailies t() this

I

I

Aglc:e nrcnr aecept all ttre provisions of fie General

Clondiriorrs Applicable to Loan and Guaralrtee Agreements of

t.lre Fund. dated 23 November 1989, as amended,

(hcrcinaFrel cirllu'd "thc General Conditions") with the same

lirrcc ;.uiJ cltect ls il thel' rvere fully set tortr hercin.

Scction .(12. Peftirlto_ry. Whenever used ir this

.\srccmcnl. uriles-s tltc c()ntext otherwise requires, tIe severiil

tcrnrs dellncd in tirc General Conditions shirll have rhe

resJrctr',e ntcrnings therein set lbrth.

r\R'IiCLti II
ITIE LO,\N

l.()1. r\lnount. 'the F:nd asrees to lend to ttre

ao irrnt..!flt in various convenible currencies, .other

c'ur.-r.cv of tht Bcrrrorver, not exceeding thc

r.ju:','rli.iti (,)f l, it.; ).ii.ic .\liLlion Jutr i luntired Forn C)ne

i,tou..,,d [.r:... , i.-\.eaLrur]i iU1 -19.2-]1.0L(-)) (dlu l-rili ot

I

I
SUcU(-)L

lf, rp i1rr,, ;;

il'il, r I iltc

--.-
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-.\ccou:ri ireing detincd il .'\rticl: 1( I ) ol the .\trteetucnt

I;:ltbliriiirru tite i undt.

Secrit;ir :.U2. I'rqpslq. The purpose ol tlie i.oar is to

frnance the fbrcign culrency cost and part of the local

currency cost of the Prolect as dmcribed in Arnex I of this

Agreemcnt.

Section 2.03. Allocation. 'i'lte Loan shall lt ttllocated to

thc categories of erpendirure in confbrmity with Annex II of

this {grec nerii.

ARI'ICI,E III

RI'PAY\I-L,N]' OF THE PRN(]II'AT,. SERVICE

( ]It,\RG E ANI) CONTNTIT.\IENI- C]iIARGE

AND DA'IES OF' P--\YNItr,N'I

Sectirx 3.01. Bgpalntg4g_qt_ rhq-t'.-^rinc.,lal. The Borrower

shall repay ure principal of the 'oan over L p..iod of fotry

(40) y"ears. after a ten (10) -y..ear grl.tle perio<l conrnencing

t'om the di.e .;f this \grtemer.t. ai tl.,c rete 01'one pcr cenl



e%) yr annum lionl rhe I i th to dre 20th year inclusive ucl

ar rhe rate of tiuee per ceut (39t.) per annum thereafter.

Sc;rion 3 !)l $-c1yi-cc1-ClU,,gq l-lie Borower shall pay a

serviccr charge at the rate ol'three-quarters ol one per cent

(0J5%) pcr annum on the principal amount of the han

disbursed and outsanding frctm time to time.

Socdon 3.03. Qqpntqt1e1lt- Qlafgg. 'Ihe Borrower shall

pay l conrmitnrcnt charge ai thc i-ate of unc-half of one per

cenr (0.50%) pcr annur.r t,n the un-disbursed pcrrtion of the

l-oan, which slull trcgil [() accr-re one huncirerl and t.wenry

r l2r)) days after rhe date oi signarure of this Agreenreni.

Scction 3.()zl. I)ates of P:rvn:eni
-l 

he principal of the l-oan

sl:all be repaid in equal and cunsecurive semi-annual

irrsulmens, tlic first of which shall le pa,v-ablc on 1 May or 1

Novenrber, whichever immediatelv tollows the expiration of

the pracc periul ret'erred to in Secri<xi 3.0i above. Th.
sen'ice charge anql rlie commitnlcnr ciurgc shail tc pay'able

semi-annually on I i\{ar and I Novem*r ,ri'snclr vear.

i

I

I
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.\R]-ICI-E Iv

CONDII'IONS PRECEDEN'I'T O EN1RY

tNj-t'o FORCE

Section 4.01. Conditions Precedent to I;ntrv ina; fiorce. '.l-he

entry into firrce of this Loar Agreentcnt shall be subject to

the tulfrlment by the Borrower oi the provisions of Section

5.()1 ol the General Condiiions.

ARTI(]I,ii v

CONDITIO\ S PRECEDE n-'l''l'0 D lS BU RSENIIiNI'

Section 5.01

t;f the Loar

Conditions Precedcnt tr.r tlrst I)isbr-rr,eltcnt

'['he obliuation ()l lhe I'uttd ttl ntakc the flrst

disbursement 'lf ihe Loan shall be conditiclnal upon thc entry

hto f'o.ce ol *ris Agreement a-s provided in Section 4.0i

abo\e; and, upon fie Bttrrowei .-rtrbmining cvit,ence

sarislaclor) to fie Frrnd ol:

i/ '. rrs i.il[x)intmc]rt ()l' i-i l)roiuct f rlsitlu'Jr':rlutt.-r'

c,tt,i,-liitti',t| lr-r' \'l.rl...rV\, t|i:,isc C)iile; lcll. -' l:,u

..lu:r. iiu3irol.. irrc lrcceptaillc t(r i.lt:;riLtrtl.



ill ii:," ins i'-iUy ccurpens.rtecl project affe;ted persons il
accordance rvith the Environmental and Social

Impac: Malagement PIan.

iii) 'fhe apyrintrncnt ol mernhers of' the Steering

Cornmitce anrl the Technical Contmiftee.

Scction -5.02 Other Conditions: 'fhe llorrori,cr shall submit

to the Fund not later than 3l Decemher 2007, evidence ol

lraving executed pertbrmarce agrerments with the designated

' Roarl Nfaintcnarrcc Agcrrcics.

..\R'I'ICI,E VI
DISI}TJRSIJ]VI EN'I'S AND API'LICATION

OT \iVIOI IN'I'S IfISIiTIRSEI)

Scction 6.()l . I)isttursc:ncnrs. 'l'hc amount of thc Loan

-'thall lle disbursed bt' tire Fun,l. sut:ject to the provisions of

this Agreement and the General Conditioirs for the Ftlrlt,tses

sel fi)rth in |his Aqle'enrent.

!
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I
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Secticn [i.02. Deadline tbr Final Disbut'sement. 31

I)ccer,,,Lrer 2012 or such later date as shall be a-ureed betwe:'n

the Borror.r'er and the Fund is spe;ifrcd tbr the pu:poses tlf

Section 9.()l paragraph (a) (it') of the Gerreral Condit.iom.

Sccrion 6.03. Application ol' Disburscmcnts. Atnounts

disbursed on account of the Loan shall be applied by the

Borrorver solely fbr the purposes for which they were

disbursed.

ARI'IC]I-E VII

PROCL'Rtr}IEN'I' OF GOOI)s. \\'ORris

-.L\D SirR!_lc]lrs

Secrion 7.01. 'I.ire Bt rroq'er sliall ensure that tire proceeds

oi the I ran are used exclusively fi:r prt)curement in the

rerritories of *re Suiie Panicipants or Members (the terms

"Sute Panrcipant" and "lvlember" being detined in Ani:le

lilr ol the -,\sre:lneni ::snblishing the Aliican Dev:lopment

lrund).

I
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Secdon 7.02. I he procurcinent of gcltxls, 't'orks and serviccs

shall bu carrjetl out in acclrdance rviitr the Rtles oJ

'n cerlure 1"or Procuretwnt ttf Goods and WorA's and the

Rutes of Pr\tedure for the tJse of Cottsultants adopted tr1'

fie Fund on t-he 15th of Jul-r' 1996, as amended, as fbllows;

,) Civil works in respect of the Namanga - Athi fuver

section shall be procured through Internatitlnal

CornPetitive Bidding;

ii) Serv':ces in respect ol supervision consultancy i<rr

ir,orks in respect of the Namanga - Athi River

section shall be prrrcured *rrough Short Listing:

.\R'TICLE VIII
\II SCEI,I,ANEOUS PROVISIONS

Scci,rrrt .-i '.)1. \\'iturc tttt crirarrrditlarv ()r uttfb rssecl'il lc

s.:u:iiion lttis l.rr-i: -'n. ri iriuir. ;11 illg lrpitlitrn o1 lrrrth lllLrtics..is

ltkd j'. '., i'r: l--r-;'il:,.lit .:'I to ti:c c\cctrtion ,li- tllc Pitlicct. tilc

l:;lld 'l-,1:.. i.r 'r-llt' i,t e ()\, ci Lil': c,':1 rtl' illli; \])crilil',/ur]

I

I

I
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irrsoecrion ol oi'ler action rc-quired tt- redress the situation,

alklcate out oi ihe procceds ol the Loan an amount not

crceeding the equivalenr of one per cent (1%) of the Loan

amount or tbur hundred rnd ninety f\e'o thousand four

hundred and ten Units of Accc)unt (UA 492,410). These

expenses shall be met without the neccssity of any advance

application by the Borrorver, but the Fund shall promptly

ransmit to tl're Borrower tlle corresponding infbrmation.

Sec:ion 8.02 Authorized Represe_nqtqlg!. The Minister of

Finance of tlie Borrolver or such other person as the lvlinister

ma-y designate in rvriring shall be the authorized

representirive for the purposes of Section 14.03 of the

General Conditions.

Scction 8.03. Date_of the $g19e1ryqqt. For all purposes of

this r\,rreement, the. date of the Agleeiitent shali be that

apperrin r the opening sentence her:of.

,,<
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Sc,:tion E 0-i' lc,<iresses. 'l-he tillli-'i ing adtlresses are

<,'.ce rii,,',.1 iirr r.:; Irli;Prrscs tl1' Sc'ctjoll ll'()l trl' tl-t'-: (icncriil

( c,rttjitioit .

lirr t lre llrx'rtt* er: j\.Iail Addrtss:
Ministry of Finance
'i'reasury Building
Ilaranrbee Avenuc
P.O. Box 30007-001(X)-GPO

N.\IROBI _ KENYi\
'tel: (2.;4; 20 2522991 20 246 148

I:ar: (254) 20 2400'15

lor the Fund: Nlail Addrqss:
r\frican Development Fund

0l B.P. 1387

ABIDJAN 01

cOlu p'ivotRr,
Cable Addres.s: i"l'l)lrv ABIDJAN
'lcl (21-5) 20 2() ll -1-{

i:ax (225) 20 lrl i I 60

I (, -,rI,i)!' :i r'\ Iicltt,.:e1itt ri . {gt n c1':

.\liicarr [)cvcl,.rltnicni I trrtri
I -1. \r'etluc ilLl (iltltnl,

lli'' -11 
: Iil()l i'trnis l.lci''cdc;c

rt \i)1"\
icl rlltr) 7l l0li ll
Ijar: ,l16r 7l -rj,3-1 (r-1

I

I

I
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!\ 11 I]'NESS IYIILREOF thc i],rrri-.r!\'er ilnd ihe Fund,

ca-ir acling through it.s authorized rcl)rc :nlative. have sis,ned

this .\greemenl in t\\o original coLtnterpans irr English on the

date trrst abov'e rvritten.

IiOR TTIE R[PUBI,I(]O} KENYA

tk-.r.

IOslrl)llK \\.1,i Ki\\ I \
l't'.lt\1 \.1\i:\I Sl.( i{F. I \lt\ I Itt--\Si;RY

i"O R l'11 F.,\f R I !".\\ IX1\'I'- I. SPl l [\'I' ]'t'N D

V. G..\\TSiIO

l

]

(\1,^\\D1,.\
VICE PIiESiI)F-N'I

t-r l. I ( lL, t<!:
j., I lri \l-l( \-

r\iODlu
SE,CiiEl'.\

l

I
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,\\\-EX tr

PRO.':CT DESCRIPT'ON

l. i hc principal cornponents of the Project wiil bc:

:r) 'lite rchabilitation/reconstruction of the Namanga -
Arusha roacl section in Tanzania .,r,hich is 104 knr
krng and thc rchabiliution / rcconstruction of the 136

l..m long Athi Rir,er - Namanga rcrad section. Both
rr)ad sections will have 7rn carriageway surtaced u,ith
lurohllt concrete and 2m wide shoulders surtaced u,ith

'(
single hirutninouS surface treatment. 'l'he toul nri,J
lensth rvill hc 240km.

h) (loirsultancr services for the supervisi<tn r>f rhc ab<lr,'
\\i)rks (2 uonsultancies, one tor each lot of w,orks.t.

.;r i)r',rji'-t rudit corrsultrncv scrviccs till thc uhrrlc

Ir'-' r ic; t

d) Colt:uli;,rtcv serviccs (in 2 packages) fcrr feasibilit,v-'
srudt, and derailed engine:rine de;ign for 560 <m of
road (.\rusha-I'IoliliiTaveu -Voi road and Tanga -
Htrrtri:trro [-utreal-unga- Marlindi road).

cr Consultins -services in tirrm of Tcchnical Assistance
J:'rr caf,aeit)- building of East Airican Comnruni.i
Scc ;tirriiir usin_9 two individual consultants.

I
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I
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f) Consultancy se, uices li) e','aluate ihc contiactinq

capacity for civ'i: rvorks itl Easr Aiiica and

recommend measltres to improve contracting capacity

to participate iri major projects.

g) Corlpensatiotr ol'peilple at't'ccted by the project-

2. Proicct Obicctives

i) 'l'r-l improve the essendal road transport it"-iastructure

between Kenya and T'aw.ania, and paniculiuly benveen

Anrsha and Nairobi, Arusha and Monrbii^sa, an'l Mallndi and

Dar es Salaam. 'l'he indicators rvill b,e imprt-rved transpon

service ar.rd lower transpori eosls betlveen thc rwo countries

rvhich may be nreasured by :lssessing the road r. ughness,

estinuting vehicie clperating costs, and counting uathc both

ro rhe borcler liom btlth countriL's (nati'lnal trlffic) and across

thc border (international tratf-ic).

i i ) 1'o :utrliltlrt re Qi,.)tral ,tr,a', 1111tLrl'1. crtts-t 
. 
tlorcler iracle'

lorrr...rt't. s e i.r - ggtr;1,1-1il a..', 
"\Pl::e 

Iii 'l lhi: ztrl'' (:

iitlluenc; .ind a ;olllri"'.,itlil 1,, .,ii- l'':tlitcl:,'il ()i ^r'"er'.\. 'i l-'e

iitdicii,.lr-.. rti' titc sect,u gt-':, ,,r i11 lrc et:i:ll:te rd .li'osr , ,. r't.rrI

cci,rlonric iicli\ it\. i-he pr.'lci;l-, ll':i-,cil:iltiics 'vili c'-' li't

I
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I

I



i|L!i ;,.ll,

:-':irtt-rit]

l\\ I )( )l

t i;.cgiill ir,t i r'rL ul.r l,i..ti CC( r! t() l jC il \l-L j\ ). l.(tl)ulittlr Ii

.l.!cr

:l 1,.'e',s ol iire ,\rlr:rhii ruqiolr. Klq'iardo artil -1.':.rbi. \lalindi,

ivk;:uba.sa. 'f;rngzr .rnrl Dar cs Salaanr (li.rtricts. 'l-he pro_iect

inrpact lvill includc increased cross border rraffic, incrcirsed

cross bor(ler tourisnr, increased social-cc()nouric activitics

across the tlvo countries

T



t

I

I

I

I

I

I

- i() -

AN\i,]:i :I
,\Lt,0C.\'iIoN ()I.-'tlIt LOA\

Thc present r\rurex indicatcs the cirtegorics ()1 expcn(liturc to

bc' tlnancc'd out ol' the resources of the loalr. eaclr alrount

bcing irclusive ol the respectivc ph_vsical and price

c()nt illqcncics.

('ategrx'its ol [,) r lit urr

ilrt \Iiltiurr t i,\)

fl
( atcgorr ol'
i'rpt'rttliitrrt,

t,'. t-.

l.l.3lt

L.( t.

I .ll(r

'! ot:rl

16.053

S,.'

( )rl\s

ic.'s:'\

'l'otal
2..-R69

47.696

().-r l9

r.-i"15

_r. 1Sti

9.211
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CoNIToRMIiD COPY

CREDIT NUMBER 3930 KE

Development Credit Agreement

(\orthcrn (lorrirlor'l'r:rnsport Irnprovcntcnt Projcct)

bct!1 ccn

REPUBI-IC oIT KT]NYA

irn(l

I N'I'EI(.-i'I'ION,\I, DII\1T]I,O P\TI.]N'I',\SSOCI,\'I'ION

Dtltc(l .lu nc 25. 2(X)J
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(a) "Bandari College" is the training institute established and operating
rvithin MOTC "as hereinafter defined";

(b) "Environmcntal l]tlpact Asscssmcnt" or "EIA" mcans thc Environtncntal
lmpact Assessment referred to in paragraph l3 (a) ofSchedule 4 to this Agrcement

(c) "EASA" nrcans East African School of Aviation. thc school cstablished
and operating wilhin KC'AA (as hcrcinalter defincd);

(d) "Financial Monitoring Rcport" or "FMR" means each rcport prcpared in
accordance rvith Section 4.02 of this Agreemcnt;

(e) "(iNSS" nrcans global navigation satellite system;

(f) "GPS" rncans global positioning system;

G) "HIV/AIDS" means human immuno-dcficiency virus/ acquired immune
deficiency syndromc;

(h) "lnitial Deposit" means the initial amount to be dcposired inro rlre Projecr
Account "as hcrcinaitcr dcfincd" and rcfcrrcd to in Section 3.03 (b) of this Agrcement;

(i) '"KAA" mcans Kcnya Airports Authority, the Borrower's airports
authority eslablished and opcrating pursuant to the Borrower's Airports Authority Act,
r 99r (cAP 195 );

0) *I(AA-PTT" mcans thc Projcct Tcchnical '[cam establishcd within KAA
and rcl'errod to in paragraph 6 ol Schcdulc 4 to this Agreenrcnt;

(k) "KAA Subsidiar-y Loan Agrecment" rneans thc agreemcnt to be entcrcd
into bctwccn thc Borrowcr and I(AA pursuant to Section 3.01 (c) of this Agrecmcnt, as
the samc nray bc amcnded from timc to timc, and such term includes all schedules to the
Subsidiary Loan Agreement;

(l) "KCAA" mcans Kenya CiYil Aviation Authority, thc Borrower.'s civil
aviation authority cstablishcd and opcrating pursuanr to thc Borrowcr's Civil Aviation
(Arnendmcnt) Act, 2002 (CAP 394);

(nr) "KCAA-PTT" means the Project Technical Tearn established within
KCAA and rcl'errcd to in paragraph 8 of Schcdulc 4 to this n grcemcnt;

(n) "KCAA Subsidiar) Loan Agrecment" mea,rs thc agrcement to be entcred
into bctwccn thc Borrowcr and KCAA pursuant to Scction 3.01 (d) of this Agrecment, as
thc sarrc may bc arncuded frorn time to tilne, and such tenn includcs all schedules to the
Subsidiary Loan Agrccmcnt;
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(o) "Kenya Shilling" or "KES" means the currency ofthe Borrower;

(p) "KRB" nreans Kenya Roads Board, the Borrower's body responsible for
management of thc road )naintenance lcry, cstablishcd and operating pursuant to the

Borrower's Roads Board Act, 1999;

(q) "Maritime Authority" means the authority to be established within
MOTC "as hereinafter dehned" and to be supported under Parl H ofthe Project;

(r) "MORPWH" means the Borrowcr's Ministry of Roads Public Works and

Housing;

(s) "MORPWH-PTT" means the Projecl Technical Team established within
MORPWH and rcfencd to in paragraph 4 of Schedule 4 to this Agreement;

(t) *MOTC"

Communications;
Dtcons thc Borrower's Ministry of Transport and

(w) "MOTC-PT1'" means the Project Technical Team established within
MOTC and rcferred to in paragraph I I of Schedulc 4 to this Agreement;

(x) "NHA" means the National }lighway Authoriry to be cstablished by the

Borrower and to be supporled under Part E ofthe Project;

(y) "Northern Corridor" means thc transport corridor between the seapon of
Mombasa and the Borrowcr's border with the Republic of Uganda;

(z) "Northem Corridor Transit Agreement" means the 1985 Nofihern
Corridor Transit Agreement between the Borrower, Burundi, Rwanda, Uganda and the

Democratic Republic of Congo;

(aa) "Operating Account" means cach 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) "Projcct Agreelnents" means thc agreemcnt between the Association and
KAA and KCAA of evcn date herervith, as thc same may bc amentled ftom time to time,
and such lcnn includes all schedules and agrecments suPplcmental to the Project
Agreement;

(dd) "Project Affected Pcrson" or "PAP" means any person who owns or
occupies Iand, propcrty or othcr assets or structures which are advcrsely affected by the

Projcct, or whosc livelihood, busincss, tradc or othcr occupation is adversely affccted as a
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result ol'the Projcct, and who is dcclarcd accordingly cligible to compensation or other
assistarrcc under thc rclcvant RAP (as hcreinallcr clefincd);

(ce) "Project Coordination Tcam" means the ream established by the
Borrower and referred to in paragraph 3 of Schedule 4 to this Agreement;

(fl) "Project Oversight Colnmirtee" means the committee esrablished by the
Borrower and rcfcrred to in paragraph I ofSchcdulc 4 to this Agrcetncnt;

(gg) "Rcscttlemcnt Action PIan" or "RAP" mcans a Rcscttlcmcnt Action Plan
rcfcncd to in paragraph l3 (b)ofSchedule 4 to rhis Agrecment;

(hh) "Rescttlement Policy F'rarncwork rrrcans thc Resettlemcnt
Policy l"ramcwolk, datcd Novembcr 2003 issucd by the Borrowcr, and describing a
program of actions, measurcs and policies designcd to avoid or minimize any adversc
impact or hardship to PAPs as a result of the Project or, if such adverse impact or
hardship cannot be avoitled altogcthcr, provide fnr the contpensation and resettlement of
such PAPs as may bc appropriatc;

(ii) "Special Account A" mcans the Special Account "as hereinafter defined"
for MORPWFI and rcfcrred to in Scction 2.02 (b) of rhis Agreement,

0j) "Special Account B" means the Special Account "as hereinafter defined"
tbr KAA, KCAA, and MOTC and referrcd ro in Sccrion 2.02 (b) of this Agreement; and

(kk) "Spccial Accounts" means thc accounts rcfcrred to in Scction 2.02(b) of
this Agreement.

,\I{II('I,I.] II

'l'hc ('rcdit

Scction 2.02. (a) The amounr of thc Credjr nray be withdrawn from thc Crcdit
Account in accordance with thc provisions ol' Schcdule I to thjs Agreement for
expcnditures madc (or, if the Association shal) so agree, to bc madc) in respcct of the
rcasonable cost ofgoods, works, and services required for thc Projcct and to bc financcd
out o|lhe procccds ofthe Credil.

T

(b) 'fhc lJorrowcr shalJ open and maintain, irr Dollar.s. two separate spccial
deposil accounls (Special Accor.urt A and Spccial Account B) in onc or morc commercial
banks on tcnns and conditions satisfaclory to thc Associalion, includirrg appropriate

I

I

I

I

I

Section 2.01. The Association agrees to lcnd to tlrc Borrower, on the tcrnts and
conclilions sct forth or [cferred to in thc l)cvcloprncnl Credil Agreetnent, an amouDt in
various curcncies cquivatcnt to onc hundred thirty cight million four hundrcd fony
thousand Special Drawing Rights (SDR 138,440,000).
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protection against set-off, seizure or attachment. Deposits into, and paynrents out ofeach
respective Special Account shall be nrade in accordance with the provisiorls of Schedule
5 to this Agrccmcnt.

(c) (i) The Borrower shall open or cause to be opened and mainlain or
causc to be maintainetl in Kenya Shilling an Operating Account
tbr cach of MORPWH, KAA, KCn A, and MOT(], in one or
morc comrncrcial banks, orr tcnns and conclitions satislactory to
the Association (including appropriate protection against set-off,
sei,rure or attachment).

The []orrower shall, in accordancc with procedures acceptable to
the Association, withdraw from timc to timc liom the respectivc
Special Account and deposit into each Operating Account, an

amount required to finance eligiblc expcnditures for a period of
90 days of Project implementation.

Payments out of the rcspective Operating Account shall only be
made for eligible expenditures.

ID the event that the Association, alier consultation with thc
Borrower, determincs that any outstanding arrount in any
Operating Account is not further required to covcr payments for
cligible expenditures, thc Borrower, upon notice from the
Association shall promptly refund such outstanding amount to
the respectivc Spccial Account.

(ii)

(iii)

(iv )

I

Section 2.03, The Closing Date shall be December 31, 2009 or such later date as

the Association shall establish, The Association shall prorrptly notify the Borrower of
such latcr date.

Section 2.04. (a) Thc Borrower shall pay to thq Association a conunitmcnt charge
on the principal amount of the Crcdit not wilhdrawn liorn tirne to time at a rate to be sct
by the Association as ol Junc 30 of each ycar, but not to qxceed the ratc ol'one-half of
onc perccnt () /2 ol' l%) per annum.

(b) The commitment charge shall accnre: (i) from the date sixty days after
the date ol'this Agrecment (the accrual date) to the respective dates on which amounts
shall be withdrarvn by thc Borrower from the Crcdit Account or cancelcd; and (ii) al the
rate set as of thc Junc 30 imrncdiately prcccding tlrc accrual datc and at such othcr ratcs

as may be set from time to time thereafter pursuant to paragraph (a) above. The ratc set as

of June 30 in each year shall be applied fiom thc next date in that year specified in
Section 2.06 of this Agreerrent.

I

t

I

I
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(c) The commitment charge shall be paid: (i) at such places as thc
Association shall :'easonably rcquest; (ii) without restrictions of any kind imposed by, or
in thc tcritory of, the Borrower; and (iii) in the curency spccilied in this Ageement for
thc purposes of Section 4.02 of the Ccncral Conditions or in such othcr cligiblc currency
or currencics as may from time to time be dcsignated or selected pursuant to the
provisions ol' that Sectiotr.

Scction 2.05. Thc Borrowcr shall pay to thc Association a sctvicc cllarge at the
rate of threc-fourths of one percent (3/4 of l%) per annum on the principal amount of the
Credit wjthdrawn and outstanding from time to tjme.

Scction 2.06. Commitnrent charges and service chargcs shall be payable
scmiannually on May I 5 and Novcmbcr l5 in each year.

Scction 2.07. (a) Subject to paragraphs (b), (c) and (d) below, the Borrower shall
repay the principal anrount ofthe Credit in scmiannual installmcnts payable on each May
l5 and Novcmbcr l5 commcncing Novcmber 15,2014 and ending May 15,2044. Each
installment to and including thc installmcnt payable on May 15, 2024 shall be one
perccnt (l%) ofsuch principal amount, and each installment lhcrcaltcr shall be two
perceut (2%) of such principal atnount.

(b) Whencvcr': (i) the Bonowcr\ pcr capita gross national product (GNP), as
dctcrmincd by the Association, shall have excecdcd for three consecutive years thc lcvel
establishcd annually by thc Association for deterrnining eligibility to access the
Association's resources; and (ii) the Bank shall consider the Borrower creditworthy lor
Bar < Icnding, thc Association may, subsequcnt to thc rcvicw and approval thcreofby thc
Execulivc Directors of thc Association and aftcr due consideration by them of the
dcveloprnent of thc Borrowcr'.s economy, nrodify the repayment of installments under
paragraph (a) above by:

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

(u) rcquiring thc llorrowcr to corrrmcflce repayment of the
principal amount of thc Crcdit as of the firsl semiannual
payment date referred to in paragraph (a) above falling
six months or more after thc date on which the
AssociatioD notifies thc Borrowcr that tlte events set out
in this paragraph (b) havc occured, providcd, howevcr,
that thcrc shall be a gracc pcriod of a nrinimum of five
ycars on such repaymcnt ofprincipal- I

(c) If so rcquestcd by thc Borrower, tlte Associatiotl may revise thc
modification refcrred to in paragraph (b) above to include. in Iieu of somc or all of the
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increase in the amounts of such installmcnts, thc paymcnt of interest at an annual rate

agreed wilh thc Association ol the principal anrourlt of the Credit withdrawn and

outstanding from time to time, provided that, in thc judgmcnt of thc Association, such
revision shall not change thc grant clement obtaincd under the above-mentioned
repayment modifi cation.

(d) lf, at any time after a modification of tenns pursuant to paragraph (b)

above, thc Association dctcnnincs that the Borrower'.s economic condition has

deteriorated significantly, the Association may, if so requestsd by thc Borrower, further
modify the terms of repayment ltl conform to the schedule of installments as provided in
paragraph (a) above.

Scction 2.08. The cun'ency of the Unitcd Statcs is hereby specified for thc
purposes ofSection 4.02 ofthe General Conditions.

,\ tr' CLI,: t

llxccution of the Projcct

Section 3.01. (a) The Borrowcr declares its commitment to thc objcctives of tlre
Project as set lorth in Schedulc 2 to this Agreement, and, to tlris end:

(i) shall carry ou1 Parts A, B, C, D, and E of the Project though
MORPWH, and Part LI through MOTC with duc diligence and
efficieucy and in conformity with appropriate administrative,
flnancial, engineering, and environmental practiccs, and shall
plovide, promptly as needed, the funds, facilities, services and

othcr rcsources requircd for thc Project;

( ii) without any limitation or restriction upon any of its other
obligations under the Developmcnt Credit Agreernent, shall
cause KAA to pcrfbnn in accordancc with the provisions of the
KAA Ploject Agrccmcnt all thc obligations of KAA thelcin sct

tbrth, shall takc antl cause to be takcn all actions, including the
provision ol' lirnds, t'acilities, services and othet resources,
necessary or applopriate to cnablc Kr\A to perform such
obligations, and shall not takc or permit to be taken any action
which would prevcnt or intcrf'cre with such perfornrance; and

( iii) without any lirnitalion or rcslriction upon any of its othcr
obligations under thc Dcvclopmcnt Credit Agrcement, shall
cause KCAA to perfonn in accordance with the provisions of the
KCAA Projcct Agrecment all the obligations ol KCAA therein
set lbnh, shall take and cause to be takcn all actions, including
thc provision of funds, facilitics, scrvices and other rcsources,

I

I

I
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necessary or appropriate to enable KCAA to perform such
obligations, and shall not take or permit to be takeD any action
which would prevent or intcrfcrc with such pcrfonnance

(b) Without Iimllation upon the provisions of paragraph (a) of this Section
and except as the Borrower and the Association shall otherwise agree, th€ Borrower shall
carry out the Project in accordance with the Implementation Program set foflh in
Schcdulc 4 to this Agrcement.

(c) The Borrower shall rclcnd part of the proceeds of the Credir to KAA
under a subsidiary loan agrccmcnt to bc cntered into between the Borrower and KAA
(KAA Subsidiary Loan Agreemcnt), under terms and condilions which shall have been
approvcd by the Association which shall includc: (i) rcpaymcnt of principal in 23 years
includirrg a grace period of 8 yoarst (ii) the paynent of interest at the rate of 7%o per
annum; and (iii) the lbreign exchange risk to be bornc by thc Borrower.

(d) 'l'hc Borrower shall lclcnd part of thc procccds of thc Credit to KCAA
undcr a subsidiary loan agrccmcnt to bc entered into bctween thc Borowcr and KCAA
(KCAA Subsidiary Loan Agreement), undcr tcnns and conditions which shall have been
approvcd by thc Association which shall include: (i) repayment of principal in 23 years
including a grace pcriod of 8 ycars; (ii) the payrnent of intcrcst at the ratc of 7o/o per
annumi and (iii) thc foreign exchangc risk to bc bomc by the Borrower.

(c) Thc Borrower shall exercise its rights under KAA Subsidiary Loan
Agrcement, and KCIAA Subsidiary Loan Agreement in such manner as to protect the
interests of thc Borrowcl and the Association and to accornplish thc pur?oses of the
Credit, and, cxc!'pt as the Association shall otherwise agree, the Borrower shall not
assign, amcnd, abrogate or waive the KAA Subsidiary Loan Agrcement, KCAA
Subsidiary Loan Agreemenl or any provision thereof.

Section 3.02. Exccpt as thc Association shall other.wise agrcc, procurement ofthe
goods, works and consultants' services required for the Projcct and to be financed out of
the proceeds of thc Credit shall be govemed by the provisions of Schedule 3 to this
Agreement.

Section 3.03. Without limitation upon the provisions of paragraph (a) of Scction
3.01 of this Agrccment, and cxcept as the Borrower and thc Association shall otherwise
agrl:e, the Borrowcr shall:

(a) open an account in Kcnya Shillings in a cornmcrcial bank acccptablc to thc
Association (thc Prqcct Account), and lhereafter maintain the Project Account under terns
and conditions acccptablc to the nssociation until the complelion ofthe Project;

I

3

I
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(b) deposit inlo the Project Account: (i) an initial amount of KES 90,000,000 (the

Initial Deposit); and (ii) thcreafter, a1 quartcrly intcwals, replenish thc Projcct Account by the

arnounts rcquircd to hnance thc Borrower's contribution for expendiiures undcr the Projcct
other than thosc financed from the procecds of thc Credit, as shall bc agrccd upon bclween thc
Borrower and the Association; and

(c) cnsure that t nds deposited into thc Project Account in accordancc with
paragraph (b) ol this Scction shall be nsed cxclusivcly to financc cxpcnditurcs under Parts

A through E of the Projcct othcr than thosc financed from the proceeds of the Credit.

Section 3.04. For the purposes of Section 9.06 of the Gcncral Conditions and

without limitation thereto, the Borrower shall:

(a) prepare, on the basis of guidelines acccptable to thc Association, and
fumish to the Association not later than six (6) months after the Closing Date or such
later date as may bc agreed for this pr,rrpose between the Bolrorvcr and the Association, a

plan for the lirture opcration of the Project; and

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

Section 1.05. |'hc Borrower and the Association hercby agree that the obligations
sct forth in Sections 9.01, 9.04, 9.05, 9.06, 9.07 and 9.08 of thc Gcncral Conditions
(relating to insurance, use of goods and serviccs, plans and schedules, records and
reports, nraintcnancc ancl land acquisition, respcctively): (i) in respecl of Part F of the
Project shall bc carried oul by KAA; and (ii) in rcspect of Pan G of the Project shall be

carried out by KCAA pursr.lant to Scction 2.03 of the Projcct Agrecmcnts.

.\ lt.t I( t.t,t I\

Fi nancial Covenlrnts

Scction 4.01. (a) The Borrower shall maintain and cause to bc nraintaincd a

financial management systcm, including rccords and accounts, and prcpare financial
statemcnts in accordance with consistently applied accounting standards acceptable to the
Association, adequate to reflect the operations, resources and expcndilures rclated to the
Proj cct.

(b) The Borrower shall

I

I

I

(i) have the financial slatenrents rcferred to in paragraph (a) of this
Scction for cach fiscal ycar (or othcr period agrecd to by the
Association), auditcd, in accordancc with coDsistcntly applied
auditing standards acceptable to the Association. by indcpendent
auditors acceplublc k) the Association:

I
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(ii) furnish to the Association as soon as availablc, but in any case
not later thaD six months after thc end of eaclt such year (or such
othcr pcriod agrccd to by thc Association), (A) ccrtificd copies
of the financial slatemcnts rsfcrlcd to in paragraph (a) of this
Section for such year (or other pcriod agrccd to by thc
Association), as so auditcd, and (B) an opinion on such
statcmcnls by said auditors, in scopc and detail satisfactory to the
Associationi and

( iii) furnish to the Association such other information concerning
such records altd accounts, and the audit ol such financial
statcmcnts, and conccming saitl auditors, as thc Association may
liom time to timc rcasonably rcqucst.

(c) For all expcntlitures with rcspcct to which withdrawtrls lrom the Credit
Account wcre rnade orr the basis of stateutents ofexpenditurc, thc Borlower shalll

(i) rctain, until at least onc ycar aftcr the Association has rcccived
the audit report for, or covcring, tllc fiscal ycar in which the last
withdrawal fronr the Cr-cdit Account was rnadc. all records
(contracls, ordcrs, invoiccs, bills, rcceipts and other documenls)
evidcncing such expcnditurcs;

(ii) enablc lhc Association's rcpresentatives to cxamine such
recolds; and

(iii) cnsurc that such statcmcnts of cxpcnditure are included in the
audit for each fiscal year (or othcr period agreed to by the
Association), referred ro in paragraph (b) of this Section.

Scction 4.02. (a) Without limitation upon the Borrowcr's progrcss rcporting
obligations sct out in paragraph l7 of Schedr:le 4 to this Agreement, the Borrower shall
prepare and lumish to thc Association a tinancial monitoring repon, in form and
substance satislactory to the Association, rvhich:

(i) sets fonh sources and uscs of l'unds lbr the Projcct, both curnulatively
ilnd for the period covered by said rcport, showing separately funds
provided undcr the Credit, and explains varianccs between the actual
and plannecl uses ol such funds;

T

T
(ii) dcscribcs physical progress in Projcct implcmcntation, both

cumulatively ancl for the pcriod covered by said rcport, and explains
varianccs between thc actual and p)anned Project implcmentation ;
and

I

I

I

I

I
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( iii) sets forth thc status ol'procurement under the Projcct, as at the end of
the peliod coveled by said report.

(b) Thc first FMR shall be funrished to thc Association not latcr than 45
days after the end of the firsl calendar quarter afler tllc Effectivc Date, and shall cover tlte
pcriod from the incurrcncc of thc first expenditurc undcr thc Projcct through the end ol
such first calendar quarter; thereafter, each FMR shall be fumished to the Association not
later thar 45 days aftcr each subscqucnt calcndar quarter, and shall cover such calendar
quarter.

AR'I'ICI-I.] V

l{ernediqs ol thc /\ssocixlion

Scction 5.01. Pursuant to Scction 6.02 (l) of thc Gcneral Conditions, thc
following additional events are specified:

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

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

(c) As a result of events rvhich have occurred after thc date of the
Devclopment Credit Agrcement, an extraordinary situation shall have ariscn which shall
make it improbable that I(AA will be ablc to pcrform its obligations under the Project
Agrecmcnt.

(d) As a result of cvcnts whiclr havc occurrcd after thc datc of thc
Dcvelopment Crcdit Agrccmcnt, an cxtraordinary situation shall have arisen rvhich shall
make it improbabJc that KCAA will be ablc to perform its obligations under the Project
Agreement.

(e) Thc Borrower's Airports Authority Act, l99l (CAP 395) shall have been
amended, suspendcd, abrogated, repealed or waived so as to affect materially and
advcrsely the ability of KAA to perform any of its obligations under the Project
Agreement.

(0 The Borrowcr's Civil Aviation Authority (Amcndmcnt) Act, 2002 (CAP
394) shall have been amended, suspended, abrogated. repealed or waived so as to affect
rnatcrially and advcrscly the ability of KCAA to pcrfonrr any of its obligations under the
Projcct Agrcclnent.

(S) 'fhc NDF Loan Agrccmcnt shall have failcd to bccome effcctive by
Dcccmber 31, 2004 or such later date as the Association may agree; providcd, however,
thai thc provisions of this paragraph shall uot apply ilthe Bonower establishes lo the

I

I

I

I
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satisfaction of thc Association that adequate funds fbr th€ Project are available to the
Borower from other sources on temrs and conditions consistent wilh the obligations of
thc Borlowcr undcr this Agrcement.

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

(a) any event specified in paragraphs (a) and (b) Section 5.01 of this
Agreemcnt shall occur and shall continuc for a period of 60 days aftcr notice thereof shall
have bccn givcn 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.

AII'I'ICI,E VI

Eftcctivc Datc; 'I ernrinltion

Section 6.01. -l'he following events are specified as additional conditions to the
effectivcncss ofthc Dcvelopment Credit Agrccmcnt within thc meaning of Section 12.01
(b) of the General Conditions:

(a) the KAA Subsidiary Loan Agreemenl has been executed on behalfofthe
Borro"ver and KAA:

(b) thc KC:AA Subsidiary Loan Agreemcnt has been exccuted on behalf of
the Borrower and KCAA:

(c) Thc Borrowcr has opcned the Projcct Account and has deposited tlrereirr
thc lnitial Deposit rcfcncd to in Scction 3.03 ofthis Agrecmcnt; and

(d) Thc Borrower has established a hnancial management system for the
Project in fonn and substance satisfactory to the Association.

Scction 6.02. The following are specificd as additional matters, within the
meaning of Section I 2.02 (b) of thc Gencral Conditions, to be includcd in thc opinion or
opinions to be furnished to the Association:

(u) that the KAA Project Agreemqnt has been duly authorized or ratified by
KAA, and is legally binding upon KAA in accordancc witll its rerms.

(b) that thc KAA Subsidiary Loan Agrcement has been duly authorized or
ratified by the Borrower and KAA and is legally binding upon the Borrower and KAA in
accorda:rce with its temrs;

I
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(c) that the KCAA Project Agreement has been duly authorized or ratified
by KCAA, and is legally binding upon KCAA ir accordance with its terms; and

(d) that the KCAA Subsidiary Loan AgrccmeDt has becn duly authorized or
ratified by the Borrower and KCAA and is legally binding upon thc Borrower and KCAA
in accordancc with its terms:

Section 6.03. Thc datc ninety (90) days after the date ofthis Agrecment is hereby
spccificd for thc purposcs of Scction I 2.04 of thc Gctreral Conditions.

.\t{ (:t.l.l vlI

Representa(ivc of thc Borrorver; Addresses

Section 7.01 . The Borrower's Minister for Finance is dcsignatcd as reprcsentative

of the Bonower for thc purposcs of Scction I I .03 of thc Gcncral Conditions.

Section 7.02. The following addresses are specified for thc purposes of Section
I l.0l ofthe General Conditions:

For thc Borrorver

Ministry of l'inance
Treasury Building
P.O Box 30007-00100
Nairobi, Kcnya

I

I

l

I

I

I

I

Cablc addrcss Telex:

22921minfln-keFINANCEnairobi

FoI the Association:

lntemational Development Association
l8l8 H Street, N.W.
Washington, D.C. 20433
United States of America

Cable addrcss; 'fclcx

TNDEVAS 248423 (MCI) or
Washington, D.C. 64145 (MCI)

Facsimile:

+ (254) 20 330426

Facsimile:

(202) 47'7 -639 t

I
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\\'ithtlrarvirl ol lhe l'rr)ccc(ls ol the (lredil

l. Thc tablc bclow scts foftlt thc Categorics of itcrns to bc fltanccd out of thc
procccds of thc Crcdit, the allocation of the arnounts of the Credit to cach Category and
lhc perccntagc ofexpcnditurcs lbr itcrns so to be financed in each Category:

Cateqorv
( I ) Works

(a) under Pafls A through
Ii of thc Projecl

(b) under Part F ofthe
Proj ect

(2) Goods

(a) under Parts A through
E of the Project

(b)(i) under Part F ofthe
Proj cct

(ii) under Part G ofthe
Project

(iii) undcr Pan H of
the Project

(3) Consultants' services
including audits

(a) under Parts A through
E of the Project

(b)(i) under Parl F oflhe
Project

(ii) under Part G ofthe
Project

(iii) under Part I.l of
thc Project

Arnount ol'the Credit
Allocaled (Expressed

iq!_PR. Equivalent)

76.640,000

I 1.150,000

450,000

8.800,000

2.550,000

500,000

t5.900.000

I5 0.000

1,000,000

350.000

7o of Expenditures
to be fitanced

15%

I 00%, of
forcign
cxpenditures
aud 90% of
local
cxpcnditures

100'26 o1'

lirrcign
cxpenditures
and 9.1'% of
local
cxpcnditures

i

I

i

I

I

I
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Cateqorv
(4) Training

(a) undcr Parts A through
E of the Project

(bxi) under Part F ofthe
Project

(ii) under Part G ofthe
Project

(iii) under Part H of
the Project

(5) Unallocated

(a) under Parts A through
E ofthe Project

(b)(i) under Part F ofthe
Project

(ii) under Part G ofthe
Project

( iii) under Part I{ of
the Project

650,000

2 5 0,000

500.000

500,00t)

r3,300,000

2,700,000

700,000

t50,000

ToTAL r 38.440,000

2. For thc purposes of this Schcdulc:

(a) the term "foreign expenditures" means expenditures in the cunency of
any country other than that of the Borrower for goods or services supplied from the

tenitory of any country other than that ofthe Bonower; and

(b) the term "local expenditures" means expenditures in the currency of the

Borrower or for goods or services supplied from the territory ofthc Borrower.

3. Notwitlrstanding the provisiotts of palagraph I above, no rvithdrawals shall be

madc in respect of paymcnts made for expenditut'cs: (a) prlor to thc date of this

Agreemenl. except that withdrawals, in an aggregate amount not excecding the

equivalent of SDR 5,000,000, may be madc on account ol' payments nrade for
expenditures berbre thal date but after December 31, 2003; and (b) undcr catcgories (2)

Arnount ol' thc C'redit
AllocatcLl ( Iixprcsscrl
in SDR lqqivalcnl)

7o of Expenditures
to be Financcd

100%

I

I

I

I

I

I

I
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(b) (ii), (3) (b) (ii), and (4) (b) (ii), until thc KCAA has appointcd staff to its olfice of
aviation sccurity oversighl in accordance with par-agraph l2 of Schedule 4 to this
Agrccmcnl.

4. The Association nray require withdrawals from the Crcdit Account to be made on
thc basis of statcmcnls ol'expencliturc lirr cxpenditures undcr coDtracts for: (a) goods
costing lcss than 5250,000 cquivalent per conlract; (b) works costing less than
S1,000,000 cquivalcnt pcr contract; (c) servicss of individual consultanls costing lcss
than 550,000 eqrrivalcnt pcr contract; (d) scrviccs of consulting firns undcr contracts
costing Iess than $100,000 equivalcnt per contr0ct: and (c) training, all under such terms
and conditions as the Associatiou shall specily by nolice to the Borrower,

I

I

I

I
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sc Et)t. t.l.r 2

I)escriPtion of lllc I'r'r,jccl

Thc objective of the Project is to enhancc thc efficiency and cffectiveness of thc

Borrower's transport sector through: (a) increasing the efficiency of road transport; (b)

enhancing avialion safety and security to meet international standards; and (c) promoting

private sector participation in the managertent, fillancing, and maintenance of road

asscts.

Thc Project consists of the following Parts, subjr;ct to such modifications thereof
as the Bonower and the Association nray agrec upon from time to time to achieve such

objcctivcs:

Part A: tlehabili tation of the Northem CoITidor

I. Rehabilitation of infrastructure and provision of services for thc improvcment of
approximately 373 kilometers of roads in selectcd sections along the Northem Corridor,

including constl-uction of apploximately 8-kilometcrs of roads comccting thc old

Embakasi Airport terminal to Nairobi-Mombasa highway.

2. Implementation ofthe mitigation measures specified in the EIA and provision of
support to PAPs including provision of support for resettlemeDt activities and

compensation.

Pa4 B: Roadside Amqnities-andMjlrgation of IIIV/AIDS

L Construction of facilitics to enhancc the socioccollomic inpact on Iocal

communities and irnprovc safcty of road users, including bus and truck stops, parking

areas, utilitics, mcrchandisc booths for use by local communitics, bicyclc paths, and

pedestrian sidewalks.

2. Developrnent and implementation of measures to mitigate effects of lllv/AIDS,
including awarcrcss and infonnatioll dissemination, distribution of condoms,

strengthening of Iocal hcalth centers, facilitation of voluntary tcsting and counseling

including construction of kiosks for these purposcs, and provision of support to infected
and affected people.

Part C: P_riyatqscctol Pa rrici atloD ln lla cnt and tl

Provision of technical advisory services for the preparation ol bid documcnls for
and lacilitation of the concessioning ol selected road scctions of the Northern Corridor;

and perlbrmancc-based maintenance of approximately 300 kilomctcrs of'sclected roads

by the privatc sector.

I

I

I
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l)art l) Road Saltt Int IOvCntcnt

Lrrprovcment ol' salcty conditiors in selected locations along the Northem
Corridor, including canying out of'a road safcty and awarcncss campaign, construclion of
approximately 5 children's traffic salety parks, rehabilitation of about 5 existing
children's traffic sal'cty parks, and inrprovcment of safety condilions ol hazarclous
locations.

Piln I -: Instillllionll Slrcrrglh!^lrDg

Dcvclopment and implementation of institutional and policy refonns through
provision oftechnical advisory services, carrying out ofstudies, and training, including:

L Establishmcnt and strengthening of NHA through provision oftechnical advisory
serviccs.

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

3. Dcsigrring Kibwczi-Kitui-Mwingi-MauaJsioloroadcorridor.

4. Designing altemative route linking northern Tanzania to Narok in the territory of
the Borrowcr, and dcsigning the widening of the access road to the Moi Intemational
Airpon in Mombasa.

5. Preparation ofa ten-ycar national transportation dcvclopmcnt plan.

6. Strcngthening lhc Department of Materials Research and Development at
MORPWH and Extemal Rcsources Department of thc Borrower's Ministry ol Finance.

7. Capacity bui)ding for MORPWH, NHA, thc Extemal Rcsourccs Dcpartmcnt of
thc Borrowcr's Ministry of Finance and KRB in management and financing of roads
incluclirrg axle load nronitoring and control.

8. Monitoring, evaluation and impact asscssment ofthe Project.

9. Carrying out of fcasibility and scctor studics for thc transpon scctor including
Mombasa bypass study.

Part l-': SunDort lo tlrc Kenva A irDorts Author'i1y

Provision of support to KAA to iurprovc aviation sccurily, safcty, and opcrations
al rrrajor airyorts through acquisition of cquipnrcnt and vchiclcs; carrying out of civil
works: provision of technical advisory servicc, and training, inclutling:

T

I

I

I

I

I

I

I

I



T

T

I

I

I

I

-20-

2, lnstallation of fencing, Iighting, and surveillance systems at Jomo Kenyatla
International Airport, Moi International Airport, Wilson Airport, Kisunru Airport,
Malindi Airport, and Ukunda Airpon.

3. Rehabilitation ofand rcconiiguration oftcmrinal buildings at Kisurru and Wilson
Airports, and rchabililation and extension of the runway at Kisumu Airport.

4. Enhancing aviation security and safety, flight intbrnration system, search and

rcscuc capacity, communications, and crnergcncy opcrations centers at Jomo Kcuyatta
International Airport, Moi Intcrnational Airport, Wilson Airport, and Kisumu Airport.

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

l'itfl (;: Suppon to Kcnya ( ivil.Aviatiorr Aqthqrity

l. Dcvelopmcnt and implcmentation of rcforms at KCAA aimed at enhancing
aviation safety and security oversight, and safety inspection tkough provision of
tcchnical advisory services and training.

2. Provision of supporl to KCAA and EASA through acquisition of training and

operations cquipment including cquipment for accident invcstigation laboratory.

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

4. Carrying out of training of trainers in airworthincss inspcction, flight operations
inspection, personncl licensing and security oversight.

Part ll: Support to the Ministry ofTransport and Communications

Clapacity building for MOTC in procurement, Project management, financial
managcmcnt; implemcntation ofthc national transportation policy and maritimc law; and

compliance with convcntions of the lntcrnational Maritimc Organization; establishment
and strenglhening olthc Maritimc Authority; assisting the Borrower to comply with the
Nonhenr Conidor Transit Agreement; and provision of support to Bandari Collcge,
through provision of technical advisory services and training, and acquisition of
cquipment.

l'hc Project is expectcd to be completcd by June 30, 2009

I

L llehabilitation and rcconfiguration of old llnrbakasi Airport tcmrinal and the
rrrain tenninal al Jotno Kcnyatta lntcrnational Airporr and constmction of the road linking
the two terminals.

I

I

I

I



P4-rt A

Scctiou I

-21 -

SCHEDULE 3

Procurement

Procurcmcnt of Goods and Works

Gene,ral

Goods and works shall be procured in accordance with thc provisions of Section
I of the "Guidelincs lor Procurcmcnt under IBRD Loans and IDA Crcdits" published by
thc Bank in January 1995 and rcviscd in January and August 1996, Septembcr l99l and
January I 999 (the Guidclines) and thc following provisions of Section I of this Schedule.

l'l!1 ll tc ctl vcB

I Exccpt as othcrwisc provided in Part C of this Scction, goods and works shall bc
procurcd under contracts awardcd in accordance with the provisions of Section II of thc
Guidciincs and paragraph 5 olAppcntlix I thcreto.

Part C

l.

O'1hed)rocurerrent Proccdqle5

l-imitcd Intcmal ioual llidrling

Goods wliich the Association agrees can only be purchased from a limited
numbcr of suppliers, regardless of the cost thcrcof, nray be procured undcr contracts
arvarded in accordance with the provisions ol'paragraph 1.2 ofthe Guidelines.

(a) Coods estimated to cost lcss than $150,000 equivalent per contract; and (b)
works eslimated to cost less than 52,000,000 equivalent pcr contract, may be procured
under colltracts awarded in accordance with the provisions of paragraphs 3.3 and 3.4 of
thc Cuidclincs.

3. International or National Shoppilg

Goods cstjmated to cost less than $50,000 equivalent per contract rnay be
procurcd undcr contracts awardcd on the basis of intcmational or national shopping
procedurcs in accordancc rvith thc provisions ofparagraphs 3.5 and 3.6 of the Guidelincs.

T

2. 'l'he provisious of paragraphs 2.54 and 2.55 of the Guidelines (Dornestic
Prcfcrcnce) and Appendix 2 thcrcto shall apply to goods manufhctured in thc territory of
the Borrower and works to be carried out bv domestic contractors.

2. Nattslaleernpclr]lt,s B dine
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Part D Rcvierv bv thc Association of Procure[1 cnt I)ecisiorts

Procrrrcnrcnt PIrtnn i ng

Prior to thc issuance of any invitations to bid for contracts, the proposcd

procurement plan for ihe Project shall be fumished to the Association for its review and

approval, in accordancc rvith the provisions of paragraph I of Appendix I to thc

Guidelines. Procurelnellt of all goods and works shall bc trndertaken in accordance with
such procurcmcnt plan as shall have been approvcd by thc Association, and with thc

provisions ofsaid paragraph L

2. Prior Revigy

(a) With respect to: (i) each contract for works estimatcd to cost the

equivalcnt of $ 1,000,000 or more; aud (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 I to the Guidelines shall apply.

(b) With rcspect to cach contract fbr goods estimatcd to cost the cquivalent
of5250,000 or more, the procedures set forth in paragraphs 2 and 3 ofAppendix I to the

Cuidelines shall apply.

3. Post Re_yi9u

With rcspect to each contract not governed by paragraph 2 of this Pan, thc

procedures set forth in paragraph 4 ofAppendix I to the Guidelines shall apply.

!.4ployme l' lsultants

Par A Gcncral

Consultants' serviccs shall be procured in accordance with thc provisions of
Sections I and IV of the "Guidelines: Selection and Employment of Consultants by
World Bank Borrowers" published by the Bank in Jauuary 1997 and revised in
Scptember 1997, January 1999 and May 7002 (the Consultant Guidclincs), paragraph I

of Appcndix I thereto, Appendix 2 thcrcto and the following provisions ol Section II of
this Schcdule.

Pan B: Ouality- and Cost-based Selcction

I . Exccpl as otherwisc providcd in Part C of this Section, consultants' scrvices shall

be procured under contracts awardcd in accordance with the provisions of Section II of
the Consultant Guidelines, and thc provisiotts of paragraphs 3.13 through 3.ltl thereof
applicablc to quality- and cost-based selcction ofconsultants.

I

I

I

I
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2. Thc following provision shal) apply to consultants' serviccs to be procured under
colrtracts awarded in accordance with thc provisious of the plccccling paragraph: the short
list of consultants for services, estimatcd to cost lcss than 5200,000 equivalent pcr
contract, may comprisc cntircly national consultants in accordance with the provisions of
paragraph 2.7 and footnote [J ofthe Consultant Guidelines.

Part (l: Otlrcr Proccdures lor thc Sclcctiou of Consultar)ts

I . Lcas!.ellllsglgclipr

Audit scrvices and services cstimated to cost less than $50,000 equivalent per
contract may be procured nnder contracts awarded in accordance with the provisions of
paragraphs 3.1 and 3.6 ofthc Consultant Guidelines.

2. Selcction Based on Consultants' Qualifications

Services estimated to cost less than $200,000 cquivalcnt per contract may be
procurcd under contracts awarded in accordance with the provisions of paragraphs 3.1
and 3.7 ofthc Consultant Guidelincs

3. Sitele.S ou!c_c_S-e]e!.!1s!

Services for nronitoring and evaluation, IIMAIDS mitigation, and training, may,
with the Association's prior agreement, be procured in accordancc with the provisions of
paragraphs 3.8 through 3.I I ofthe Consultant Guidclincs.

Indivitlual ( onsultants

Services of individual consultants shall be procured under contracts awarded i:r
accordaucc with thc provisions of paragraphs 5.1 through 5.3 of the Consultant
Cuidelines.

5. fuaining

Training shall bc carried oul on lhe basis of annual work programs which shall
havc bcen approvcd by thc Association, and which shall identify: (a) thc training
envisaged; (b) thc pcrsonncl to be trained; (c) the selection methods of institutions or
individuals conducting such trainingi (d) the institutions which will conduct the training,
if already selectedl (c) the dulation of proposed training; and (0 the cost estimate of the
training.

I
t

l.
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Part D: Rcvicrv bv the Association of thc Selection of Consultants

Sclection Plarning

2 l'r'iol llevicw

(a) With respect to: (i) all terms of refcrencc for cach contract for scrvices;
(ii) each contract undcr single sourcc selcction; and (iii) each contract for the

employment of consulting firms estimated to cost thc equivalent of $ 100,000 or more, the

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

(b) With respect to cach contract for the employment of individual
consultants estimated to cost the equivalcnt of $50,000 or morc, the report on the

cornparison ol the qualifications and experience of candidates, and terms of enlployment
of the consultants shall bc fumishcd to thc Association for its prior review and approval.
The contract shall bc awardcd only after the said approval shall have bcen given. The

provisions of paragraph 3 of Appendix I to the Consultant Guidelines shall also apply to

such contracts.

Post Rcvicrv

With respect to each contract not govemed by paragraph 2 of this Part, the

procedures set forth in paragraph 4 of Appendix I to the Consultant Guidelines shall

aPPlv.

I

I

I

I

I

t

I

A plan for thc sclcction of consultants, which shall include contract cost

estimatcs, contract packaging, and applicablc selection criteria and proccdures, shall be

furnished to the Association for its review and approval prior to the issuance to

consultants of any requests lor proposals. Selection of all consultants' serviccs shall be

undertakcn in accordance with such sclcction plan as shall have been approvcd by the

Association.
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SCHEDULE 4

lmplementation Program

Overall Projcct Ovcrsig[t

l. The Borrowcr shall rnaintain al all limes during thc implementation of the
Project, a Prtl1cct Ovcrsight Committee which shall bc chaired by the Permanent
Sccretary of MORPWH, co-chaircd by lhc Pennanent Secretary of MOTC, and include a

reprcscntativc lrom the Ministry of Financc, thc Managing Dircctor of KAA, the Dircctor
General ol'KCAA, and thc Chicf Enginecr "Roads" oIMORPWIL

2. The Project Oversight Committee shall: (a) providc strategic guidance for Project
implemcntation; (b) review and approvc annual work plan for thc Projcct; aDd (c) review
financial rcports of Projcct implementation.

3. The Borrower shall rnaintain at all times during the implemcntation of the
Project, a Project Coordination Team which shall be chaired by the team leader of
MORPWII-PTT and co-chaircd by thc tcam leadcr of MOTC-PTT and includc thc tcam
leaders of KAA-PTT and KCAA-PTT and whrch shall be responsible for the overall
Project coordination and reporting.

ll. Project Adryriqlt6tiolr and Mq!4genoglt

4. Thc Borowcr shall maintain at all times during the implcmcntation of the
Project, a MORPWH-PTT to oversec thc day-to-day implementation of Parts A through
E of the Project, and appoint thcrcto. stalf having qualilications and experience
satis[actory to the A.ssociation, inc)uding a tcarn leader, a pavemcnt/rnaterials specialist, a
construclion spccialist, an cconornist/social devclopment specialist, a dcsign engineer, an
environmental specia)ist, a procuremcnt spccialist and a linancial management specialist.

6. Thc Borowcr shall causc KAA to maintain at all timcs during the
implcmentation of the Project, a KAA-PTT to oversee the day-to-day implementation of
Part F ol' thc Project, and appoint thercto, sta,T having qualifications and experience
satislhctory to the Association, including a team lcader, a construction engincer, an
clcchical cnginccr, airport operations spccialist, an architectural spccialist, an airport
security specialist, a procuremcnt specialist and a financial managcmcnt specialist.

5. Notwithstanding its overall reporling obligations to the Project Oversight
Committee, MORPWH-P IT shall rcport on its day-to-day operations directly, in
consultation with the Chief Engineer "Roads" of MORPWH with regard to technical
matters, to the Permanent Secrctary of MORPWH in his or her capacity as a member of
the Project Oversight Committec.
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7. Notwithstanding its overall reporting obligations to the Project Oversight
Committee, KAA-PT-I slrall rcporl on its day-to-day opemlions direclly to the Managing
Dircctor ofKAA in his or her capacity as a rnember ofthe Project Ovcrsight Com:nittee.

8, The Borrorver shall cause KCAA to maintain at all times during the
implementation ol the Project, a KCAA-PTT to oversce the day-to-day implementation
of Pan G of the Project, and appoiDt thercto, stalf having qualificatious antl experieflce
satisfactory to thc Association, including a tcam lcader, thc principal of EASA, a

procuremcnt specialist and a financial management specialist.

9. Notwithstanding its overall reporting obligations to the Project Oversight
Committee, KCAA-P'IT shall report on its day-to-day operations directly to the Director
Gencml of KCAA in his or hcr capacity as a membcr of thc Project Ovelsight
Committee.

10. The Borrower shall maintain at all times during the irnplernentation of the
Project, a MO'tC-PT'l' to oversce the day-to-day implementation of Part Il of thc Project,
and appoint thercto, staff having qualifications and expericncc satisfactory to the
Association, inciuding a team leader, a procuremcnt speciaJist and a financial
management specialist.

ll. Notwithstanding its overall reporting obligations to the Projecl Oversight
Committee, MOTC-PTT shall repon 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 Bonower shall causc KCAA to appoint and thereafter retain at all times
during the implementation of the Project staff with adequate experience and
qualifications salislactory to the Association to manage and operatc KCAA's office of
aviation security oversi ght.

13. For purposes of Parts A and C of thc Project, thc Bonowcr shall prior to the
approval of bid documents, prcpare and subnrit to the Association:

(b) wherever applicablc, a Resetllemcnl Action Plan (RAP), acceptable to
the Association, giving dctails of measurcs consistent rvith thc RPF, and designed to
facilitate the compensation and rcscttlentent of PAPs, including the ntagnitude of
displacement, proposed compensation and resettlenrent arrangements, and budget and
cost estimatcs, together with adequate institutional, monitoring and rcporting

I

(a) ar1 Environmental Impact Assessment (EIA). acccptable to the
Association, giving dctails of the social and cnvironmcntal status, and potential
environmental risks and adverse impacts, which are specific to Parts A and C of the
Project, along with proposcd mitigation measurcs; and

I

I

I



-2-7 -

arrangements capable of cnsuring proper implemenlation of, and regular feedback on

compliance with, the RAP; and

14. Thc Borrowcr shall implcrnent: (a) thc aPplicable RAP in accordallce with the

guidelines, timetable, and other specifications set fortlr in the RAP: and (b) the mitigation
measures spccified in the EIA in accordancc of the guidelincs, timetablc, and otller
specifications set forlh in lhe EIA.

15. Without lirnitation upon thc Borrower's othcr reporting obligations undcr Scction
4.02 of this ngrecmcnt, the Borrower shall submit quarterly consolidated reports on

compliance with social and environmcntal sat'egrrard measures undcr the Project, giving
details ol measures taken in fut'tlrerance of the RAP and the mitigation measures

specified in thc EIA, conditions, ifany, which intcrfere or threaten itnplementation ofthe
RAP or thc mitigation mcasures spccified in the EIA, and remedial measrtres taken or
requircd to be taken to address such conditions.

16. l'hc Borrowcr shall takc all measures neccssary to establish NHA on or about

June 30, 2007.

III. Projcctl,lodlotbgtqd Evaluation

17. -l 
hc Ilorrower shall

(a) rnaintain policics and proccdurcs adequatc to enablc it to monitor and

evaluatc on an ongoing basis, in accordance with indicators satisfactory to the

Association, the carrying out ofthe Project and the achievement ofthe objectives thereof;

(b) prcpare, undcr terms of rcf'ercnce satisfactory to thc Association, and

fumish to thc Association, on ol about July 15,2006, a report integrating thc rcsults of
thc monitoring and evaluation activities pcrformed pursuant to paragraph (a) of this
Section, on the progress achieved in the carrying out of the Project during the period
prcccding the datc of said rcpoft and setting out the measurcs rccommendcd to ensurc the

cfficicnt canying out of thc Project and thc achicvcmcnt of the objectives thcreof during
the pcriod lbllowing such date; and

(c) r'cview with the Association, by Jarruary 15, 2007, or such later date as

thc Associatiou shall rcquest, the rcpon refcrrcd to in paragraph (b) of this Scctiou, and,

lhereafter, takc all measurcs rcquired to cnsure the efficicnt completion of the Projcct and

the achievemcnt of the objectives thcreof, based on the conclusions and recommendations
ol'the said repon and lhc Association's views ou the mattcr.

T
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sclt ur)ut.l.t 5

Slrccill r\cci)unts

I . For thc purposcs of tlris Schedule:

(a) the tenn "cligible Categories" mcans: (i) Categorics (lXa), (2)(a), (3)(a),

and (4) (a) set lorlh in the table in paragraph I of Schedulc I to this Agrecment for
Special Accounl A in respecl olParts A tllough E ofthe Project; (ii) Categorics (l)(b),
(2)(b), (3Xb), and (4) (b) set forth in said table for Special Account B in rcspcct ofParts F

through H of the Projcct;

(b) the temr "eligible expenditures" nreans expenditures in respect of the
reasonablc cost of goods, works, and scrviccs required for Parts A through H of the
Projcct and to bc financed out of thc procceds of the Crcdit allocatcd from time to time to
the eligible Categories in accordance with the provisions of Schedule I to this
Agreernent: alrd

(c) the term "Authorized Allocation" mcans an amount equivalent to

$8,000,000 in respect of Special Account A for Parts A through E of the Project; and an
amount equivalcnt to 55,000,000 in respect of Special Account B fbr Parts F through Il
of the Project; to be withdrawn from the Crcdit Account and deposited into thc Special
Accounts pursuant to paragraph 3(a) of this Schcdulc, provided, howcver, that unless thc
Association shall otherwisc agree, the Authorized Allocation shall be limited to an

amount equivalcnt to 54,000,000 in respect of Special Account A: and an amount
equivalcnt to $2,500,000 in respect of Special Account B, ulltil (i) in respect of the
Spccial Account A, the ag$egate amount of withdrawals frorn the Credit Account
allocated to Categories (lXa), (2)(a), (3)(a), and (4) (a) plus the total amount of all
outstanding special conrmitments entcrcd into by the Association pursuant to Seclion
5.02 of the General Conditions for Parts A through E of the Project shall be equal to or
exceed the equivalent of SDR 30,000,0001 and (ii) in rcspcct of Special Account B, thc
aggregatc amount of withdrawals liom the Credil Account allocated to Categories ( I Xb),
(2Xb), (3Xb), and (4Xb) plus the total anrount of all outstanding spccial commitnrents
entered into by lhe Association pursuant to Section 5.02 of the General Conditions for

Parts F through H of the Projcct shall bc cqual to or excecd the cquivalcnt of SDR
10,000.000.

2. Payments out oF tlre respectjve Special Account shall be made exclusively for
eligiblc cxpcnditurcs in accordancc with the provisions of this Schcdulc.

3. After the Association has received evidence satisfactory to it that the respective
Special Account has becn duly opened, witlrdrawals of the Authorized Allocation and

subscquenl withdrawals to replenish the respectivc Special Account slrall be made as

follows:

I

I

I

I

I
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(a) Iror withdrawals ofthc Authorizcd Allocation, the Borrowcr shall furnish
to the Assocjation a requesl or requests tbl deposit into thc respective Special Account oi
an arnount or amounts which do nol cxcced the aggregate amount of thc Authorizcd
Allocation. On the basis of such rcquest or rcqucsts, thc Association shall, on bchalf of
the Borrower, rvithdraw from thc Credit Account and deposit into the respective Special
Account such amount or amounts as the Bor-rower shall lrave requested.

(b) (i) For replenishment of thc respectivc Special Account, thc
Borrowcr shall furnish to thc Associalion requests for deposits
into the rcspective Spccial Account at such intervals as the
Association shall specify.

( ii) Prior to or at the timc of cach such rcqucst, the Borowcr shall
furnish to the Association the documcnts and other evidcnce
required pursuant to paragraph 4 of this Schcdule lor the
payrnent or payments iu respect of whrch replenishment is
rcqucstcd. On thc basis of cach such request, thc Association
shall, on bchalf of the Borrower, withdraw from the Crcdit
Account and rlcposit into thc respective Special Account such
amount as thc Borrowcr shall have requestcd and as shall havc
been shorvn by said documents and othcr cvidence to have been
paid out of thc rcspcctivc Special Account for cligib)e
expenditures. All suclr tleposits shall be withdrawn by thc
Association liom thc Credit Account undcr the respectivc
cligible Catcgories, and in thc rcspcclivc cquivalent amounts, as
shall have been justificd by said documents and other cvidencc.

4. For each paymenl made by the llorrower out of the respective Special Account,
the Borrower shall, at such timc as thc Association shall rcasonably requcst, furnish to the
Association such documents and other cvidence showing that such payment was made
cxctusively for eligible expenditures.

5. Notwithstanding the provisions ol'paragraph 3 of this Schedule, th€ Association
shall not bc lequired to make furlher deposits into any Spccial Account:

(a) if, at auy time, the Association shall have determined thal all furlher
withdrawals should be madc by the Borrower directly from the Credit Account in
accordancc witlr thc provisions of Article V of tlre General Conditions and paragraph (a)
of Scction 2.02 oflhis ngrcement:

(b) ifthe Borrowcr shall have lailcd to furnish to the Association, within the
period of tirne specified in Section 4.01 (b)(ii) ofthis Agreement, any ofthc audit reports
rcquired to bc fumishcd to tlrc Association pursuant to said Scction in respect of the audit
of thc rccords and accounts for the Special Accounts;

T
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(c) il, at any time, the Association shall have notificd the Borrower of its
intention to suspend in whole or in part the right of the Bonower to make withdrawals
from the Credit Account pursuant to the provisions of Scction 6.02 of the General
Conditions; or

(d) once the total unwithdrawn amount ofthe Credit allocated to the eligible
Categories lor the respective Special Account, minus the total amount of all outstanding
spccial commitments entercd into by the Association pursuant to Section 5.02 of thc
Ceneral Conditions with respect to thc Project, shall cqual the cquivalcnt of twice thc
amount of the Authorized Allocation.

Thcreafler, withdrawal lrom thc Crcdit Account oltlrc remaining unwithdrawn amount of
thc Credit allocatcd to thc cligiblc Catcgorics shall follow such proccdures as thc
Association shall specify by noticc to thc Borrower. Such further withdrawals shall be

madc only after and to the extcnt that the Association shall have been satisfied that all
such amounts remaining on deposit irl the respcctivc Special Account as ol the date of
such noticc will bc utilizcd in making payments for cligible cxpcnditurcs.

6. (a) If the Association shall have detemrined at any time thal 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 Schcdule; or (ii) was not justificd by the evidencc
fumished to the Association, the Borrowcr shall, promptly upon notice from thc
Association: (A) provide such additional evidcncc as the Association nray request; or (B)
deposit into the respective Special Account (or, if the Association shall so request, refund
to thc Association) an amount equal to thc arnorut of such payment or thc portion thereof
not so eligible or justificd. Unlcss thc Association shall otherwisc agree, no further
deposit by thc Association into aly Spccial Account shall be made until the Bonower has

providcd such evidcnce or rnade sLrch dcposit or refund, as the casc tnay bc.

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

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

(d) Refunds to the Asscrciation nrade pursuant to paragraphs 6 (a), (b) and (c)
of this Schedule shall be credited to thc Credit Account for subsequcnt withdrawal or for
canccllation in accordancc with thc relcvant provisions of this Agrccmenl, including thc

General Conditions.
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sctIF))t.[.F],6

l't'r-lirrrrr:rncc I nrliclrtors

Thc pcrformancc indicators for thc Project shall include the following, said
indicators being subject to modifications by agreemcnt bctween thc Borrower and thc
Association:

L Travcl timc by road lronr Momhasa to Malaba and Busia reduced by 2504

2. KCAA is clcared as catcgory I safcty status undcr thc lntcrnational Aviation
Safoty Assessment of lhc United States [icderal Aviatiol Administration.

3. Jomo Ker)yatta lntcrnational Aiqrort in Nairobi is cleared by the United States
Transporlation Security Agcncy fbr dircct flights to and fiom United Statcs airports.

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

5. One road segment along the Northem Corridor is offered for concession to the
privatc scctor.
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IAS 16

countinE Standard .{ 
6

lant and Equipment

ational Accounting Standards Board (LASB) adopred IAS 16 Propert!,which had o ginally been issued by the International AcaountiDgin Dccember 1993. IAS l6 Property', Plont and Equipment rcplaced IAS l6Plant and Equipmmt lissued irr March 1982). IAS 16 thaf was issued insome pafts it\ LAS 4 Depreciotion Accounting that was approv€d in

IASB issued a revised IAS 16 as part ofits inirial ageDda of technicalstaDdard also replaced the guidance in three In terpretations 
{SIC-6Sofiwarc, SIC-7 4 propefty, Plant and Equipmentlompensation fot theItems a[d 5IC-23 propetTy, plant ond Equipment-Maj or lnspection or Oyethaul

e minor consequelrtial ame ndmenrs ro IAS 16. .I,hey 
inciude IFRS 3(issued March 2OO4 aDd as revised io January 2OO8 ). IFRS 5 Non{xftentD i s con tinu e d. O p eruti ofi s (issued March 2OO4 ). IAS 1 Presentotion of FirLancialin September 2OO7), lmproyements to IFRSi (issued May 2OO8l and IFRS 13(issued May 2Ot1).
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IAS 16

oternational Accounring Standard 16 Properly, Planl ot1(l Equipment (tAS 16) is set our in

)aragraphs l-83 aDd the Appendix. All rhe paragraphs have eclual authoriay but retain

;hc.IASC 
format ofthe Standard when it was adopted by the L{SB. IAS 16 should be read

lfl lhe context of its objcdive end the Basis for Conclusions, Lhe l'reface to Internatioial
(iioncial Reporting Standards and the Conceptual Fralnework fot l;inon.idi Reporti g. IAS 8

lccowtting Policies, Cnatlges in Accounting Est]rnates ..t1d I/r0rs provides a basis for selecting

aid applying accounring policies in the absence of cxpiicit guidancc.

6 IFRS Foundation A691
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IAS 16

lntroduction

li.l I

IN3

I
International Accounting StaDdard 16 Propeny, Plafi ond Eqliprnent (lAS ir.
replaces IAS 16 hoperty, Plo]l,t ald Eq::irynent (revised in 1998), and should b
rpplied for annual periods beginoing on or after 1 Jaruary 200s. Earliel
application is eocouraged. The Standard also replaces the followin
Interpretations:

. SIC6 Corts of Motlifying Existinr Softwore

. SIC-I4 Prcpetf , Plant and Equjpmcnt-lomrynsotion lor the hnpair.r..ent ot.Ld
oJ ltems

6 SIC-23 Propefiy, Plant and Equipnent-Major lnspectiofl or Ov€rhaul CoJts.

Reasons for revising IAS 16

]'he lnternational Accounting Standards Board developed this revised IAS 16 a,
parr of its project on Improvements to lnterDational Accounting Standards
The project was undertaken in the light of queries and criticisms raised in
relatiolr to the Standards by seculities regularors, professional accountants aDd

other intelested parties. The objectives of the project were to reduce or

eliminate alternatives, redundancies and colflicts within the Standards. to deal
with some cooverge[ce issues arld to make other improvements.

For IAS 16 the Board's main objective was a limited revision to provide
additionat guidance and clalification on selected matters. The Board did Dol
recoDsider the fundamental approach to the accounriDg for property, plant and

uipment conrained in LAS 15.

changes

he lnain changes From the previous version of IAS 15 are described below.

icope

his Standard clarifies that an entity is reqtrired to apply the principles of thij
tnndar(l to items ofproperty, plant artd equipment used to develop or maintain
r) biological assets and (b) mineral rights and mineral reserr'es such as oil.

lalural gas and similar non.regenerative resources'.

lecognition: subsequent costs
{n eotity evaluates under the gerletal recognition prilciple all property, plant
rnd equipment costs at the time they are incurred. Those costs include costt

inculred initially to acquire or coDstrurt an item of property, plaflt and

equipment and costs incurred subsequently to add to, replace part of, or seryice

ar) ilem. The previous version oI LAS 16 contained rwo recognition principles.
An entity applied the second recognition principle to subsequent costs.

I

I
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IAS 16

lN9

IN7

tN8

tN10

IN11

IN12

Measurement at recognition: asset disman ement.
removal and restoration costs
The cost of an itcm of property, plant and equipment includes the costs of its
dismantlement. removal or resrotation, the obligation for which an entiry
incurs as a consequence ofinstaring the item. Its cost also includes rhe cosrs of
its dismantlemenr, lemovel or resrolation, the obtigation for which an entity
illcuts as a conscquerce of using the irem during a particular period for
pulposes other than ro produce invencories during that period. The previous
version of IAS 16 included wjthin its scope only rhe costs incurred as a
consequence of installrng the item.

Measurement at recognition: asset exchange
transactions
An entity is required to measure an item of property, plant and equlplnelt
acquired in exchangc for a non,monetary asset or assets, or a combination of
mo[etary and Don.monetary assets. at fair value unless the exchange transaction
lacks commercial substance. Under the previous version of tAS 16, an entity
measuaed such an acquired asset ar fair value unless the exchanged assets were
simila!.

Measurement after recoEnition: revaluation model
Iffair value can be measured reliably, an entity may carry all items ofproperty,
plan( and equipment of a class a! a revalued amount, which is the fair value of
the items at the date of the revahlation less any subsequeDt accumulated
depreciation and accumulated impairnrent losses. Under the previous ver.sion of
IAS 16, use of revallred alnounts did nor depend on whether fair values wcre
reliably measurable..

Depreciation: unit of measure
An entity is required to determine the depteciation charge separately for each
significant part of an item of property, plant aDd equipment. The previous
version ofLAS 16 did not as cleally set out this requitement.

Depreciation: depreciable amount
An entity is requircd to nreasure the residual value ofan item ofproperty, plant
and equipment as the anlount it estimaces it would receive currenrly for the
assef jf tIe asset were already oFthe age and in the condition expected ai the end
of its usetul life. The prcvious vefiion oflAS 16 did uot specify whettrer the
residual value was ro be rhis amount or the amount, inclusive of the effecB of
inflation, that an entity expected to receive in the future on the asset,s acrual
rctirement date.

Depreciation: depreciation period
An entity is requircd to begin depreciating an item of properry, plant and
equipmeot when it is available for use and ro continue depreciating ifunril ir is
derecognised, eveo jfduring thar period the item is idle. The previous version of

t @ IFBS Foundation A693
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IAS l6 dld lrol spccify whcn .lcprcci:rrion ofll) itcrn bcciln a5d sDe,.i6",.,rntity should ceasc deprcciarirlg ao irenl rtrnr ir hact ."il;;;;;;:.* j:,,,,
was holdjng for disposal. -' -"' "'"'c use i[,j

Derecognition: derecognition date
An cDtiry is required to derccognise t,tc.cauying irnount olnn jtern ofpropetPlarlt nnd cquipmcnt thlr ir (!rsposeq-ofor rhc (lntc rlle criteria f"r,,i"ilrngoods in IAS 18 Rcv?nuc woul(i betnel. I.hc pt.evious ver.sion of l^s rK,:tequire nn entiry to usc rhosc crirerin ," ;",",;;;r; ,;;",;,."j,,'L,ll, *

fffi:i;,i;* 
tlre carryins amount ora 'l''p"'"d';;1,";;;;;;;" ; ;l;::,

An eDtity js rcquired to dclecognise the carryjDg amount ofa pitr.t ofan jtemqprcpety' prant aIId equipmenr if rhat part his been repraceci and ,rr" 
".i,y 1,,inciuded the cost of the rcpiacernent in the carrying 

"_.rru'"i,n" ir.,The previous version ofIAS 16 did Dof
parrs: rarher., irs recosnjrior ,,.,".,r,:1;'l;:"X"J:::';I}i.Ji":r#",:r'H
3;;;,J|,::Jn" 

-r, "f a rcptrccme lt fionr being incltrdcd in t,," *roi,, 
"^",,;

Derecognition: gain classification
An entiry cannot classift as rcvenue a gain itJiealses oD the disposal ofan ihrDof proPerty, planr and equjpnr€nr. The previous version of LAS 16 did Eorcoltain dris provision.

lr
I

I

i

IN13

lN14

IN 15

(
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The following tertns
sPeciffed:

are used in this Standar.! with the meaninq.

';::'i1Ji;:ffi:,^r":;;y{;fr2.dard16

nre objective of this Standal.d is ro

IAS ,J6

lescrll)c the nccounting tl.eattnent for

Objective

Scope

finitions

This Standard
equiprtrert exce
accounting trea

l)Property, plnnt and equrplnct)t so thll uscls of tl)e Iittancial statenrents caldiscern infot.mation a bottt an s11j1y.5 1 rlvcstmenl in its pl.opel.ly. plaDt ilndequipnlcDt an(l the .hanges iD sucl investincnt. The plinctpal issues inac(ountiDg fbr propeIty, planr aDd equip ll)ent ale the l.ccognjtioD oftl)e assetsthe deterllinatjon of tlreir catrying amot Ints and the depreciation ch argcs atrditrlpairmeDt losses lo lre rccogtisc(i in rclalion to IItrn)

2
shall lle applicd in nccountinrr fopr u,rren arrJtrrer sr",;;;;;;","::' t,rope.rv. prant and
antcnt. _ or.p€tmits a different

3 Thjs Stand.trd does llot apply foi
(a) propel.ty, plant abd equiprr

with IFRS 5 No'r'c'rre,'' A,rrut:i'-l ::nt']1"0 
is hcl(l for saie in accordance

(b) biologicnl assets .o,u,"o ,o ot 

nt"'"t'ale a d Discontintpd operutions:

(c) the recognitiorl ,,ro 
^o"rr,*"tt"t"al 

nctivity (see l^s 41 Agricutrure);

t'* ,.0.t u a*pr,*ii*;;;;tJ,:ll:.* "lllorarion ancl eviluation assets

(d) minerer righrs and ,,rrn",.", , 
"uo"'n"," 

oI Mncral Resonrces); or

nor'regcnerative l.esou"""r. 
t"t"t'ut tt'th ns oil' niltural gas and sinrilar

Horyever, this Standnrd applies to
develop or rrair)rain ,," "*"'i"..,,,1r'i,ii3;,1j"'t 

and cquiprnenr used ro

Other Standards mny rcquire recog . .

equipnrcnr u*"0 ., ",,'-"rnr;;i"l:i:l 
* 

"'" irenr or prope*v. pla'r .nd
For example, ras rz Irnscs 

-rr'-''r' dll'clent rrotlr thal iD lhis sranrtaid.
itern ofreesed propcr,r, ,i",,,lr,i 

".,11^-"]rtity 

to evnluate its recog,ition of an
and rewards. ;;",;; i;.;;:;,:J:rurpnreDr 

on rhc basis or rhe rransrer of risks
for these assers, ,r.l;;,;;;;;;:orl)e, irsPccrs.or.rhe accountjng rrearr))e,r

A, e,rtirj., usins rhe cosr nrodcr 
", 

-,:::.ll:"" """n 
bv Ihis standard'

ras,o rnw,rmenl lr opil;, ffi: fi ;:::il::l ,P,,,:ff Lll.rcco,.,,ance 
with
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IAS 16

Cost is thc anrourrt of cash or cash cquivalents Paid or the fair valtc ott\
othcr considetirtioll given to acquhe arl asset at the time of its acquisitioqor

corrstruction or. wherc aPPlicable, the antount artributed to that asset \vhql

initially recogrised iI accordance with the sPeciJ_rc requirements of ot\tr

lf1ss, eg IFl6 2 Sharc-birsed Pajane l.

Depreciable anrount is the cost of an asset, or other aJnount substitut$

for cost, less its residual valrre.

Depreciatio,l is the systeInatic allocation oftlre dePreciable amount ofan

assat ovcr its uselirl life.

&ltity-specilic value is the presclt value of the cash flows an eltit]
expects to arise fron tl.e continuirrg use ofan asset and from its disPosal

at the end ofits uselirl life or expects to incur when setdirlg a liability.

Fair yalue is the pricc that woold be received to sell an asset or Paid to

trarrsfer a liability in arr orderly tra saction betr,veen markct PaiticiPants nl

the measrrernent date. (See tF?S 13 Fair Value Measurement.)

An iupairnrelt loss is the amount by which the carr]ring arnount of an

asset exceeds its rccoverable atlrount.

Property, plant and equiprncnt are tangible items that:

(a) are hol(l for rrse in the production or suPPly of goods or sen'iccs.

for r'etrtal to others, ol for administrativt purPoses; and

(lr) ilre expected to bc ttsed during more than one period.

Recovercble arnoullt is thc lrigher ofall assct's fair value less costs to sell and

its valrre in use.

Thc rcsidual value of an asset is the estirnated arnount that an entity

worrld currcrrtly olrtaur frolll clisPosa.l of tlle asset. a.fter deducting tht
estirlated costs ofdisposal, if the asset were alreaily of ttte age and in the

conditiorr cxpec_ted at thc cDd ofits uselirl )rfe.

Usefi life is:

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

an cntity; or

(b) the numbcr ofProduction or similar uruts exPected to be obtained

from the assct bY an cDtitY.

S

I

t

I
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I

i
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Recognition

7 The cost of an item of proPerty, plant arld equipment shal-l be r€cognised

as an asset lf, and only if:

(a) it is plobable that futuae econornic benefits associated with the

itenr will flow to the entity; and

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

I
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IAS 16

Items such as spare palts, stand-by equipmelr and seryicing equipmeDr arerecoglised irl accordance wjrh rhis JFRS wheD rhey mcet the dclinitioD oFprop_erty,- plant and cquipDenr. Otherwise, such itcms are classifieci aslnventory.

This Staldard does not presc.ibe thc unjt of n]easure for recognition, ie whnr
::ns:iru.res. 

an irem of properry, ptanr ,na 
"quip*"nr' ,,r"i, 

'; 
ror"-"", Orequired in applying llle recognrrlorl criteria ro ;rn pnrih,..

circu,srances. r, *ny ,r" 
"p0."*","'," r;r;1" ;,;i:Jl;'HJil::::items. such as moulds, tools and dies. "* ,;o;;;;':;;;;;;;;,;"""rr*r"*

value.

An entity evaluates under this re
equipment cosrs at rhc,*. ;;'#:'.:.#;,.l"T.iiil] ijil.ll,ll,",ljLlincuffed inirially to acquire or
equipment aDd cosrs in.u.."o.ur llllttuct aD.item of Prope$y' Plant and

,,. 
,sequently to add to, replace part oC or service

lnitial costs
Items of property, pl.rnr and (

"n,i,on-"nt"r ."",o,: 
";" 

;il:;yI;::,.Ihff:ffi:i^?:r:1f}^:J
although'nor direcrly increasing rhe turure economic oiri'i,. 

"i"rr'1"."*,r,existing irem of properry. ptaEt and equiprne^, ;;;;";;;#;rlrn 
"nr,oto obrain the ftrture econouric benefiB from i,, oir,". 

".,"r..--iuJi ],"rn, o,property pranc aDd equiprDent quarifi/ fo. recognition.as 
".r",, oa""r* ,*,enable an entiry to flerive filturc ecoDornic beDefits fr.om related assets in excessof what could be delived ha4 rhose irenls no, U""n o.qui.ui. i". 

"^""r0,",,chemical manufEcrurer nlay insrall-Dew chemical handling pl.o."*, ,J.o^p:ywirh environmenfrl requirenrents for the production and storage oFdangerouschemicars; aelated prant enhancenrents arc aecogoised as a, asset becausewithout them the eotity is uDable ro matufacture and sell chelDicals. llowever,the resulting ca.rying amoun! ofsuch an assct and related asseir-U ,"r",lvao ,".impairmenr in accordance with LAS 36 Jmpairnler, o,fAjsets.

Subsequent costs
Under the-recognirion principle in parigraph 7. an cDrity docs llot recognisc inU'le carrytng amount of an item of r

,n" ."y.,*"r,"*'.;;;;1,,"ffi .'i:'J:X,I]HJ,: i.lTI;l:,:T;T:il:
or loss as ioculred. Costs ofday-to_day servicing a!e prjn]ar.ily U* ."rir'"fLro"",and coDsumables, and may i[chrde t]
expendirures js often o"*.,0"0 

", 
i"li,i"'I.,i,lil'jl,lilT;,JI"r,:I:::;:H:

of property, plant and equjpurent.

Parts of.some items ofproperty, plant and equipmenr may requirc rcpracemenrar regular intervals. For exan)ple, a furnace may ,"qri."' ."fi,li,io rf,". ospecified nunber of hour.s of use. or aircraft inc"rior, ,u.1, 
"; ;; ;; ;",*"may require leplacemenr sevel?r times during rhe rife of the airfiame. Itims ofproperty, plant and equipment may also be acquired ro 

^oU" " ,"r. rr*,,"nn,recurring replacement, such as rcplaciDg lhe interior walls * 
" 

O,r,rdrr*, ,. amake a nonrecurring replacemenl. Under the recog:nition ,.rr.r," ,,

I

t0

ll

l2

tl
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Provlsions of this Stanclnrd (scL, par
t4

Measurement at recogi_ritioir

i5

PAIagraph 7, an entity l.ecognises in the carrylng amount of an itempla nt and equipment rhc cost o[r.cplacir]g part oFsucl) an jtcm wheDlDcrlrrcd if the [ccognitiotl (l.itcr.iil are n]ct. The carrying alrouDt ofthat. are replaced is derecogrjsc

AI itenr of
as an assct

property, plant arrd equipnre,lt thilt {uaufies foi recogshall bc rneasured at its cost

d in accordance wjtl) the de
agrlpl)s 67-72)

recognilign,

dilblo pLrrchns(

rsset to thc location irrii
perating in the rnan'iriii....

arld t'cotoviDg the itcir
oLlligirion for which ah
o[ as a coDseqllcDce

i.o1lbr pur.poscs othcr thal)

16

Elements of cost .i,
1ne cost ofan item ofproperty, plant and equipmcnt compr.ises
(a) .iB.pnrchaser.rce, iucluding import duties and non-lefun

taxes, after deductilg tlade djscouDts and rebates.
(b) any 

_costs 
direcuy nttriburablc ro brjrging thccondition necessary For it to be capablc of ointended by managcmcnt.

(c) the initial estimate of the cosrs of clisrnanuing
and restoring the sitc on which it is located, th-certity incurs cither when the item is acqujred

]mving.used 
the ite!1 (lu ng a particular period

to produce invcntories during that period.
Examples of directly att butable costs are:

17

(a) costs of emproyee beDenB {as der]D€ 
j ri,

direc.ry fi om rhe cons rrucrio, 
"r,.t"'J,fi 

j'":'l'il'1:: :':'^,ITllu ipla[t and equipment; rl(rrr er Properry" ir

costs ofsite prepararion: , 1.

initial delivery a[d handling cosrs; ' 
ti'

installation and asscmbly costs: 
t ll

(b)

(c)

(d)

I

l

I

.",1

l

A condition ofcontiDnillg to oDcrnt
1ro, ",",p:o, on ":.ffi;.;;:;:;:^il :'"' or ProPertv' Prant and equir'D.r;hr

resardrcss of ,,r,"tn", p",," ;;;;:"';l:I'j:'l:rmar r insPectio:xro,.6uu, 
"

insPection is performed. it..ort i, 
'-"r qr\ r(P'JtEu wnen each rnjio.

item or propcrty, ,,"r, ;;;';;;,;j::lsnrsed 
in.the s31rying amount or'1fr ,.

ru:xr;il*i*#;:ill,i:i""_#::.J:l[r,"#.:l 
j];:.;:L,i:*

regardress or wheth;;r;'il ;i,;:l.i*:,:: i:::::q:::1 ryi 
""tr,lii,rransa*ioD rn wirictr rire iiern ;;'. '""'"t rnspcctron was iaentifiedtin 

the'.^',

estimated cost * 
" n't"t"''l.,n,,", ,#:i1:1 "t consrructeci' tf necexary-".[]i

ffi;l.";x.::'ffi ; ffi :Il"il*;#"r ;:i fi # iijftf *:;

I

I
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(e) costs of testing whcther the asset is fuDctioning proPelly' after

deducting the net Proceeds from selling any iteDs Produced while

bringing the asset to that location and condition (su(h as samPles

produced when testing equiPment): and

(f) professional fees.

An entity applies lAs 2 Invenlones to the costs of obligations for dismantling'

removing and restoring the site on which an item is located that ale incurrcd

dudng a patticular Period as a consequence of having used the item to Ploduce

invelto es during that Period. The obligations for costs accounted for in

accordance with IAS 2 or IAS 16 are recognised and measured in accordance

wlth tAS 37 Provision s, Contii,leflt Liobilities ond CofltitlgElli AJsetJ'

Examples ofcosts that are not costs ofan item ofProPerty, Plant and equip'nent

are:

recognidbh

16

19

(a)

(t)

cost5 ofopening a new facilitY;

costs of intloductrg a new product or seryice (including costs of

advertising and promotional activities); l
costs of conducting business in a new locatioD or with a hew class of
customer (iocluding costs of staff training): and

administratiolt and other general overhead costs.

(c)

(dl
. ilr
20

21

Recognition of costs ill the cauying amount of an item Jf propertT, Plant and

equipment ceases when the item is in the location and condition necessary for it
to be capable of operating iD the manner iirtended by tDanagement Therefore'

costs iIIcuIIed in using or redePloying a'1 item are not included ill the carrying

amouDt of that itcm. For examplc, the following cosls are not inclllded iD the

carrying amount ofan item ofPloperty. plaDt and equiPment:

(a) costs incurred whilc an itern 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) initial opelating losses, such as those incurred while demand for the

item's outPut builds uP; and

(() costs of relocatirg o! reolganising Part or all ofan entity's operations'

Some operations occur in connection with the construction or develoPment of

an item of property, Plant and equipment, but are not tlecessary to bring the

item to the location and condition Decessary for it to be caPable ofoPerating in

the manner intended by managen)ent. These iDcidental oPerations may occuf

before or during the construction or develoPment activities For examPle'

income may be earned through using a building site as.a car Palk until

construction starts. Becarise incidental oPerations are nol necessary to bring an

itim to the locatioll and condjtion nccessary fol it to be capable of operatiDg in

the maDner iDtcnded by lDanageallent, the incoDe and lelated exPenses of

incidental operations ale recognised in profit or loss and included in their

respective classifications of income and exPense.

g

ti) arisidg '

properFi,'
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22

23

24

25

The cost of a self-constructed asset is determined using the same prillciPlcs as foi

an acquired asset. lFan entity makes similarassets fol salcinthe normal coursc

of business, the cost of the asset is usually the same ns the cost of constructing

an asset for sale (see IAS 2). Therefore' any internat profits are elinrinattd in

arriving at such costs. similarly' the cosr of abnolmal amounts of wasted

mate al. labour. or othe! resourccs incurred in selF{onstructing an asset is not

included in the cost of the asset lAs 23 Borowiflg Co5t5 establishes citerin For'ola

recognition of interest as a compo[ent of the carl)iltg amount ofta.

self.constructed item ofProperty. plant and ecluiPmelt '

Measurement of cost i

The cost oFan item ofProperty' Plant and equipment is the cash price equival

at the l ecogni tion date. if payment is defeffed beyond normal credit terms,

diffelcnce be

recognised as i[terest over the Period of credit unless such interest is capital

(t)

tween the cash price equivalent and the total payllleD

i.in accordaflce with IAS 23. 
,..:rr

One or nrore ite$s oF'Propelty, plant and equiPment may be acquiled ii-'"

exchange for a non'mo[etary asset o! assets, or a combinatiol of mon€'tary and ,;

non-monetary assets. The following discussion refers simPly to an exchange of 1

one non"monetary asset for another, but it also aPplies to all exchanges'

described io the precediDg sentence. rhe cosr ofsuch an iterp ofproperty, plirit -i

and equipmeDt is measured at fair value uDless (a) the excbange transactioD i::

Iack! commercial substance or (b) the Iair value ofileither thc asset received nbr '

the asset given uP is rcliably measurab.le The acqnirecl iteu: is measurcd in this, ' 1

*"y 
"r"n 

if ur, 
"rrtiry 

catrnot immediatcly derecog[ise lhe asset givcn uP lf the

acquired itern is not measured at fair value. its cost is measured at the carrying''

amount ofthe asset given uP.

An entity determines whether an exchange transaction has comrllcl ciirl

substairce by considering the cxtefit to which its fututc calh flows a!e exPec

to change as a result oF the transaction An exchange transaction

commercial substance il
(o) the configuration (risk, timiDg and amount)oftie cash flo}'s of the asset

received differs R'om the configuration of the cash flows of the assqi'

transferred; or 
.

the entity-sPecific value of tie Portion of the cntity's operations nffected'

by the transaction changes as a result of the ex(hange; and 
l

(c) the difference iD (a) o! (b) is significant relativc to the fair value of the

assets exchanged.

For the purpose of determiling whether an exchange transaction has'

commercial substance, the entity'sPecific value of the portion of the entity's:

operations affected by the transaction shall reflect post'tax cash flows The

result of these analyses may be clea! without aD cntity having to Perform

dctailed calculations

The fair value of an asset is reliably nleasurable iF (a) the va ability in the range

oFreasonab]efairvaluemeasulementsisrrotsiSnificantfolthatassetor{b)the
plobabilities of the various estimates within thc range can be reasonably

26
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iJ

assessed and used when mcasurinq fair value. If an entity is abie to nreasurereliably the fair value ofcirher rhei
fair value ofthe asselgiven upis,.it"l 

t"t"t'"d or tlle asset given trp tJten the

,nr",, ,r,.i.i, ,"ru" ;ii;: Ji"J:[:1J,ffi::::,.l,"il:ffir],e asscr receive c,

Il:_.::", "l item of properry. ptanr and equipment held by a tessee under annaoce lease is determincd in accordance wlth IAS 17.
Ihe carrying amount of an item of
reaucta' uy- govern..,, l.* ,,",i' ffi :J'il::iXr"rrlrl:illy ;;(,oyentfient cronts and. Disclosute of Govemment Assista,,..p 

-'" -" 'r!vL,'!,"]

:t

1,.,,

I'

I

I

Ar enuty shall choose eiurer
reyarua tion -"uo u,, 

""*."r1':rt:tJ ;:."":"t * ff ;j|} :1".:J,;apply that policy to au cntire ciass of properry, pr";;:;;;;i";,"r,,
Cost mode,
A-fter recog.rlitiolr as an asset, a
sharl be carried at its cost *"r"-tjl- 

of PloPerty' plant and equ.ipment 
'i

accumurated impairrr,"r,a ,or.u". 
ttY accumulated depreciation and any

Revaluation model _i,
After recognitigt as an asset, an iten1 of property, ,r"oa n rO equiprncrlrwhose fair yaluc can be measrDed reliably shall be catried at a ,:evaluedamount, bcing its fair.value a
subsequent accumuratear u"rr,t 

*" date of t] e revaluation less any

*rr"r.-"", arrlr.';;;;*",X[t*"on and subsequent accumu'latcd

to ens ure,r,.nt tt 
" 

.o..yii,!-n',i'oi,i]i.tl; ff".",H:"::ffi1],. ;"ffiIIwhich would be determined usioperiod. g fair value at tlre end of th-e 
'eportilg

lDeletedl

Il1t":r"rr., of revaluarions depcnds upon rJre changcs jn fair.values ot theltems of property, plant and equiprnent b"lng r"u"tuua. 
"wfrur, 

* ;;"r"" ,r"
::::lu:rt 

a.ss:r ditrers rDarerialy fiom irs .r..ying ,_orot,'o-n,r,i;, ."r"ir",,or,rrs required. some irerns of proper.ry, planr and equipm;;;;;;."';il;.",,,
and volatile changes iu fair valuc. rh:r
frequent revaluaions ;;; ;;;;;it 

necessifating adDual revaluatio, such

equipmenr with only,Jr.,i.",, .'#rjil"';T';:"Tff:"1;,, 11,;:r,l:Decessary to revalue t}le item only every three or live years.

urement after recoEr.Iition

whe[ an.item of properry, prant and equipment is revalued, aDy accumu]atcd

X:;::t'*'t,, 
at the date of the revaruarion is rreared in .r" "i,i" aii"*,r,

I

i

:

I

I
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(a) rertated proportionately wjth the ch
of the asset so tr,"t *,. .",.yi^g 

"m:::: :;:il::::::il?l;"l}li# ,
equals its revalued amount. This method is often used when ,r'";;;;
reyal.ued_fy means of applying an inclex ro rietcrmine ,u *rr".",*ni
cost (see IIiRS 13)

ran item ofpropcrry, prant and equipment is revirued, trrc entirc crass of I.property. plart and equipment to which that asset O"roo"" ,rr"U-i; 1revalued-

A class of property, plant and equipment is a.grouping of assetsJof a ,i^ir.. :jrtature and use in ar entity's operations. The following.aie ex".r,a, ofr.i"r.,a, ,,,1classes: , _,i

(a) Iand; "'' .J

{b) eliminated agaiDst the gross carryjng amount of the asset and thc netamount restated to the revalued amount of the asset. lhis method i5often used for bui)dlngs. ----' """ """'--,i,
The amount of the adjustment alising on the restatement or elimilarion ofaccumulated 

.depreciation 
forms paft of the increase or a"a."ara in aoarylDgamou[t that is accounted for in accordance with paragraphs 39 and aO. 

-- 
,,, ,

36

37

(b)

(c)

(d)

(c)

(0

(?,)

(h)

lalld and buildirgs;

machinery:

ships;

aircraft;

motor yehicles;

furniture and fixtures; and

omce eq!ipment.

33 The items withia a class of property, plaDt and cquipment are revalucdsimultaneously to avoid selective reyaluation of assets and ,fru ,up*ing ofamounts in the financial statenents that are a Drixture or.or,. ord ,liu". "r;,differenr dates. However, a class of
provided revaluatior, 

"ro," o"r, 
"r"rrl','.uitj 

Jflr,o"i"ffil:l :}:.1'J:I:JX:provided tie revaluations are kept up to date.

lf an asset's carryiDg amount is increased as a rEsrrlt of a rcvalrratio', the 
l

increase shall be recognised in other compreherrsivc iucome an<laccunulated in equity undcr the headtrg of revaluation ,r1rk*..Ilowcver, the incrcase shall be recognised ,r, p.on, o" ror. ,o',n"_"1,"r,t}tat it revcrses a rcv:rluation dccreasc 6f,,,- "._- -"-^: -l :'
rccogrrised in profit or loss. 

:crease of the same asset Pr'eviously

39

I

t

40 Ifan asset,s carrying amouut is decreased as a rrsult of a r.evalu tioD, thcdecrcase shall bc .ccogni.sed in profit or loss. I-trowcver., t}l" n".""n." u*r,be.recognised in othcl conlp{ehensive incorne ,o aU" .ra"rr, oi rrr, 
"."Ur,balance existing in the revilluation surplus in respect of that isset. .Ille

dccrease lecognised fir ot-her coDrpreherrsive inccr.re redlrces dre ir,ou,taccurtrulated in eqrity lrndcr drc headiug ofrevaluatiotl srrrDlr,<

I

i

I
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The revaluation sulplus included ilr equity in rcspcct of an item of property,
plant and equipmeDt may be tlansferred directly to letained eamings when the
asset is derecognised. This may involve transferring the whole of the surplus
vrhen the asset is retired or disposed of, However, some of the surplus may be

transferred as the asset is used by an entity. In sucir a case, the arnount ofthe
surplus tlansferred would be the difference between depreciation based on the
revalued carrying amount of tie asset and depreciation based oD tbe asset's

original cost. Transfers from revaluation surplus to retained earnings are not
made tirough profit or loss.

The effects oftaxes on iDcome, ifany, resulting from the revaluation ofproperty,
plaDt and equipment are recogrised and disclosed in accordance with IAS 12

Ill.aome Toxes.

Depreciation
Each part of an item ofiroperty, plant arrd eqrripment with a cost tl at is
sig ficant in rclation to the total cost of the itefir shall bc depreciatved
separately.

An entity allocates the amount initially recognised in respect of an jtcm of
property, plant and equipment to its significant parts and depreciates separately

each such part. For example, it may be appropriate to depreciate separately tle
airftame aDd engines ofan aircraft, whether owI1ed or subject to a finance lease-

Similarly, if an entity acquires property, plant and equipmeDt subject to alr

operating lease in which it is the lesso!, it may be appropriate to depreciate

sepantely amounts reflected in the cost of that item that are attributable to

favourable or unfavourable lease terrns relative to nrarket teams.

A significant palt of an item ofploperty, plaBt and equipmcnt 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 itcm. such parls

rr]ay be grouped ir determining tie depreciation chargc.

To the extent that an entity depreciates separately some parts of an item of
property, plant and equipment, it also depreciates separately the rcmainder 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 lcmainder in a

manner that fairhfully replesents tie consumption pattern and/or useful )ife of
its parts.

An entity may choose to depreciate separately the parts of an itern that do Irot
have a cost that is significant in relation to the total cost of the itelr).

The depreciatioD charge for each period shall be Iecognised in profit or
loss unless it is induded in tlre carlying amount of another asset.

The depreciation charge for a period is usually recognised in prollt or loss.

However, sometimes, the future economic benefits enbodied i an ilsseL are

absorbed in producing other assets. In tllis case, the deprecialion charge

constitutes part of the cost of the other asset aDd is iDcluded in its carrying
amount. For example, the depreciation of manufacturing plant and equipment
is included in the costs of conve$ion of inve[tories (see IAS 2). Similar]y.

o IFRS Foundation 4703
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5l

53

5,1

55

56

depreciatiolr of property, plant and equipment used for developmerlt activitic!
may be included in the cost ofaD intangible asset recogDi5ed in accordance \ejth
IAS 38 Inlangible Aise,r ',

Depreciable amount and depreciation period r.

The deprcciable anrount of an asset s.hall be allocated on a systemaiic
basis over its useful life.

The residual yalue and the useiul life ofan a.sscL shall be revicwed at ]cast l

at eadr fi :lncial yetr-eitd and, if expectatioDs difier. fionr prcyiols , ,

estirDates, the drauge(s) shall bc accountcd for as a clrange itr ail ..
accounting estirnate in accordancc with IAS 3 Accorrnting pol_ic.ies_

ChanS'es jn AccouJlting Estimates alrd Eryors.

Depreciation is recognisecl even if the fair value ofthe asset exceeds it. 
""rryi!; l;amount, as long as the asset,s residual value does not exceed its carryinq . :

amount. Repair and maintenance of an asset do not negate the need ii
depreciatc jr.

The depreciable amou[t of an asset is determined after deducting,its r"riaur'i ,.1

value. In practice, rh€ residual vnlue of an asset is ofteD insignificant a[; ,

therefore immaterial in the calculation of the depreciable amount.

The residual value of an asset may iDclease to an aDlount equal to or greater
than the assct's carrying anount. If ir does, rhp asset,s depreciatiorl charge ii
zero ulless and untjl its residual value subsciuentty decreases to an amorrDt
below the asset's canying amount.

Depreciation of an asser begins whcn ir is available for usc, ie whcn it is in thc
iocation and condition necessary for it to be capablc ofoperating ill the manner
iotended by manageme[t. Depreciation ofan asset ccases at the.earlier of t]e
date that the asset is classilied as held for sale {or ilcluded iD a disposal group .

that is classified as hcld for sale) iD accordance with IFRS,5 and the date that the _.

asset is delecognised. fhcrefore, depreciatiol aloes not cease when the asset, 
]

becomes idle or is retircd from actiye use unless the asset is fully acpreciatel.. .

However, under usage mcthods ofdepreciation thc depreciatiolr charge can bc.
zero whilc there is r)o production. 

..

The future ecoDornic bcnefits embodied in aD asset are consumecl by an entit! '

principally through its use. However, other factors, s,rch as technical or.l
commercial obsolesceDce and wear and tear while an asset rcrlains iclle. often
.esult in thc dimirlutiotr of the ecoDomic benefits that mighr have been
obtaincd from the asset. CoDsequently, all the followiDg factors alc coDsidered
in determining the usef!l life of aII asset:

{a) expected usage ofthe asset. Usage is assessed by reference to the asset,s
expected capacify or physical output.

(b) expected physical wear and tear, which clepends on operational factors
such as thc number of s))ifts fr-ri which rhe asset is to bc uscd arrd rhc
repair and tnitintenaDce programme, and lhe care and maintenance of
the asser while idte.
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57 The useful life ofan asset is defined in terms of the asset.s expected utility to the
entiry. The asset managernent policy of the entiry may iflvolve the disposal of
assets after a specified time or after consumption ofa specificd ploportiol ofthe
futule economic benenB embodied in the asser. ,l.helefore, 

the useful life of a[
asset may be shorter than its economic life. T.lte estimatioll of the useful life of
the asset is a matter ofjudgemeDt based on the expe ence ofthe entity with
similar assets.

Land and buildings are separable assets and are accounted for separately, even
when they are acquired together. With some exceptiols, such as quar es and
sites used for landfill, Iand 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 la[d on which a building stands does not
affect the determinatioo of tie depreciable amoutt of the building.

lf the cost of land includes the costs of site dismantlement, removal add
restoration, that pottion of the land asser is depreciated over the Deriod of
benellrs obtaincd by incurring rhose costs. In some cases, the lanjtitself may
haye a limitcd useful life. in which case it is depreciired in a manne! thar
reflects rhe benefirs to be derived from it.

Depreciation method

The depreciation method used shall reflcct the pattcrn in which the
asset's fututc cconomic benefits are expected to be consumed by tfre
eIrtity.

The depreciation method applied to a,r asset sha-ll be reviewed at leasr at
each frnalcia.l year-cnd and, if there has been a ,ignincant chaDge i[ the
expected pattern of consflrnption of the fut.trle economic benefits
embodied fur the asset, tfre method shall be changed to reflect the
dranged patteE_ Such a drange shall be accounted for as a change in an
accounting estimate in accordance with IAS 8.

A variety of depreciation methods can be used ro allocate the depreciable
amount of arr asset on a systematic basis over its useful life. These 

"methods

include the srraight,line method, the diminishing balance method and the units
of ploduction method. Straight-liflc depleciation results in a constant charge
over the useful life if the asset.s residual value does not change. The
diminishing balance metiod results in a decreasing chalge over the ;eful life.'lte units oFproductiol method results in a charge based on the expected use or
oLttput. The eltiry selects the method rhar most closely reflects the expected
pattern of consumpLion of the future economic benefits embodied in the asset.
That method is applied consistenrly fiom period to period unless there is a
change in the expected pattern of consltntptioll of those future economic
benents.

:.,!
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IAS 16

shall be recognised as revenue in accordancc with IAS 18 Rsvsnue. IFRS 5 does

Dot apply when assets that are held for sale in the ordinary course of business

are transferred to inveDtories.

The disposal of aD item of propeffy, plant and equiPlDent may occur iD a vlriety
of ways (eg by sale. by entering into a fiDance lease or by donation). In

detelmining the dnte of disposal of an item, aD eDtity applies the criteria iD

IAS 18 for rccognising rcvenue liom the sale ofgoods. IAS 17 applies to disposal

by a rale and leaseback.

ll under tlre recognition p nciPle ill ParagraPh 7, an entity recognises in the

carrying amount of an ilem of proPerty, plant and equipment lhe cost of a

replacemeDt for part of the item, then it derecognises the carrying amount of

the replaced part rcgardless ofwhether the replaced Part had been depreciated

separately. If il i5 not practicable for an entity to detcrmine the carrying

amount of the replaced part. it may use the cost of the rePlacenent as an

indication ofwhat the cost of the replaced part was at the time it was acquired

or constructed.

The gain or loss arising from the derecogrrition of an item of property'

plart and equipment shall be deterrnlned as the dilference between the

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

The consicleration receivable on disPosal of aD ilem of proPerty, PlaDt and

equipmenr is re.ognised iDitially at its lair value. Ifpayment for Ihe itcm is

deferred, the consideratio!'r received is recognised initially at the cash Price

equivalent. The difference berween the nonlinal anount of the conskleralion

aad the cash prjce equjvalcnt is recognised as iDterest revenue in accordallce

with IAS l8 reflecting rhe effective yield on the receivable.

I

I isclosure

The financial statements shall disclose. for each dass of prop€rty, plant
and equlpment:

(a) the measurement bases used for determining the gtoss carrying

amount;

(b) the depreciation methods us€d:

(c) the useful llves or tl..e depreciatlon rates used;

(d) the Bross caffylng amount and the accumulated dePreciation

(aggregated with accurnulated impairrncnt losses) at the b€ginning

and eDd ofthe Period; and

(e) a reconciliation ofthe carrying arnount at the beginninS alrd end of

th€ period showinS:

(l) additions:

(ii) assets classified as held f,or sale or included in a disposal

group classlfied as held for sale in accordance with IFRS 5

and other dlsPosals;

(iii) acquisitions throuSh buslness combinatlons;

d, IFRS Four'rdation 4707
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(v) irnpairrnent losscs rocognised in
itccordance with l^s 36:

pIoEt or loss irl

(vi) inrpairrnent losses reversed in prolit or loss in accordance

(vii)

(viii)

with lAS 36;

depreciation;

the net exchangc (iifielen(es irising on the tr.ansiatiou of
th(, tinancial statenrents lionr the fimctional crrrren(y into
a differcnt lrr.esentation crrrretrry, including the translation
of:t for.cigrr operation into the presentation flrrrency ofthe
reporting entity: and

(ix) other changes.

I'he finallcial statements shall also disclose:

(a) the existcnce and :rmoults of restrictions on title, and properry.
plant and equipnrent pledged as securi(y for llabilities;

0, thc anrount of expenditrrres recognised in the carr]ring amount of
an item of pr.opcrty, plant
collstr.(rction;

an(l equipment in the course of its

I

(c) thc amou[t of corrtractual comrnitments for th€ acqrrisition of
pr.operty, ptant an(l ealuipnrerrt; arrd

kl) ifit is flot disclosed s€parately in the statement ofcohprehensive
iatcome, the anrount of compensation from third partie.s for iterns
ofpropcrry, plarrt and equipment that were in1paired, lost or given
up that is iDcluded in profit or loss-

Selecrion ofrhe depteciation method and cstimatioll ofrhe useflrl life ofassets
aren,)attersofjudgetuent..I.hcrcforc.disclosureofrhemethodsadoptedandthe
esrinrared usefi.ll lives or clepreciation rates provides Llsers ;f lt;;ncial
statcments with inlb nittion thar allows them to review rhe poiicies selectcd by
ma^rgemert and enabrcs comparisons to be lr]ade with other entities. For
sintil;lr rcasolls, it is nccessary to disclose:

(a) dcprcciation, whethcr recognised in profit or loss or as a part ofthe cost
ol othcr ilssets, cluring a pcriod: ancl

(b) acc nlulated deprccintion nl the efid ofthe period.

ln itccordilnce with IAS 8 :lrl el.ltity (liscloses the nnture and ellict ofa change in
an accounting estinlate tha( has an effect in the cut.rerrt period or is expecticl to
havc an .ffcct in subi-cquent p€riods. For property, plant and .q"ip"rini, ,rar,
disclosut.c an y arisc tiom cltanges in cstitnates with respcct to:
(:' ) rcsi(lual values:

I
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'l'/ If items ofproperty, plant and equipment ar.e stated at reva-lued amounts.
the following sllall be disclosed in addition to the disclosures requted by
IFRS 13:

(a) the effective date ofthe r.evalrration:

(b) whether an indepeudcnt valuer was involved:

(c) ldelercdl

td) ldeletedl

(.) for each r€valued class of property, plant and equipment, tfre
cauying anrount tlEt would have becn recognis€d had the assets been
carried under the cost nrodel; and

(f) the revaluation sflrplus, indicating the change for t]re period aDd
any restrictions on the distribution ofthe belance to strareholders.

ln accordance with lAs 36 an entity discloses information oIr impaired properry.
plant and equipmeot in addition to the information required by p"rrg.opt
73(el(iv)-(vi).

Users of financial statemcDts may also lind rhe lollowing information relevant
to their needs:

(a) the canying amollnL of remporalily idle pr.opcrty, plant aDd equipment:
(b) the gross canying aDtount oF any fully deprecirted property, plaDr and

equipmert rhat is srill in use;

(c) rhe carrying arnounr of property. planr lncl cquipment retiled from
acrive usc afld lrot classified as held tor sale in accordance with IFRS 5;
ilrl(l

u41c]r

78

i9

kl) the cost model is used. the fair value of ploperty, plant and
ecluipnlcnt wheu this is nlaterially different h.om the carrying aatourlr

Therefole, cnfiries are ellcouraged to disclose these atnoL!Dfs.

Transitional provisions

80 The requirements ofparagraphs 24-26 regal.ding the initial measurem€nt
of an item of property, plant and cquipment acquired in an exchange of
assets transaction shall be applied prospcctively onty to firture
tl.ansactions-

o IFFIS Foundation 4709
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Withdrawal of other pronouncements
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This Sran(lard supcrsedes Ule following I
(i) SIC.6 CosB o/Modrri,rg I;risting.So/r.
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(b)

(c)

IAS 16

SIC-14 hopeny, Plafit and Equipnentlompellsa\ion for the Impaiftnent or Loss

oJllems; and

SIC-23 Properly, Plont ond, Eqripmmt-Major Inspection or jyerhoul Costs.

I
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IAS 16

IASB documents published to accompany

lnternational Accounting Standard .15

2013. This pafi presenrs the lbll

and Equipment

IAS l6 is coDl;liDc(l irr l,ilu A oi.Liris (rliti()D. lls cllcclivc
2005. Tlre elfective (lalc ofthe Iarcst arneD(i ,rrcr)ls is I Julyowrng accompanying docurnellts:

\PPBOVAL BY THE BOARD OF IAS 16 ISSUED IN DECEMBER 2OO3
IASIS FOB CONCLUSIONS

T

I
I

I



IAS 16 BC

Easis for Conclusions on
IAS 16 Property, Flant and Equipment
Ihis B,lJisfor Co,rclusio. s etcontp(lnies, hLtt is not lrot.' of, tAS 16

lntroduction

Il(il

t\cz

BC3

Scope

TIis Basis for Conclusiolls surnmariscs Lhe InterDational AccouDting Standar
Board's considerations irr reaching jts conclusions ou revisiog fAS ,e frrp"
Plant ard E(l,tipnvflL ir 2003. Individual Boaxl mernbcrs gavc gr.eater weight
some factors than to others.

InJuly 2001 the Board announced that, as pafl ofirs illitigt agcnda oftec]rni(
projech. it would undertake a project ro inrprovc a nLtmber of Sta[darr
includjng IAS 16. The project \,vas underrakefl in lhc light of queries arcliticisns raised jn relarion !o the StaDdar.ds lry securities rcgulato
professional accounranrs and other interested parties. ,t.he objectiv; of tl
Improvements project werc to reduce or eljtDinate altcrtrntives, r.edunclancj
and conflicts withiD Stalrdards. to deal with some coDvctgence issues and
make other improvetDents. lo May 2OO2 thc Boarcl published irs proposals in:
Exposure Drafr of Improvenrcfits to Interllationnl A..otnring Standn;ds, with
coDrmelrt deadli[c of 16 Septenlbcr 2002. Ti]e Board rcceived overl60contmc,
letle$ on the Exposure Draft.

Because the Board s inteDtion was not to reconsider thc lLn(litfirenLal approac
to the accounting for properly. plnnr and equipnreDL Llrat was csLablished t
tAS 16, this Basis for Conclusions does not discuss requirements iD LAS 16 thi
the Boad hns not recoDsidered.

The Boald clarilied that tlte requiremcuts of IAS 16 apply lo ilcms of properr)
plaDt and equiplnent that an cntity uses to develop or.mainrain 1a1 Uiologica
assets and (b) mineral rights and minel.al Leserves such as oil, natural gas alr(
similar nolr.legenerative r.esources. .lhe 

Board note(l (lr:l( irenrs of pr.operry
plant atrd equipment that an entity trscs lor.these puapor"l! lrnra"r, ,h"_rarr,
characteristics ns other items of propcrly, plant ancl eqlliplnent.

lr( t.l

Hecognition

J]C5 lll considcring poLcntjal jDrplovemcnts to thc pr.cviolls vct.siol of IAS 16, thc
Board levielvcd its subsequeut expcndilrlre recogltitioll principle fbr nvo
reasons. Fitst, tl)e cxisting subseqrjent cxpenditure recognition pliociple did
not align wirh the sset recognitiou principle in thc linnflr,o*.r Second. rhc
Board noted dilficulrics in practice in making thc clistinction ir reouire(l
between cxpcnditurcs thnt nlailttnin, an(l those tl)11t eIlll:Ulcc. ,,,, it"ll] oI

I
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The Board ultimat€ly dccidcd thnt the scpnlare recognition priDciple forsubsequelt expenditule was rot Dceded. As a r.esulr, an elrtity wlll 
"roira* 0,,its. propcrty, prant a,d cquiprne,lt cosrs uD(rcr. IAs r6.s ge,el.ar rccognltl0nprinciple. Also, ifrhc cost ofa replacerrleDr fo:. part ofan irein ofp_p".ri, pfnntand equjpDenl js rccogDised iD thc crt.rying ntDoltnt ofaD ora",, ,tr"n on 

"r,,,ywill derecognise the (arrying anlouDf of what was replnced ro avoirl carryingboth the.replacement alrd the replaccd portion as assets. Thjs u"r*"g"i,i",
occur_s. whe tlter o[ Dot wltat is r.cplnced is a parL ofan itent fhat the entirydepreciates separrtcly.

The Board's decisiot.r on how to hatdle rltc recognition pdnciples was norreached casiry. ID thS Exposure D*Ft (ED), Lhe Board proposetr ro ircrucJe witrrinIAS 16 s general recognition principle only ,t u ,..ogni,ion oi-;;;;"",
expenditures that are replacemeDls of a pnrr of an irenr oF property, plaDl andequipDent. Also iD the ED, rhe tsoi
expendirure recosnitron p,in.ipr" ,o,ii',l,,ill:",j:1"::J[:l,'l;]:;:]Jl,::,Jj
to which jr would contjnue to apply.

RespoDdenh to the ED agreed tlrat it was appropriatc fol subsequenrexpenditures that were replacemeDts oFa par.t ofan iterr ofproP"r", ,,an, ""0equipment rat an entiry depreciated separalely to rr" .ou"r"a ty-,rri g"rrur"rre'ogDition principle. Hovr'ever. rhe respondenrs algrect. and rhe noara agreea.thal the modified second principre was noL crcarcr because ir rvourcr resurt in ane ity recogDisiDg in the carrying ar]ount of aD asser and rheD deprcciatingsubsequent expeodirurcs rhat were for rhe day.to-day **i.lrg 
"ii,"_, "fproperty, plant and equiptnent, those rhar ruiglrr corDDronly be .lgn.a",io, to,'rcpairs and maintenance'. That tesult was nor tlre Board,s inteDtiin.

In its redeliberatioD of the ED. rl)e Board concluded il could Dot retain theproposed modified subsequeut expetrditur.e recognitjoD p.in.ipiu. ti 
"l.ocoDcluded that it could not revert to the subsequeit 

"xpelrair,,r"'p.in.ipt" *the previous version of IAS 16 because, if it rlid, Dothing *r, irnp,rr"a, ,fruFroneryork conflict \a,as not resolvcd nltd lhe practice issues-were not ,raarersea.

The Board coDclucled that it was best fol. nll subseqrreDt cxpelrditut.es to becovercd by IAS l6's general recogtritio, principle. .I.his ,otr,ion troa tl"following advantages:

(a) use oflAS l6's geDer.al recogt)itioD principle llts the Franlevork
(b) use ofa single recognitioD pr-inciple is a strnighrforwar.d approach.
(c) retainjng LAS l6,s general lecog[itjon pl.inciPle and combiniDg ir withthe derecognition priDciple will resulr in fintDcial staLemc,"nts tlrar

reflect what is o.cur.dng, ic both the flou, oF properry, planr and
equipnrenr through an entjty aDd the ecoDomjcs of rhe u.qui.irlon ona
disposal process.

(,1) use of oDe recoguitiolt principie fosrcl.s consjstcllcy. Wir)r rwo



I

of pr{)perty, plarr-r nt)d eqlltpntent and others Dlight regarcl it a:srrbscquent cost ofan existlng rtcm ofpl.operty, lrlltniaDd equil>nrcnl
BCl l As n conseqLrcncc of l)lacing ai1 subsc(lucnt expcllditutes ull(lcr IAS 16,s gcnerccogDitior pfiDcjple, trr(,Board arso inc[,a"0 itrur" 

""p"n,[,,,res under rAs 1dcrccognition prilciple. ln the ED. tl)e lloard propor",i ,tr",t"r".ogni tion nf,cnrrying nmount ofa part ofan itenl thaf wars O"pa"aint",t ,"pnro,"ly nna ureplilccd by a subsequent cxpenditure (h;rt an cntity,r."gnir":, in the canyjamortnr of thc nssct un(l.r rhe gereral r_ecognitiol irincip"tc. Wirtr ttrls ctranrcplaccments ofa palt ol.an item ,t,r, or",llt aup.",ior"a'r"pnrn,uiy u* rrU.;,fo the same approach.

DCI2 The Boilrd noted rhat sor
eqt ipmenr. n,,r,.u*,, n,.r',',lo'rlbii:,]:,}"ij";,l11:::,ll ji I"",iI; iillibenefits, nre Dor sufficienrly certain to be recogniserl in Ur"-.o.rrrn, 

"ruoun,nr itssct under rlle general recognition principlc. Thus, the ibarcl decidedslatc in the Stilndrrd tllat
cosrs or rhe dny,ro.da, *_,:i";.",iT.:.;::i;Til fi:.::I,li:ns 

inc,rrcd r

Classification of servicing equipment
BCi 24 ln Annuol Imprcvenle ts 2009 .ZOll C/.le (issrred in May 20 1 2) rhe Board respondto a requesl to ilddress

r.eq,i, emen(s rbr se,..,",,, 
",1,,,ij,'ff i]ll"#filyii;ir,; J][;:1."]:::,1,classification of seryjcjnS cquipmenl ,, inu,,n,nry ., 0,."r".rr. OO", .,equipmenr and lcd sonle ro think ttrat ."rri.ing 

"quipn.,"i, 
,i."i ou.,nr,roLhaD oue perjo(l would IJe cl ssified n, pn., of i,iu,,nto,y.' i,lJrn"_ o".,O"Uclarjly thaf itcnrs sLlch n:

eq!ripmenr .r,u:r u" ,".og,,1,"',11'jrlliT;,r)j',Xl;il"::Till:"::rJ:],;l
nrect the (refiDirion of prope,ry, planr antt equipnrc^r. lr rtr"y rto ,rot _e"t tt,dcfiDjlion they nre classilied as rDvcnrory. 

',, 
,i"--,",ri of .".pon,l"n,corlrnlents k) rhe June 2Ot1 exposure drafr, rtre ltoarrl ai<i not lnake expli(rcfercrcc to the clnssification of particular ,yp", nt.uquip,r1Jn,, U".nur" ,tdellnition of propcrty, pllJrr ancl erluipment ntr"njy 

.p,rui,t", 
,um.i",guidance, The llonr.d also (lcletecl froor jamg.aptr a ,f," r(,,,i..rn"u, ,o n..ou,for.sl)arc pnns an(l sctvicing cquipmcnt 

", 1r.op"arr, plnn,'"r,t.,.1,,,p,r,"n, o,if thcy wel.e used in conncclion wirh nD itcm ofprup"rty, ptu,r, ni.,,t 
"quipu.,.,becnllsc this rcqLtirclDent wils too restri(tivc wtrcrr conrpar.ea wl,L, ,f.," a"tui,ioof property, plarrt nnd equiprncnr.

IAS 16 BC

Measurement al recognition

Asset disman ement, removal and restoration costs
'I'he prcvious vcr-sioD ol-lAS 16 providc(l rhnt ilt initiillly nlensrrri)rg an itctD (propcrty, plint and equipment at its cosl, nn entiry lvolrr(r incr.(rc the (osr (disnralrtlirg aD(r rcn)oving th.t itanr ilD(i resrol.irg tr)c 5irc on wt,ict, ir i, to.t,rufo lhr. .vr,-' ir r.-.r ---..--.-i. . r
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I]C19

BCZO

t\c21

t\c22

(c) requiriug or permitti)'rg thc tecognition of gains froll) such cxchanges

enable5 etrtities to'manr!filcture'gains by attributing ilrf'lated vnlues Io

the assets exchange(i. if the assets do lrol have obsel'rrblc maaket plices

in active markets.

The apploach described above raised issues nbout how to identify wlrethel assets

exchanged are similar in natllrc a[d value. Tlrc I]oa[(l reviewcd this topic. and

noted views that:

(a) under the frcmework. the recognition of incon)e froln an exchange of
assets does [of depend on whethel the assets exchaogetl are dissimilar:

(ir) incomc is not rlecessarily carned only at the culmination of an earning

process, al1d iD some cases it is arbitraly to detcrDine when an earning

process cullninates;

{c) geoeralty, undel both measurement bases after recognition that 11q

permitted un(1er LAS 16, gnin recognition is not deferrecl beyond the date

at whjch essets are exchanged: and

(d) removing 'existing carD,ing amount' nlc.lstrre ert of ProPerty, plant

and equipment acquired in excha[ge for sinrilar assets would increase

the con$istency of measulement of acquisitions of asscts

The Board decided to lequire in IAS 16 that all itcms of proPerly, plant ar1d

equipment acquired in exchange fol lron_monctaly assets or a combination of

monetary and llon-monetary assets should be measured aI fnir value, excePt

that, if the exchaDge transaction lacks commcrcial substance or the Fair valuc of

neither of the nssets exchanged can be deternlinerl rcliably, thcn rhe cosl ofthe

asset acquired i[ the exchange should be measurcd at the calrying amount of

the asset given up.

The Board added the 'commeacial substaoce' test in resPonse to a concerD raised

irr the comments it received on the ED. This concern was that, tlndcr the Boald's

proposal, alr entity worlld lllcasule at fair vnlue aD asset acquired ilr a

rlansaction that did rlot have commercial substance, ie the transactioD did not

have a discelnible effect on an entity's economics. The Board agreed al

requiring an evitluation oFco[]nrercial substance wotlld hclP to give users ofthe

financial stalements assurance tllat the substnnce of a transaction in which thc

acquired asset is measured irl fail vallre (and often, conse(luentially, a gain on

the disposal ofthe transferrecl asset is recognised iD income) is lhe same as its

legal form.

The Board concluded that iD evnluating whethel a tllnsaction has colnmercial

substance, an entity shoul(l calctllate ttre prescnt value ofthe Post-tax cash flows

that it can reasonrbly expect to rlerive from the Pol tion ofits opcraLions affected

by the transaction. The (liscouDr rate shotlld !cflect the cntiry's current

assessmeot of the time value of luoney alld thc l'isks sPecific to lhos(' oPerations

rather than thosc thilt nrarketplace particiPants would makc.
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disclrssed whethcr to cha)tge lhe rDaDlleL ilr which jrs,reliablc lrcnsrtrcn]eDt,
test is desclibcd. lhc lloal-d obscl.vcd rhjs was unncccss ry becnuse it bdieves
that its guidance ar(l rhnt contained in US GAAP ale jDrer)ded Lo hnvc rhe sante
lDcatling.

t\c21 The BoaId decided to lelain. iD IAS 1S Rcvenlc, its prohil)itjoll on t.ccognisrDg
Icvellue IIom exchangcs or swilps ol-goods or seryjces of it siDjlal. ualLtre aDd
value. The Bonrd llts on its agendil a pl.oject o11 rever c recognitioD all(l does
not propose to make any sigltificant ilrncndn)enLs to IAS 18 until that project is
corlrpletcd.

Measurernent after recoEnition

Revaluation model
The Board is taking par.t in research nctjvitjes with nrLional standard,scrters on
revaluations of properly, plant aDd cquipmenr. This r.esearch is iDreD(led ro
plon:ote iflteroational convergence of standatds. Oue of tlle ]nost jnlportant
issues is ideDtifying thc prefetred rreasuren)eDt tttribuLe For rcvaluarions.
'fhis research could lead ro proposils lo alnend tAS l6

t\c,?,6

Depreciation: unit of measure
Thc lloard's discussjons about the potcDfial intpl.ovelllellts to thc (lepleciatioD
principlc in the prcvious vel.sior) ol IAS I6 inclllded coDsidcrarioD of rhe uDir of
D)easure an entity uscs ro depaeciilte its itetns ofpropcrry, plaDt aDd cquipment.
Ofparticular coDcel o to tlre Boaxl wcrc situatiolts ilr $,hich the uDil of rreasure
is the'item as r wltole even rhough rhnt iteD] tnny lre composed of siguificant
parts with iDdividually varyiDg useftrl lives or consUDtptjo pnfte rs. fhc Iloatd
did lrot believe that, in thesc siluatioos, atl cDtity's usc of approxilnatiou
lcchlriques. such as a weighted avelagc useltl lifc for the itent as it whole,
rcsullcd iD deprecjatiotl thar frjrhfully repr.cscnts an entity's varJit)g
expectatioDs for the signillcant parts.

'fhe Board sought to improve thc prcvious vel.siorr of lAS I6 by proposiDg iD the
lll] revisions to cxistittg g[idance on separaring an jreDl iulo irs parts at)d then
furtlrcr clariS,ing iD the Stnndard the nced for au entity ro deprecinte sepatately
any signillcant parts of an itern of propcrty, plaDl irDd equipmeDt. Ily (loiDg so

alr cntjty wi]l also scparalcly del)reciilt(: thc itcDt s l.ctr)aindcr.

t(.2't

I]C28

Depreciation: depreciable arnount
I)urirrS its discussioD of dcprecittion pliDciplcs. tl)c lloard notcd tlrc concefll
that, tlr)der the cost ll)odel, the pl'cvious vclsiot) of lAS 16 does Dot statc cleal.ly
wlly nn e[tjty dcducls an asset's lcsidua] valuc IioD) ils cost to deterD)iDc the
asset's depreciablc amount. SoDtc irlglre lhat Ihc objcclive is oDe ol'prccisior),
ie rcdrrcing the an)oul)l ofdepreciation so that it rellccts the ilcm's tleL cost.
Othcrs argue that thc objcctive is otlc o[ ccolronlics, ic stoppjDg deprecialioD if,
lra-att\.6 ^airna,i^,. ^" ^rlran,ira rLar ,.rrin.r ir. ,,.-4.,1 tit "-
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I]C25
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BC3O

BC3l

I( t3:2

amo$nt. In doing so, thc lloard did not adopL col)lpletely either the .!et cost.ol
the'economics'objective. Given the cotrc(,pr oFdcpreciation as a cost allocation
teclrniqare, tlre Boaad concluded thal an cntity,s cxpectation of iDcreases i]l an
asset's value, because of inflation ol othel.wisc. does not overfi(le fhc need to
depreciate it. Thus, the Board changed rhe defiltition ofresidual value to the
amount an entity could receive for rhe assct (ur.reDtly (at the Ilnancial reporting
date) if the asset were alteady as old alld worD as it \^,ill be when the entiry
expects to dispose ofit. Thus, an increase jn the expected r.esidual value ofar
assef because of past events lvill affecr rhe depr.eciablc atnour!t: expectntions of
fulure changes in resid al value other than thc effccrs ofexpected wear and tear
will not.

Depreciation: depreciafion period
The Board decided that rhe useful life ofat) assct should encolnpass the entjre
rjme it is available for use, regardiess ofwhethcr duljDg rhar time il is in nse or
is idle. ldle periods nrost contrnonly occurjusr aftcr an asset is accluire(l andjust
before it is disposed of. the laltel.whjle rhc asser is held eirher for sale or tbr
another forn.t of disposal.

The Board concluded rhat, wllether idle or nor, it is appropriare to deprecinre nn
asset with a lilnited useful liFe so that thc IiDancinl statenlents reflect the
consumption of the asset's scllice potetrtial that occurs while the atset is held.
The Board also discussed but decided not to nddress the measuLemeDt oF assets
held for sale. The Board corcluded thar wherher to apply a differenr
measurenrent model to assets hcld for sale_tvhich Irray or nray not be idle_was a
different question and was beyofld dre scopc oI thc Improvemcnts project.

In July 2003 tlre Boar(l published ED 4 Disposol o,[ Non.ctffreti Assets nfld lrresentation
ol Disconlinued Operations. ED 4 was published ns pat.t of rlle Board,s short-rerm
convergence project, the scope of which wns bronder thaD that of the
Improvcments project. In !D 4. the Bonrd proporcd Lhat an enriry should
ciassiry sonre of its assets as .assets held for sile, iF spccified criterin are nret.
ArDong other things, the Board pl.oposc(l that ;rn cntity should cease
depreciating an asseI classitjed in tl.]is manner, il.l.espective ofwhelller thc asset
js idle. The basis for this proposal wns lhat tl]e cnflying nmouDt ofnn asset hejd
for sale will be recovered principaily rhroug| sale l.aLher th D future opel.ations,
aDd ther'efore accounting for the assel should be a ptocess ofvaluatioo rather
thaD allocarion. The Board will amend IAS 16 accor(tingly whcn ID 4 is
finalised.

Depreciation: depreciation r,ethod
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DerecoEnition

Derecognition date
BC34 The Board decided lhar an eDtily sl)orild apply thc r.rvcnrre recogrritioD priD(iplc

in IAS 18 for snles oF goo.ls t! ils gnjr)s li.oln the salcs of itcms Jproperty, plnn t
and equiplDeltt. Ihc reqrrirelllents i,1 tJrnt principle ensut.e [he l.epresenLalioDa]
fnithfulDess of aD eirtity's re(ognised rcveDuc. ltcprcsertational faitlrfulness is
also the nppropriare ol)jcctivo for in entity's rec;gnised gaiDs. IIowcver.. iD
IAS 16, the reveDue recogDirion p Dciple,s crjteria drive d"erecogDition ofrhe
asset disposed ofrather rhan rccogDitioD ofrhe procceds r.eccived. ApplyiDg thcprincille instcad to rhe recogt)itioD of.the proceeds lllighl lead to tlte conclusiol.t
that an entity will t.ecoghjse ir deferred gai[. Defer.r.ecl ga]ts do nor tncct 0ledefinitio, ofa liability uncie. rhe l.)aifl.?ort. r'hus, trre ioar-d decidcd tr)ar an
cntity does not derecognise ar) ireDt ofproperty, plant and equipnrcnt unljl the
requirements in LAS 1g to rccogtlisc rcvcrue on Lhc sale ofgoods ar.e nrer.

Gain classification

T

T

T

I
I
I
I
T
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Il(:3t; Allhough thc Board con.lu(le(l rhar alt eutiry shoul(l pply the recogDition
principle for.rcvenue fi.orn snles ofgoods to lts recoguition olgains on diipos!ls
of itenls of property, planr and c(l'ipn)ent, the B.arcl coircludea rnar Ltrc
respcctive approaches lo jncoutc stiltctient djsplay should differ. The t,ont.c{
concluded thtl uscl-s offinancial sLtlet)ellts wouid consicler these gnins all(l tite
proceeds fiom arr cntity,s sale ol goods in the coul.se of its or.dinatv activitier
differently iu tlteir evalua!ion oI'arr enlity,s p.rst resulls illl(t their t>rojcctioDs of
lilture casb Rows. Thjs is bccarrse rcvclrue front thc sale ofgoods is Lypicalty
,,o'c likcly to rccrrr in comprrar)rc nurouDrs thrn arc gains liorn srres of iteurs
of ploperty. plahr and cquipment. AccordiDgly, rlre Roird concluded that flD
cntity should not classiry as r.evenue giitrs on disposals of irems of plopefly
plant and equipDtcDt.

Assets held for rental to others2

lt(:3sA

IiC35tl

The Bonrd ideDtified lhat, i)l sonte it)dustries, eDtitics al.e iu lhe businesr of
renting and subsequenlly sellitrg tllc satlle assets.

'fhe Board notcd thnt thc Strn(lal.(l l)rohibits classilicntion as levenuc ofgains
arisiDg f[on] derecog[itjolt of ileDls oI propelty, plnnt and cquipnlonl. .l.llc,

Board also Doted tllat paragl.al)l) Il(;3S slales the rcasoD for this is,usc,t.s o,
Ilnancial statcDreDts woul(l consi(lct. tllcse gailrs and thc proceeds i_om rrl
cotity's sale ofgoo(ls in the cout.sc ol ils ordinary nctjvities dirlereDtly ir lllcil.
evrluation ofan entiD"s pist rcsults irDd theil.projectioDs offiltrrre ciislr Ilows..

Consistently wilh that reasotr, th(, lloil.d colcluded thnl entities wltose olditrilly
acliviries il)cludc r.enting aI]d subseqltet:tlJ, sclli g lltc santc assets sl)or,ld

lrc35C
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I

I
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recognjse revenue from both rentiDg nnd selling the assets. llt the Board's vicrv,

rhe plesentatioD of gross sclling revenuc, rather (han a net gaiD ot loss oD thc

saleoftheassets,wouldbettelleflecttheordinaryactivilicsofsucllentities.

The Board concluded thir lhe disclosule requilements of IAS 16, IAS 2 arld

tAS 18 would lea(l an enliry to disclose relevant infolntation for users

The Board irlso coDcluded that paragraph 14 of IAS ? Slol"ment ol Cash llo[s
slroul(l be aDeoded to prcsent within operating activities cash payments to

manufactllre or acquire strch assets and cash receiPts ftom rents atld salcs of

strah assets.

Irc3Slr The Board discr.lssed the conlrnents recelved in response lo jts expostlre drali o[
prcposed Improvenlolh ro Inleru.ifionol liirtancidi RcportinS Standardt Ptrblished in

2oo7 aDd noted that a few respondents would prefer the issue to be iDcluded in

one ofllle Boar(l's major projects such s the revcnue recogllitiol project ol the

fina cial statement presentatiorl project. Howevcr, tlre Board noted that the

proposed amendment would imProve finaocial stntement presenration befort

Ilrose projects could be completed irld decided to add paragraph 63A as

previously exposcd. A few respondents raised thc aonccrn that lhe term 'hetd

for sale' in the amendment could be cortfused witlr the notion of held for sale rn

irccorda[ce lvlth IIiRS 5 Non{urrent Assets Held Jor St a aru) Dis.o,lllnucd operdlions.

CoNequently, rhe Board clalified ir the amendmeDt lhat IFRS 5 should not be

appliecl in Ihosc circurnstan( es.

Transitional provisions

IlC36 The Board conclude(l that il would be imPlacticable for an entity to derermine

retrospcctively whetlrer il previous tl.nnsaction involving an exchangc oI

non-monetary nssels lrad conr! ercial substance, Ihis is bccause it would not be

possible for [lanagement to avoi(l usiDg hilldsight jn making the necessnry

estimntes as oFcarlier dates. Accorclingly, tllc lloard deci(lcd thaI in accordallce

with the provisio[s of IAS 8 an entily should consider commercinl strbstance

only in evaluatiDg the initirl measurement of ftltule traDsactions involving iltl

exchaDge of noD.lnonetnly assels

Summary of changes from the Exposure Draft

The main changes fronr the nD proposals ro ttlc revised StaDdard are as follows:

(a) Ihe ED coDtained two recognjtioD Prillciples. one aPPlying lo

subsequent expendirtues on existiDg ilcms oF ProPerty, Plani alrd

,
l
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k)

ki)

(e)

Iack of contmcl.ciil suLstilncc is c
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