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International Financial Reporting Standards (IFRS 16)
in the Telecommunications Industry

Overview

The International Accounting Standards Board (IASB or the Board) issued a guidance in 2016 on
accounting for leases IFRS 16. IFRS 16 replaces the earlier standard IAS 17 on lease accounting.
The new standard impacts industries with assets under leases as part of their long-term
business models, such as telecommunications, aviation, and construction industries.

The new standard requires leases to be accounted
in the balance sheet on a 'right-to-use model. It
further categorizes leases as short-term and long-
term leases, unlike IAS 17, categorized into
operating and finance leases.

There is no significant change in lessor accounting
in the new standard from IAS 17. Lessors will

Impact on Telecommunications Industry

The telecommunications industry is a capital-
intensive industry, involving large CAPEX spends
as part of its business. The telecom industry is
dependent heavily on lease contracts to run its
business. Lease transactions in the telecom
industry relate to leases on store rentals, cell sites,
among others. In the past, accounting for rental
expenses had a significant impact on the income
statement of telecommunications entities,
impacting their EBITDA numbers.

continue to classify all leases using the same
classification principle between operating and
finance leases.

IFRS 16 is effective for annual periods beginning
on or after 1 January 2019, with early application
permitted.

The new standard states most leases need to be
recorded on the balance sheet and lease expenses
(interest and depreciation) to be recorded below
EBIDTA (similar to Finance Lease in IAS 17) for
lessees. This will help entities improve EBIDTA
and strengthen their balances by an increase in net
worth.
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Key areas where changes are required as part of the transition in adopting the new standards.

Statutory

Change in recognition criteria of leases in financial statements. The
lessee should bring most leases on the balance sheet and expenses
below EBITDA. Financial disclosures for listed companies.

@

Finance Operations

Industry to enhance and revisit processes and internal controls to
incorporate new lease requirements. Most of the leases will for part
of the balance sheet as right-of-use asset and a lease liability for
lessees. P&L recognition below EBIDTA.

Finance Planning

The new recognition criteria will attract changes in key financial
ratios like leverage ratio, interest cover ratio, net worth, etc.

Treasury

The new standard helps the treasury function to leverage the
operating cash flow. Bringing leases to the balance sheet will increase
the company's net worth, which helps companies for asset financing.

Information Technology

[ B |

Investment in additional ERP and IT systems to incorporate the new
accounting standard requirements.
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lllustration on the new standard IFRS 16

Company X is a telecom company that enters into lease liability is CU 48,000 (present value of lease
a three-year lease of store rental starting from payments using a discount rate of approximately
June 2020 and ending on June 2022. Lease 5.9%). Company X follows a straight-line basis for
agreements state annual payments at the end of calculating depreciation. Considering the rate of
each year of CU 16,000 (Year 1), CU 18,000 (Year 5.9% interest accrues for Year 1is CU 2,832 and

2), and CU 20,000 (Year 3). The initial Year 2 is CU 2,055. ROU amortization expense
measurement of the right-of-use (RoU) asset and every year is CU 16,000.

Impact on financial statements is as follows:

ROU Asset

Currency Unit Initial Recognition

Jun Jun
2021 2022

Jun

2020 Debit Credit

Description

Right-of-use

48,000 | 32,000 | 16,000 0] BS-RoU Asset
asset

BS-RoU Liability

Accumulated
Depreciation

Balance
Sheet

Net Book Value

Description Credit

BS-Accumulated
Depreciation

P&L- Depreciation
Expense

Income Statement Depreciation | 16,000 | 16,000 | 16,000 0

ROU Liability

Currency Unit Initial Recognition

Jun Jun
2021 2022

Jun

2020 Debit Credit

Description

(0s1=) 1) I:88 Lease Liability |-48,000 | -34,832|-18,887 0 BS-RoU Asset BS-RoU Liability

Balance Net liability

13,168 | 15,945 | 18,887 0
movement

Closing Lease Liability |-34,832 |-18,887 0 0

Currency Unit Credit

Cash Payment -

16,000 | 18,000 | 20,000 0
Lease

BS-Lease Liability BS-Bank

P&L -Interest
Expense

Interest Exp
@5.9%

Net liability
movement

Income Statement -2,832 | -2,055 | -1,113 0 BS-Lease Liability

13,168 15,945 18,887

Currency Unit

Balance Sheet Jun Jun Jun Jun
(Amount in USD) 2020 2021 2022 2023

Credit

Right-of-use asset BS- RoU Asset BS- RoU Liability

Lease liability

Cash Payment - Lease LH00[0  BS- RoU Liability BS-Bank
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Currency Unit

Jun Jun Jun

2020 2021 2022

Depreciation 16,000

16,000 | 16,000

Credit

Interest Exp @5.9% 2,832

18,832

Expense for the period

COVID-19 pandemic and its impact on leases

The pandemic has caused a sizeable impact on
world economies. Organizations have been
required to do paradigm shifts in their business
models and take steps to enhance their cash flows
and their overall financial position by revising
forecasts and reassessing business plans. The
business world adapts to a new, more virtual way
of doing business.

As a welcome move, governments worldwide have
introduced financial stimulus packages and
announced moratoria and waivers on rentals.

Businesses, however, are in a fix due to various
ongoing uncertainties, including;

e Time for which the pandemic is expected to
continue

e The extent of the damage expected to
business due to the pandemic

+  Business changes to be carried out to continue
as a going concern

A critical factor in this business shift is the impact
on leased assets held by organizations and
operating leases. Organizations in the service
industry, such as hospitality, aviation,
telecommunications, and retail, heavily dependent
on leased assets or establishments such as leased
buildings and shops, leased aircraft, shops, and
kiosks, will require to reassess their leases and
readjust their financial disclosures.

Need for amendment

Finance functions across organizations have to
review their leases due to;

¢ Rent moratoria and concessions provided by
government authorities and owners

e Probable impact on rental payments in future

»  Adjustments in lease durations through
arrangements with the lessor

18,055 17,113

P&L- Depreciation BS- RoU Asset
Expense
P&L -Interest | a5 pou Liability
Expense

The TIASB, on 28 May 2020, issued an amendment
to the IFRS 16 provisions to provide lessees with
relief during the pandemic situation.

These amendments apply to rental concessions
cases as a direct consequence of the COVID-19
pandemic, only if all the following criteria are met:

e There are rental concessions as a direct
consequence of COVID-19 to be applied

. The concession results in revised
consideration that is substantially the same,
or less than, the consideration for the lease
immediately preceding the change

e Affects lease payment originally due on or
before 30 June 2021

e There is no substantive change to other terms
and conditions of the lease

An entity that applies the practical expedient
requires the following disclosures to be made as
part of the financial statements:

a) Listing and information on contracts against
which such practical expedient has been
applied

b) Amount recognized in the profit and loss
account in the reporting period to consider
changes arising from such concessions

An organization in the telecom industry hands
multiple lease contracts — relating to cell sites and
shops. These lease contracts are bound to be
impacted by the amendments to this standard.
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Example of the impact of the amendment:

In the above example, amid crises of COVID-19 year one and 50% for year two with no future
lessor agrees to let pass 100% of store rental for payment schedule changes.

ROU Asset

Currency Unit Initial Recognition

Jun Jun Jun Jun

2020 2021 2022 2023 et s

Description

Right-of-use

48,000 | 32,000 | 16,000 0 BS-RoU Asset
asset

BS-RoU Liability

Balance
Sheet

Accumulated

. -16,000 |-16,000 |-16,000 0
Depreciation

Net Book Value| 32,000 | 16,000 0 0

Jun Jun Jun

2020 2021 2022 SEgE

Description

BS-Accumulated
Depreciation

P&L- Depreciation
Expense

Income Statement Depreciation 16,000 | 16,000

ROU Liability

Currency Unit Initial Recognition

Jun Jun Jun

2020 2021 2022 Debit Credit

Description

(013011148 Lease Liability -34,832| -18,887 0 BS-RoU Asset BS-RoU Liability

Balance
Sheet

Net liability

13,168 | 15,945 | 18,887 0
movement

Lease Liability |-34,832 |-18,887 0] 0]

Currency Unit Debit Credit

0 9,000 | 20,000 0 BS-Lease Liability BS-Bank

Cash Payment -
Lease

Pf’achcal Expe- 0 0 BS-Lease Liability Practical Expedient
dient Benefit Benefit
Income Statement
Interest Exp P&L -Interest L
-2,832 | -2,055 | -1,113 0 BS-L Liabilit
@5.9% Expense case Habiity

Net liability

13,168
movement

15,945 18,887

Currency Unit

Jun Jun Jun Jun
Balance Sheet 2020

Credit

2021 2022 2023

Right-of-use asset BS- RoU Asset BS- RoU Liability

e N Practical
Lease liability ERMLCPRRERIIE £y oedient Benefit

Cash Payment - Lease 29,000 BS- RoU Liability BS-Bank
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Currency Unit

Jun Jun
2021 2022
Depreciation

16,000 | 16,000 | 16,000

Jun
2023

Total Credit

P&L- Depreciation

BS- RoU Asset
Expense

48,000

Interest Exp @5.9% 2,832

P&L -Interest

Expense BS- RoU Liability

6,000

Offsetting Adjustment

Practical

-25,000 BS- RoU Llablllty Expedient Benefit

Expense for the period

This amendment is a welcome relief in the
challenging pandemic situation. Lessees can apply
amendments for annual reporting periods
beginning on or after June 2020.

At the same time, it also provides disclosure
requirements to the reader of Financial

How can we help

Statements. The lessee needs to disclose that it
has applied practical expedient for rent
concession. The amount of impact on income and
expense statement for the reporting period for
leases on which practical expedient has been
applied.

Protiviti's financial reporting consultants help companies on various financial reporting matters.

As Protiviti, we have assisted clients in transitioning to the new standard requirements, including
performing impact assessment, coordination on ensuring changes in the ERP, changes to disclosure

requirements, and accounting operations.

[ar] Analyze

[27] Implement

a) Establish a steering committee a)

b) Determine available transition statements

methods and evaluate various b)
transition-related choices
available

policies

c) Perform gap analysis (both
accounting and non-
accounting impact) and
establish an execution
framework

accounts)

d) Assess reporting system
capabilities- to capture new
data elements for recognition,
measurement, and disclosures

e) Prepare detailed roadmap
along with timelines

Prepare proforma financial a)

Develop the new accounting

c) Discuss and determine efforts
required for system changes c)
(including the chart of

Update critical accounting
policies and materiality
thresholds for lease accounting

b) Update financial reporting
controls

Update financial statements
and disclosure requirements
along with other reports

d) Training and workshop for
employees
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About Protiviti

Protiviti (www.protiviti.com) is a global consulting firm that delivers deep expertise, objective insights, a tailored

approach and unparalleled collaboration to help leaders confidently face the future. Protiviti and our independent

and locally owned Member Firms provide clients with consulting and managed solutions in finance, technology,
operations, data, analytics, governance, risk and internal audit through our network of more than 85 offices in over

25 countries.

Named to the 2020 Fortune 100 Best Companies to Work For® list, Protiviti has served more than 60 percent of
Fortune 1000 and 35 percent of Fortune Global 500 companies. The firm also works with smaller, growing
companies, including those looking to go public, as well as with government agencies. Protiviti is a wholly owned
subsidiary of Robert Half (NYSE: RHI). Founded in 1948, Robert Half is a member of the S&P 500 index.

Contacts

Sanjay Rajagopalan
Mobile: +965.9900.6302

Email: sanjay.rajagopalan@protivitiglobal.me
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Our offices in Middle East Region

Abu Dhabi

Al Ghaith Holding Tower

9th Floor, Airport Road

P.O. Box: 32468, Abu Dhabi
United Arab Emirates

Phone: +971.2658.4640

Email: abudhabi@protivitiglobal.me

Egypt

Cairo Complex

Ankara Street Bureau 1

Second Floor, Sheraton Area
Heliopolis - Cairo, Egypt
Phone: +20.22.586.4560
Email: egypt@protivitiglobal.me

Qatar
Palm Tower B, 19th Floor
P.O. Box: 13374, West Bay

Vignesh Kalyanaraman
Mobile: +974.5557.6074
Email: vignesh.kalyanaraman@protivitiglobal.me

Bahrain

Platinum Tower, 17th Floor

Bldg. 190, Rd. 2803, Blk. 428, Seef
P.O. Box: 10231, Diplomatic Area
Manama, Kingdom of Bahrain
Phone: +973.1710.0050

Email: bahrain@protivitiglobal.me

Kuwait

Al Shaheed Tower, 4th Floor
Khaled Ben Al-Waleed Street
Sharqg P.O. Box: 1773

Safat 13018, State of Kuwait
Phone: +965.2242.6444

Email: kuwait@protivitiglobal.me

Saudi Arabia
Al-Ibdaa Tower, 18th Floor
Building No. 7906, King Fahad

Dubai

U-Bora Tower 2, 21st Floor
Office 2104, Business Bay

P.O. Box: 78475, Dubai

United Arab Emirates

Phone: +971.4438.0660

Email: dubai@protivitiglobal.me

Oman

Al Ufug Building, 2nd Floor
Office No. 26, Shatti Al Qurum
P.O. Box: 1130, PC 112

Ruwi, Sultanate of Oman
Phone: +968.2469.9403

Email: oman@protivitiglobal.me

Doha, Qatar Branch Road, Al-Olaya, P.O. Box 3825
Phone: +974.4421.5300 Riyadh 12313, Kingdom of Saudi Arabia
Email: gatar@protivitiglobal.me Phone: +966.11.298.7100

Email: saudiarabia@protivitiglobal.me

This publication has been carefully prepared, but should be seen as general guidance only. You should not act or refrain from acting, based upon the
information contained in this presentation, without obtaining specific professional advice. Please contact the persons listed in the publication to
discuss these matters in the context of your particular circumstances. Neither Protiviti Inc. or its Member Firms, nor the shareholders, partners,
directors, managers, employees or agents of any of them make any representation or warranty, expressed or implied, as to the accuracy,
reasonableness or completeness of the information contained in the publication. All such parties and entities expressly disclaim any and all liability
for or based on or relating to any information contained herein, or error, or omissions from this publication or any loss incurred as a result of acting
on information in this presentation, or for any decision based on it.
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