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1.IFRS Roundup
by Elles Mukunyadze (ICAZ Technical )
In this IFRS roundup, we look at the model in estimating provision from
issues around the new standards IFRS credit losses which is a major shift from
9, IFRS 15 and IFRS 16.
the incurred loss model under IAS 39.
In this article we analyse randomly
IFRS 9 – It's game on.
selected three banks that published
Most companies with December 2017 early and look at how IFRS 9 have
year ends have started to publish their impacted them and what it may mean
half year results (writing this article on to the rest of the industry going
29 August 2018). With the coming in of forward. IFR9 transitional provisions
IFRS 9 on 1 January 2018, there is an requires a reconciliation from IAS 39 to
expectation that most companies IFRS 9 at date of adoption. We analysis
particularly those in the inancial the impact that IFRS 9 has had on the
services will be signi icantly aﬀected by December 2017 reported numbers
this new standard. IFRS 9 requires focusing on loans and advances
companies to use an expected loss
Analysis of IFRS 9 Impact on provisions on Loans and advances
Bank

IFRS 9 Balance
IAS 39 Balance IFRS 9 Balance
(31 Dec 2017) (1 January 2018) (1 January 2018)

Impairment
(%) of loan
balance

NMB

210,483,221.00 202,308,086.00

- 8,175,135.00

-4%

ZB BANK

107,157,878.00 101,280,641.00

- 5,877,237.00

-5%

CABS

668,820,000.00 649,900,000.00

- 18,920,000.00

-3%
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The snapshot shown above whilst not Having said that, so far based on
representative of the industry can give interactions we have had, there are two
us insight of the expected impact of types of reactions:
IFRS 9. The additional impairment we
entities feel that this is huge challenge
can see are quite signi icant and this
and they are getting assistance on
will impact on the performance of
IFRS 15 albeit very late; OR
banks going forward. Robust credit risk
entities even don't see this is as
management initiative will have to be
aﬀecting (with no evidence to support
put in place to manage the provision
this notation) and as a result have up
levels and keep the stability we are
to
now done nothing about it.
seeing in the banking sector.

.
.

Not only will IFRS 9 impact on the
inancial services but also will have a
signi icant impact on companies
outside the inancial services sectors.
IFRS 15 – the new same
Whist IFRS 15 is not expected to have
d ra s t i c i m p a c t o n t h e i n a n c i a l
statements as IFRS 9. In my view there
will be a new road but same destination
in comparison with IAS 18. Entities will
have to use a new model to account for
their revenue but the answer in most
cases will still be the same with IAS 18.

. Telecommunications – bundled up
performance obligations.
. Manufactures – long term contracts
with contract modi ications
. Property Development – Revenue
over time/at a point in time
. Property Development – Revenue
over time/at a point in time
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IFRS 16 – are you preparing
The new lease standard IFRS 16 can
initially cause some troubles to the
aﬀected companies, because it
introduces huge changes in the lessee's
accounting for leases. It was issued in
January 2016 and we have to apply it
for the periods starting 1 January 2019
or later, with earlier application
permitted.
Some companies are greatly aﬀected,
some companies are aﬀected just a
little bit – this depends on the speci ic
circumstances, such as:
Are you a lessee or a lessor?

they wait until last minute to adopt new
standards. However, a number of
reports and preliminary assessments
warn the following industries to watch
out and start the implementation early:

. Te l e c o m m u n i c a t i o n s – m o s t
.

telecommunications companies lease
out equipment and base stations.
Retail and consumer products – these
companies have wide branch
networks and will have a lot of
operating leases
Banking – banks also have a wide
branch networks and leasing
arrangements for example ATMs slots
in shops etc.

.
.
. Are your operations centralized or
decentralized?
. Are you currently using inance leases Financial impacts of IFRS 16
or operating leases?
on the inancial statements
. Are most of your leases under 1 year? Impact
Lessees will bring the operating leases
And many others factors.

Which industries are the
most aﬀected?
From our analysis, it's dif icult to assess
t h e r e a l i t y, b e c a u s e n o t m a n y
c o m p a n i e s h ave c o m p l e t e d t h e
adoption of IFRS 16 and its impact. The
biggest challenge we have seen with
most Zimbabwean companies is that

from oﬀ-balance sheet to the balance
sheet by showing the assets and
liabilities related to these leases.
Also, the expense structure will change
in pro it or loss, because before the
change, all operating lease expenses
were shown under “operating
expenses”, but now, a part of them falls
under the “depreciation” (you cost” or
interest expense.
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depreciate the right-of-use asset) and a part of them falls under the “ inance
As a result, your EBITDA changes. This is clearly illustrated in this picture:

If you have more assets and liabilities in your inancial statements, that can also
aﬀect your inancial indicators, like ROA (return on assets) – this is likely to go
down, due to about the same pro it in comparison with
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1.Non-Compliance with Laws and Regulations
ICAZ COMMUNICATION

NOCLAR aﬀects all ICAZ members in public prac ce and in business and
became eﬀec ve as of 15 July 2017.
In line with the changes to the Interna onal Ethics Standards Board for
Accountants (IESBA) Code of Ethics for Professional Accountants (IESBA Code),
the ICAZ Code of Professional Conduct (ICAZ Code) was updated in April 2018
to include new, ﬁrst of its kind, ethics requirements and guidance to assist
members and associates in dealing with non-compliance with laws and
regula ons; referred to as the 'NOCLAR provisions'.
The Non-Compliance with Laws and Regula ons (NOCLAR) provisions aﬀect
ALL ICAZ members, whether you are in public prac ce providing (any)
professional services to clients, or whether you are in business carrying out
professional ac vi es for an employing organisa on. Sec on 260 and sec on
360 of the ICAZ Code set out the professional accountant's responsibili es (in
public prac ce or in business, respec vely) in responding to NOCLAR or
suspected NOCLAR. These sec ons became eﬀec ve as of 15 July 2017.
The NOCLAR provisions establish a comprehensive response framework that
guides the professional accountant in terms of the factors to consider and the
steps to be taken when he/she becomes aware of NOCLAR or suspected
NOCLAR. The professional accountant's objec ve in the ﬁrst instance is to alert
management and, where applicable, those charged with governance (TCWG)
about the ma er to seek to enable them to take appropriate ac on to rec fy,
remediate or mi gate the consequences of the iden ﬁed or suspected
noncompliance, or deter the commission of the non-compliance where it has
not yet occurred. It is important to note that it is, and remains, the
responsibility of the client's or the employing organisa on's management,
with the oversight of TCWG, to ensure compliance with relevant laws and
regula ons.
ICAZ wishes to ensure that all of its members and associates are familiar with
and understand their responsibili es with respect to the NOCLAR provisions as
contained in sec ons 260 and 360 of the ICAZ Code.
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The following addi onal resources have been uploaded on the ICAZ website to
assist members in understanding their responsibili es in connec on with
NOCLAR's.

. The IESBA Code of Ethics for Professional Accountants – April 2018;
. IESBA NOCLAR Fact Sheet;
. IESBA NOCLAR Q&A Professional Accountants in Public Prac ce;
. IEBA NOCLAR Q&A Professional Accountants in Business; and
. NOCLAR Overview presenta on.
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1.ICAZ Comment Letter on IPSAS ED 65 – Leases
We publish below the comment le er that ICAZ submi ed on the IPSAS
Exposure dra on Leases. Request of the full exposure dra can be done on
embassy@icaz.org.zw

The Chairperson
International Public Sector Accounting Standards Board
Presented below are the Institute of Chartered Accountants of Zimbabwe
(ICAZ) response to the speci ic matters raised in the Exposure Draft on
Leases issued by the International Public Sector Accounting Standards
Board (IPSASB).
ICAZ is a Professional Accountancy Organisation based in Zimbabwe. It is
the home of more than 2000 members and part of ICAZ's mission is to
contribute to the standard setting process for the improvement of
Reporting Standards. The responses detailed below, have been prepared in
consultation with our members.
Speci ic Matter for Comment 1:
The IPSASB decided to adopt the IFRS 16 right-of-use model for lessee
accounting (see paragraphs BC6–BC8 for IPSASB's reasons). Do you agree
with the IPSASB's decision? If not, please explain the reasons. If you do
agree, please provide any additional reasons not already discussed in the
basis for conclusions.
Our Response
We agree with the decision to adopt IFRS 16 right of use model because of
the following reasons:
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. It aligns the reporting in the public sector to the private sector for similar
.

transaction. This is in line with the transaction neutral approach which
says that similar transactions should be accounted for the same
regardless of whether there are in the private or public sector.
The right of use model will deal with oﬀ balance sheet inancing which
makes it dif icult for users to fully understanding the resources and the
liabilities that the entity has.

Without disagreeing with the decision, we would like highlight the
following challenges with the right of use model:

. Operating lease arrangement are executory to some extent and by
.
.

capitalising the lease arrangement, that may force future revision of other
standards particularly on provisions to also capitalise executory
contracts. This complicates inancial statements and may mislead users
on the resources and the liabilities that an entity has
In the public sector most leases periods are not expressly de ined and
there maybe issues in determining the lease period – more guidance
needed.
This change is very complex and would increase the cost of compliance
for the public sector particularly in light of the challenges that most are
facing to properly report under IPSAS, this would just increase the
burden. Whilst the change is welcome IPSASB need to really consider
whether the costs associated with the change will not outweigh the
bene its.
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.Speci ic Matter for Comment 2:
The IPSASB decided to depart from the IFRS 16 risks and rewards model
for lessor accounting in this Exposure Draft (see paragraphs BC9–BC13 for
IPSASB's reasons). Do you agree with the IPSASB's decision? If not, please
explain the reasons. If you do agree, please provide any additional reasons
not already discussed in the basis for conclusions.
Our Response
We agree with this treatment for the following reasons:
Unlike IFRS 16, IPSASB has made an attempt to ensure consistency in
accounting for leases both on the lessee's side and the lessor side. This we
believe is the major weakness in IFRS 16 has it stand where the lessor does
not recognise a lease receivable and liability for operating lease
agreements whereas the lease is required to recognise a right of use asset
and lease liability. By aligning reporting to re lect the same phenomenon
for lease parties, the change will ensure greater consistency on how
transactions are accounted for and is in line with the conceptual
framework
Speci ic Matter for Comment 3:
The IPSASB decided to propose a single right-of-use model for lessor
accounting consistent with lessee accounting (see paragraphs BC34–BC40
for IPSASB's reasons). Do you agree with the requirements for lessor
accounting proposed in this Exposure Draft? If not, what changes would
you make to those requirements?
Our Response
We agree with the proposed single right of use model for lessors but
disagree with Approach 1. We are of the view that Approach 2 should be
used in accounting for the right of use asset.

.

.
.
.
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. With the lessor recognising a lease receivable with regard lease contracts
and at the same time not derecognising the same asset could be an
overstatement of assets. The principle established in IFRS 16/IAS 17
when accounting for inance leases that requires the lessor to
derecognise the underlying asset and recognised the lease receivable
re lects the correct position with regards entities assets and liabilities. We
propose that that principles should be followed for operating lease on the
lessor side. The proposed treatment by IPSASB would create two assets
with the same economic bene it stream for example an entity leases out
an equipment under operating lease for 3 years. The economic life for the
equipment is 10 years. In analysing this transaction the economic bene it
expected from the equipment is the lease income from the lease of the
asset by the lessee. The proposed arrangement to keep the asset at the
same value and recognised a new asset from lease receivable would
communicate that we have two diﬀerent assets generating diﬀerent
economic bene its whereas in principle we have one asset.

. To reiterate the point we made on the speci ic matter 1,

this change is
very complex and would increase the cost of compliance for the public
sector particularly in light of the challenges that most are facing to
properly report under IPSAS, this would just increase the burden. Whilst
the change is welcome IPSASB need to really consider whether the costs
associated with the change will not outweigh the bene its.
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.Speci ic Matter for Comment 4:
For lessors, the IPSASB proposes to measure concessionary leases at fair
value and recognize the subsidy granted to lessees as a day-one expense
and revenue over the lease term consistent with concessionary loans (see
paragraphs BC77–BC96 for IPSASB's reasons). For lessees, the IPSASB
proposes to measure concessionary leases at fair value and recognize
revenue in accordance with IPSAS 23 (see paragraphs BC112–BC114 for
IPSASB's reasons). Do you agree with the requirements to account for
concessionary leases for lessors and lessees proposed in this Exposure
Draft? If not, what changes would you make to those requirements?
We agree with the propose change for the following reasons:
It is important to re lect the market economic phenomena and it is in line
with the de inition of assets and liabilities in the conceptual framework.
Regardless of the fact that the leases are concessionary the fair value
should be used to measure them so that the non-exchange transaction is
fully described.
However, the following will need to be taken into account:

. Some of the assets would be leased at concessionary or no rates simple
.

because the lease is also providing the services at concessionary or no
value but rather for the service potential of the asset. Measuring the asset
based on the economic fair value ignores that assets could be acquired
simply because of their service potential
The nature of some of the public sector assets are not actively traded and
there will be challenges in determine the fair values or market rates.
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