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LAND

This guideline covers the following areas:

1.1
1.2
1.3
1.4
1.5
1.6

1.7
1.1

1.1.1
@®

(2)

3)

(4)

(5)

Introduction

General management and administration of land
Accounting for land

Transitional provisions

Applicable accounting standards

Legislative authority

Implementation of guideline

Introduction

Preamble
Land is the surface or crust of the earth, which can be used to support structures, and may be
used to grow crops, grass, shrubs, and trees.

Land in Kenya is governed by the Constitution as well as legislation enacted by parliament.
Matters relating to land are documented under Chapter 5, Part 1 of the Constitution. Article 260,
defines land as:

a) “The surface of the earth and the subsurface rock;

b) Any body of water on or under the surface;

c¢) Marine waters in the territorial sea and exclusive economic zone;

d) Natural resources completely contained on or under the surface; and

e) The airspace above the surface”.

For purposes of this guideline, land is considered to consist of the ground, including the soil
covering and any associated surface waters, over which ownership rights are enforced and from
which economic benefits can be derived by their owners by holding or using them. The associated
surface water includes any reservoirs, lakes, rivers, and other inland waters over which ownership
rights can be exercised and that can, therefore, be the subject of transactions between units.
However, water bodies from which water is regularly extracted, against payment, for use in
production (including for irrigation) are included not in water resources associated with land but
as subsoil assets.

This guideline excludes the following:

a) Buildings and other structures constructed on the land or through it, such as roads, office
buildings, and tunnels — this is covered under the buildings, investment property and
infrastructure guidelines;

b) Land improvements and the costs of ownership transfer on land — These are covered in the
relevant guideline based on the main asset to which they are attached e.g. buildings;

¢) Cultivated components of vineyards, orchards, and other plantations of trees, animals, and
crops. These are covered under the biological assets guideline;

d) Natural resources contained on or under the surface; these are covered in the subsoil assets
guideline;

e) Non-cultivated biological resources which are covered under the biological assets guideline;
and

f) Water resources below the ground which are covered in the subsoil assets guideline.

The bodies involved in the management and oversight over land in Kenya include:
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Table 1.1

GoK Body

Role

Ministry of Lands and
Physical Planning

The Ministry of Lands and Physical Planning is responsible for the efficient
administration, equitable access, secure tenure and sustainable management
of land resources in the country. In accordance with Executive Order No. 1 of
2018, the Ministry is charged with the following functions;

National Lands Policy and Management;

Physical Planning for land use;

Land Transactions;

Survey and Mapping;

Land Adjudication,;

Settlement Matters;

Rural Settlement Planning;

Land Registration;

National Spatial Infrastructure;

Land and Property Valuation Services Administration;
Administration of Public Land as Designated by the Constitution;
Land Information Systems; and

Maintenance of a public land bank

National Land
Commission

The mandate of the commission as per Article 67 of the Constitution and
section 5 of the National Land Commission Act No. 3 of 2012 is to:

manage public land on behalf of the National and County Governments;
recommend a National Land Policy to the National Government;

advise the National Government on a comprehensive program for
registration of title in land throughout Kenya;

conduct research related to land and the use of natural resources and
make recommendations to appropriate authorities;

initiate investigations on its own initiative or on a complaint into present
or historical land injustices and recommend appropriate redress;
encourage the application of traditional dispute resolution mechanisms in
land conflicts;

assess tax on land and premiums on immovable property in any area
designated by law;

monitor and have oversight responsibility over land use planning
throughout the country;

alienate public land;

monitor the registration of all the rights and interests in land;

ensure sustainable management of land for their intended purpose and for
future generation; and

develop and maintain an effective public land information management
system at National and County levels.

County Governments

Section 6 (2)(b) of the County Government Act, 2012 (Revised 2017) stipulates
that “a county government may acquire, purchase or lease any land”. County
Governments hold land in trust for the citizenry.
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1.1.2
(1)

(2)

(3)

(4)

1.1.3
@®

(2

1.1.4
@®

(2

GoK Body Role

County governments took over land previously owned by the defunct local
authorities.

Classification of land

According to Article 61 of the Constitution, land in Kenya is classified as public, community or
private. As per Article 62 of the Constitution, public land has a vast definition but it includes land
occupied by a State organ, land transferred to the State, land to which no heir can be identified,
minerals, forests, reserves, national parks, water catchment areas, sea, lakes, rivers, land between
high water mark and low water mark, any land not classified as private land or community land.
Public land is held by either a county or national Government in trust for the people of Kenya.
Article 63 of the Constitution defines community land as “land lawfully registered in the name of
group representatives, land lawfully transferred to a specific community and any land declared
to be community land by an Act of Parliament. Any unregistered community land shall be held
in trust by county governments on behalf of the communities for which it is held, awaiting the
operationalization of the Community Land Act, 2012.”

Private Land, as defined by Article 64 of the Constitution is “registered land held by any person
under freehold tenure, land held by any person under leasehold tenure and any other land
declared private land under any Act of Parliament.”

The tenure of land may be either leasehold or freehold. The Land Act, 2012 defines freehold as
“the unlimited right to use and dispose of land in perpetuity subject to the rights of others and
the regulatory powers of the national government, county government and other relevant state
organs”. Leasehold land is held under lease, where a lease is regarded as “a contract that gives
the lessee (the renter) the right to the use of property, plant or equipment for a fixed period of
time with a fixed schedule of payments to the lessor (the owner),” as defined by PFM
Regulations, 2015.

Objectives of the guideline

The objective of this guideline is to guide the preparation of a standardized public sector entity
asset register in order to facilitate consolidation into a Government register of assets. The
guideline also aims to ensure uniformity in the management and administration of land by all
public sector entities.

In addition, the guideline prescribes the appropriate measurement, treatment and disclosure for
land and provide technical guidance for the preparation of financial statements, so as to enable
them to give a true and fair view, with respect to land. The guideline is prepared following
guidance from all relevant International Accounting Standards, including IPSASs, IAS and IFRS.

Documents of ownership

Accounting officers should ensure that a public sector entity has documents of ownership for all
its land. The documents of ownership for land include title deeds, certificates of title and
certificates of lease. Conveyance indentures, reservation letters and occupation licences serve
proof of ownership for land and are not documents of ownership. The same applies to gazette
notices for irrigation schemes, forests, roads and other infrastructure. Letters of allotment, deed
plans, letters of offer and scheme cards are documents issued in the processing of documents of
title and do not serve as documents of title.

Section 26 (1) of the Land Registration Act, 2012 provides that “the certificate of title issued by
the Registrar upon registration, or to a purchaser of land upon a transfer or transmission by
the proprietor, shall be taken by all courts as prima facie evidence that the person named as
proprietor of the land is the absolute and indefeasible owner, subject to the encumbrances,
easements, restrictions and conditions contained or endorsed in the certificate and the title of
that proprietor shall not be subject to challenge, except—
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a) on the ground of fraud or misrepresentation to which the person is proved to be a party; or

b) where the certificate of title has been acquired illegally, unprocedurally or through a
corrupt scheme.”

Where an entity is a body corporate, the documents of ownership shall be in the name of the

entity and shall be under the custody of the Accounting Officer of the respective corporate entity.

In all other instances, the documents of ownership shall be in the name of Cabinet Secretary,

National Treasury and shall be under the custody of the National Treasury.

Land improvements

Land improvements are long-life attachments to parcels of land that increase the land’s
usefulness or value, have a limited useful life, and are depreciated. They include External Services
(as defined under (2) below) and other items that are within the confines of a parcel of land (e.g.
external services within school grounds, correctional facilities and ambulance stations etc).
External services include the services above or below ground but external to buildings and which
are within the confines of a parcel of land. These services are more appropriately classified as
Land Improvements.

The following are examples of items included in land improvements:

Table 1.2
e Covered Play Areas ¢ Roads, Footpaths, Paved Areas
e Fountains e Outbuildings and Covered Ways
e Landscaping and Improvements e Stormwater and Sewer Drainage
e Sheds e  Water and Gas Supply
e Parking Lots (bitumen car parks) e Fire Protection Systems
e Parking Barriers e Electric Light & Power sytems
e Retaining Walls ¢ Communication Systems
e Centralised Energy Systems

The above examples are not an exhaustive list. Public sector entities should record and depreciate
land improvements assets as part of the main asset otherwise they are to be recorded and
depreciated separately from the main asset.

Land improvements are to be recognised in the same class as the main asset to which they are
attached (e.g. Buildings).

Land under infrastructure

Land under infrastructure include land under roadways, railways, road and railway reserves, as
well as other infrastructure. The Ministry responsible for Lands issues gazette notices for land
under infrastructure to facilitate the construction of the infrastructure.

Land under roads as well as other infrastructure is to be recorded in the asset class ‘Land’ and
therefore, recognized as assets irrespective of value.

Reference to Non-financial Asset Management Guidelines

Land is a non-financial asset and hence this guideline shall be read in conjunction with the non-
financial asset management guidelines under Part IV (i) of Guidelines on asset and liability
management in the public sector.

The non-financial asset management guidelines provide detailed guidance on the administration
and management of non-financial assets as well as their accounting treatment. The guideline has
adopted the life cycle approach to non-financial assets management. The four phases of the life
cycle of a non-financial asset include planning, acquisition, operation and maintenance and,
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disposal. The detailed guidelines with respect to the four phases have been documented in the
Guidelines on asset and liability management in the public sector and are applicable to land.

General management and administration of land

In addition to the management and administration aspects documented in the non-financial asset
management guidelines in the Guidelines on asset and liability management in the public sector,
the following matters are specific to land.

According to the Land Registration Act, 2012 (Revised, 2016) “land administration” means the
process of determining, recording, updating and disseminating information about the ownership,
value and use of land.

Management of public land

The provisions on the management of public land are documented under Part IIT of the Land Act,
2012 (Revised 2016).

The National Land policy recognizes land as a central category of property under section 34. The
Policy was formulated by the Ministry of Lands and adopted in 2009 to address the critical issues
of land administration, access to land, land use planning, restitution of historical injustices,
environmental degradation, conflicts, unplanned proliferation of informal urban settlements,
outdated legal framework, institutional framework and information management.

Identification of Government owned land

A public sector entity should have a complete database of land owned or held as finance leases. A

search of the lands register should reveal:

a) Land clearly identified as registered to the public sector entity;

b) Land belonging to the public sector entity but incorrectly named, e.g. Land in the name of the
defunct local authorities; and

¢) Land belonging to a former entity that was amalgamated into the new public sector entity.

Therefore, a review of the land databases (survey maps) should be part of the identification

process for other assets. For example, when looking at an electrical power station, check the

ownership of the land it is constructed on. The information on land databases will need to be

examined and corrected. There may be a fee for correcting information with the relevant

government agencies.

Government owned land held as leasehold land is subject to an annual rent as prescribed by the

Ministry responsible for Lands from time to time. Such rent is payable to the Ministry. Leasehold

land is classified as government land.

Non-formalised land which do not have title deeds and land-use agreements exist. Such land

cannot be identified through a registry search. These can be identified from local knowledge and

cross referenced by other asset identification processes. For example, land on which a school or a

library building is situated may not be identified as public sector entity land. A public sector entity

needs to do a risk analysis on the identified land issues and formalise the titles as required.

The non-formalised land should also be included in the asset register with disclosure that

documents of tittle do not exist.

Acquisitions of land

The Accounting Officer shall notify The Cabinet Secretary, National Treasury or the CEC of the
relevant county treasury before any acquisitions of land.

According to section 7 of the Land Act, 2012, “title to land may be acquired through allocation,
land adjudication process, compulsory acquisition, prescription, settlement programs,
transmissions, transfers, long term leases exceeding twenty-one years created out of private
land, or any other manner prescribed in an Act of Parliament.”
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Land donations or transfer

Land donated or transferred by individuals, communities or other public sector entities shall be
alienated and demarcated and title deeds obtained for the receiving public sector entity.
Donations and transfers of land to a public sector entity shall be supported by proper
documentation to facilitate processing of relevant documents of title by the receiving entity.

No public funds shall be invested on land acquired, through donation or otherwise, where title
has not passed to the receiving public sector entity.

Illegal allocations of public land

In instances where public land has been the subject of illegal/ irregular allocation (including
schools, colleges, hospitals etc.), the responsibility of repossessing all illegally/irregularly
allocated land and plots is that of the dispossessed institution. Accounting Officers shall notify the
National Land Commission to initiate the necessary steps, for the repossession of such land.

Valuation of land

The valuation process should be conducted in accordance with the approved land value indices,

supporting regulations, generally recognised valuation practices and, other relevant valuation

requirements and guidelines issued by the Ministry responsible for Lands.

The valuation principles include:

a) generally recognised valuation practices;

b) physical inspection is the preferred option;

c) the possibility to use comparative and analytical reviews and systems, such as aerial
photography;

d) the possibility to use “mass valuation” system or technique;

e) the possibility to exclude certain immovable equipment and machinery; and

f) the need to value each sectional-title unit.

Recording of land

The Accounting Officer shall maintain a register of all land owned by the public sector entity and
any land held as finance lease.

According to section 143(2) of the PFM (National government) Regulations, 2015 and section
136(2) of the PFM (County Governments), Regulations, 2015 the register of land and buildings shall
“record each parcel of land and each building and the terms on which it is held, with reference to
the conveyance, address, area, dates of acquisition, disposal or major change in use, capital
expenditure, lease hold terms, maintenance contracts and other pertinent management details.”
The format of land register to be used for purposes of reporting to the National Treasury is attached
under Appendix 6(c).

Disposal of land

The disposal of assets, including land, is governed by Part XIV of the PPAD Act, 2015. Part VI of
the PPAD Act, 2015 outlines the general procurement and disposal principles, including
guidelines on asset disposal.

The National Treasury and relevant County Treasury has the final responsibility for approving
proposed disposals of land and buildings in accordance with Section 198 (11) of the PPAD
Regulations, 2020. Section 198 (12) also requires the accounting officer to submit a disposal
report on land and buildings to the National Treasury or relevant county treasury.

The details on disposition of land are also documented under Part VI of the Land Registration
(General) Regulations, 2017.

Transfers of land from a public sector entity to other institutions shall be supported by proper
documentation to facilitate processing of relevant documents of title by the receiving entity.
Public sector entities shall submit a business case to the Cabinet Secretary, National Treasury or
relevant county treasury, setting out the rationale and means of disposal, taking into account the
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requirements of the PPAD Act, 2015 and Part VI of the Land Registration (General) Regulations,
2017.

Decisions to dispose of land must take into account government objectives and demonstrate
delivery of best value for money.

The disposal value for land shall be based on a professional valuation of the land that shall not
have been carried out more than 24 months from the date of disposal.

Accounting for land
Land shall be accounted for in accordance with IPSAS 17 and IAS 16 — Property, Plant and
Equipment.

Recognition
A public sector entity should recognise land as an asset when:

a) it has control over the land;

b) itis probable that the entity will have flows from future economic benefit or service potential
as a result of the land; and

c) the cost or fair value of the land can be measured reliably.

Measurement

Measurement at initial recognition

Expenditures to be capitalized as land include:

a) Original purchase price or fair market value at time of gift;

b) Commissions (e.g., brokers’ commissions);

c) Professional fees (closing fees, title searches, legal, appraisal, surveying, environmental
assessments, etc.);

d) Land excavation, fill, grading, drainage, and clearing;

e) Demolition of existing buildings and improvements (less salvage);

f) Removal, relocation, or reconstruction of property of others (railroad, telephone and power
lines);

g) Accrued and unpaid taxes at date of purchase; and

h) Other costs incurred in acquiring the land.

The value of land can vary enormously depending on its location and the uses for which it is

suitable or sanctioned. As a result, these factors must be taken into account when the prevailing

market price for the land is determined.

In a number of instances, it may be difficult to separate the value of land from the value of

structures erected on the land:

a) One method of estimating the value of land separately is to calculate ratios of the value of the
site to the value of the structure from valuation appraisals and to deduce the value of land
from the replacement cost of the buildings or from the value on the market of the combined
land and buildings.

b) When the value of land cannot be separated from the building, structure, plantation etc.,
above it, the composite asset should be classified in the category representing the greater part
of its value.

Land donated by individuals, communities or other public sector entities shall be recognized at

fair value at acquisition. The fair value will be determined by the guidelines developed by the

ministry responsible for land.

Land held for a currently undetermined future use, should not be included in PPE: Land and

Buildings, but should be included in Investment Property.
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Measurement after initial recognition

Land shall be accounted for at cost or fair value and, shall not be depreciated. The fair value for
purposes of inclusion of land in financial statements shall be in accordance with values provided
by the Ministry of responsible for Lands.

The revisions on valuations of land shall be based on revisions to the land value indices developed
by the Ministry responsible for Lands.

Land on which infrastructure and community assets are located shall be identified separately and
disclosed.

Land not registered in the name of a public sector entity but controlled by the entity by virtue of
owner-occupied buildings thereon, shall be recognised at fair value.

Capitalisation threshold
All public sector land shall be included in the fixed assets register and accounting records,
irrespective of value.

Depreciation

Land is characterized as having an unlimited (indefinite) life and hence not subject to
depreciation.

Land held for the purpose of, say, mining coal or quarrying gravel will be dealt with for
accounting purposes as subsoil assets. Consequently, although the land may have an infinite life,
the deposits will have an economic life only as long as they can be profitably extracted. If the cost
of extraction exceeds the potential profit from extraction and sale, the economic life of the quarry
has ended.

Derecognition of land

Land should be eliminated from the statement of financial position on disposal or when the land
is permanently withdrawn from use and no future economic benefits or service potential are
expected from its disposal. The asset register must also be updated whenever land is disposed of.
Gains or losses arising from the transfer or disposal of land should be determined as the
difference between the net disposal proceeds and the carrying amount of the land. For the
purposes of display in the financial statements, the gain or loss should be included in the
statement of Comprehensive Income as an item of revenue or expense, as appropriate.

Note: The statement of comprehensive income is used by those entities using IFRS and IAS.
For those entities using IPSAS, IPSAS 1 requires, among others, a statement of financial
performance and a statement of changes in net assets/equity. Public sector entities shall
therefore ensure that the relevant accounting records as required by the applicable
standards.

Special considerations

Intangible land assets (servitudes)

There are instances when land is privately owned and a public sector entity has a servitude over it,
e.g. pipe-line routes, rights of way, power-line easements, tunnel routes, etc. The value of these
servitudes can vary dramatically and generally do not have an active market. Such assets should be
categorized as intangible assets.

Valuing environmental reserves

Public sector entities usually manage environmental or public reserves like beaches, estuaries,
nature reserves, wetlands, etc. The main challenge with respect to such resources is how to value
these areas of land. From an accounting perspective, a public sector entity needs to apply the
recognition criteria, in particular the criteria of “measured reliably” and “control”.
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IPSAS 17 & IAS 16 requires that the cost of an item of PPE should include: “the initial estimate of
the costs of dismantling and removing an item and restoring the site ...”

Such site restoration costs will include the cost of rehabilitating landfill sites, mine sites, certain
sites used by infrastructure, etc. These site rehabilitation and restoration costs should be
accounted for in accordance with IPSAS 19 on “Provisions, Contingent Liabilities and Contingent
Assets”. These costs should also be discounted. For example, a land fill site will usually not need
to be rehabilitated for a few decades.

Disclosure in financial statements
The same information as is provided for other property, plant and equipment should be included

in the financial statements for land. The details of the specific items of disclosure are enumerated
under IPSAS 17 and IAS 16.

Transitional provisions

A public sector entity shall identify all land owned by the entity and those held as finance leases.
The accounting Officer shall prepare a register of such land including all land in dispute. The
register shall capture details of ownership, L. R No., location, acreage, whether freehold or
leasehold, and details of any disputes, among others.

An entity that adopts accrual accounting for the first time in accordance with International
Accounting Standards shall initially recognize land at cost or fair value (as determined using zonal
maps developed by the ministry responsible for lands). For land that was acquired at no cost, or
for a nominal cost, cost is the land’s fair value as at the date of acquisition.

The entity shall recognise the effect of the initial recognition of land as an adjustment to the
opening balance of accumulated surpluses or deficits for the period in which accrual accounting is
first adopted in accordance with IPSAS, IAS or IFRS.

For entities that have already adopted accrual accounting, the Accounting Officer shall review the
capitalization thresholds and ensure alignment with this guideline. Any variations shall be treated
as changes in accounting estimates in the financial records and, treated in accordance with IAS 8
and IPSAS 3 - Accounting Policies, Changes in Accounting Estimates and Errors.

Applicable accounting standards

IPSAS 17 & IAS 16 — Property, plant and equipment
IPSAS 13 & IAS 31 — Leases

IPSAS 33 First — time Adoption of Accrual Basis IPSASs

Legislative authority

Constitution of Kenya, 2010

Cabinet Secretary to the Treasury (Incorporation) Act, Chapter 101
Land Act, No. 6 of 2012

Land Registration Act, No. 3 of 2012

Land Registration (General) Regulations, 2017
National Land Commission Act, No. 5 of 2012
National Land use Policy 2017

Trust of Land Act, 1941

Urban Areas and cities Act, 2011

The Community Lands Act, No. 27 of 2016
Community Land Regulations, 2017

National Land Policy, 2009

PFM Act, 2012
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PFM (National Government) Regulations, 2015
PFM (County Governments) Regulations, 2015
PPAD Act, 2015

PPAD Regulations, 2020

PPP Act, 2013

Valuation of Rating Act, 2012, Revised 2015
Survey Act, Cap 299

Implementation of guideline

The dates of implementation of the guideline are as follows:

Table 1.3

Effective Date

Beginning on or after 1 July 2020

Date guideline approved

Date guideline amended
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Buildings and building improvements

This guideline covers the following areas:

Introduction

General management and administration of building and building improvements
Accounting for building and building improvements

Transitional provisions

Applicable accounting standards

Legislative authority

Implementation of guideline

Introduction

Preamble

A building is a structure that is permanently attached to the land and is not intended to be
transportable or moveable. For purposes of this guideline, “a building” means a permanent
structure comprising walls and a roof. Buildings are recognised as structures for which a public
sector entity assumes responsibility over, to maintain for the use and /or benefit of the
community. Buildings comprise a structure (timber frame and walls, brick walls, cement
coverings, glass walls and windows), a foundation (support piers, structural columns, concrete
slab, roof structure (tiles, timber support structure and colourbond steel) and air conditioning
units (split and ducted).

Building improvements relate to capital events that materially extend the useful life of a building
or increase the value of a building, or both.

Construction in progress (Also referred to as Work-In-Progress - WIP) refers to the economic
construction activity status of buildings and other structures, infrastructure, additions,
alterations, reconstruction, installation, and maintenance and repairs that are substantially
incomplete.

Fixtures to building, such as partitions, are to be considered as part of building. This guideline
will therefore apply to all fixtures to buildings.

The bodies involved in the management and oversight over public buildings in Kenya include:

Table 2.1
State department for The state department for housing, urban development and Public Works
Housing, urban under MOTIHUD has the following functions in relation to buildings:
development and public e Housing policy management
works

e Management of civil servants housing scheme

e  Public works policy and planning

e Development and management of affordable housing

e Management of building and construction standards and codes

e National building inspection services

e Registration and regulation of contractors, consultants for
buildings, civil works and material suppliers

e Registration of contractors and materials suppliers building
research services

e Coordination and delivery of the Big Four Agenda 500,000 new
homes housing plan
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GoK Body Role

e Setting and management of building and construction standards
and codes

e National secretariat for human settlement

e Development and management of government housing

e Shelter and slum upgrading

e Urban planning and development

e Maintenance of inventory of Government housing property

e Provision of mechanical and electrical building services

e Building research services

e Registration and regulation of civil, building and electro-
mechanical contractors

e Development and management of public buildings

e  Other public works

National Construction The National Construction Authority (NCA) is a government organisation
Authority which regulates, streamlines and builds capacity in the construction
industry. Its mandate is to regulate the construction industry and
coordinate its development

National Housing e The NHC is the Government's main agency through which public

Corporation funds for low cost housing are channeled and for providing the
technical assistance needed in the design and implementation of
government housing schemes.

e The primary mandate of NHC is to play a principal role in the
implementation of the Government’s Housing Policies and
Programmes.

e The Corporation’s functions include promoting low-cost houses,
stimulating the building industry and encouraging and assisting
housing research.

Directorate of The mandate of the Directorate is to ensure compliance with the

Occupational Safety & provisions of the Occupational safety and health Act, 2007 and promote

Health Services (DOSHS) | safety and health of workers. The core functions with respect to buildings
include:

e Approving architectural plans of building intended for use as
workplaces;

e Inspecting workplaces to ensure compliance with safety and health
law;

¢ Examination and testing of steam boilers, air & steam receivers, gas
cylinders, lifts, cranes chains and other lifting equipment; and

e Investigation of occupational accidents and diseases with a view to
preventing recurrence.

County Governments County Governments took over buildings previously owned by the
defunct local authorities and hence are responsible for their management.
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Classifications of buildings

Buildings can be owned by a public sector entity or leased from other parties. Only buildings
owned by an entity and those leased as finance leases are to be included in the buildings register

of an entity.

Public buildings owned by public sector entities in Kenya can be categorised as either office or

residential buildings.

Office buildings may be further classified as either specialised or non-specialised. Non-specialised
buildings refer to general purpose or buildings where there is a secondary market e.g.
administration buildings. On the other hand, specialised buildings are buildings designed for a
specific limited purpose e.g. emergency services buildings, buildings to house specialised
infrastructure plant such as pump station buildings, depot buildings, sporting facility buildings
(e.g. club houses and sports stadia) and some heritage properties.
A building can also be classified based on the materials used to construct it, that is, permanent,

semi-permanent or temporary.

This guideline applies to all public buildings, irrespective of classification. office and residential
buildings, permanent, semi-permanent and temporary buildings as well as specialised and non-
specialised office buildings owned or leased by government entities for use in administration of
provision of services. Buildings held to earn rentals or capital appreciation are referred to as

investment property and hence dealt with in the relevant guideline.

Objectives of the guideline

The objective of this guideline is to guide the preparation of a standardized public sector entity
asset register in order to facilitate consolidation into a Government register of assets. The
guideline also aims to ensure uniformity in the management and administration of buildings and
building improvements by all public sector entities.
In addition, the guideline prescribes the appropriate measurement, treatment and disclosure for
building and building improvements and provide technical guidance for the preparation of
financial statements, so as to enable them to give a true and fair view, with respect to buildings
and building improvements. The guideline is prepared following guidance from all relevant
International Accounting Standards, including IPSASs, IAS and IFRS.

Distinction between buildings, investment property and other property
The classification of a building is based on management's judgement; the following criteria shall
be applied to distinguish buildings from investment property or property held for resale:

Table 2.2

PPE (Buildings) Investment property Non-current assets
held for sale

Rental income earned is below market value,
and the asset is held for service delivery
rather than to generate a commercial return

The asset generates its
own cash flows in the
form of rentals (on a
commercial basis)

Land and other properties
held for sale within the
next 12 months.

The asset is held to achieve service delivery
objectives rather than to earn rental or for
capital appreciation

The asset is held for
capital appreciation

Property that is being constructed or
developed for future use as investment
property (until the asset meets the definition

Investment property that
is being redeveloped for
continued use as an
investment property
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PPE (Buildings) Investment property Non-current assets
held for sale

of investment property it is accounted for as
PPE)

Owner occupied-property such as office Land held for an
buildings and residential buildings occupied undetermined use
by staff members (assets used by employees,
irrespective of whether or not the employees
pay rent at market rates, are owner-occupied)

(2) If part of a building is used for getting of rental payments and capital growth, while another part
is used for administrative purposes and such parts of a building can be operating independently
from each other (or leased out independently), public sector entities shall be accounting for such
property or their parts separately. If the parts of a building cannot be operated or disposed of
separately, such property shall be considered as buildings only in such cases, if only their small
portion (less than 10%) is designated for rental generation or capital appreciation purposes.

2.1.5 Documents of ownership

(1)  Accounting officers should ensure that a public sector entity has documents of ownership for all
its land. The documents of ownership for land include title deeds, certificates of title and
certificates of lease. Conveyance indentures, reservation letters and occupation licences serve
proof of ownership for land and are not documents of ownership. The same applies to gazette
notices for irrigation schemes, forests, roads and other infrastructure. Letters of allotment, deed
plans, letters of offer and scheme cards are documents issued in the processing of documents of
title and do not serve as documents of title.

(2)  Accounting Officers shall also ensure that they have documents of ownership for its buildings,
where applicable. The documents of ownership for buildings include lease agreements for leased
buildings and invoices raised by suppliers and/or contractors on acquisition of buildings.

(3) Where an entity is a body corporate, the documents of ownership shall be in the name of the
entity and shall be under the custody of the Accounting Officer. In all other instances, the
documents of ownership shall be in the name of Cabinet Secretary, National Treasury and shall be
under the custody of the National Treasury.

(4)  Accounting officers should ensure that all public buildings should be registered by the ministry
responsible for office and residential buildings.

2.1.6 Reference to Non-financial Asset Management Guidelines

(1)  Buildings are non-financial assets and hence this guideline shall be read in conjunction with the
non-financial asset management guidelines under Part IV (i) of Guidelines on asset and liability
management in the public sector.

(2) The non-financial asset management guidelines provide detailed guidance on the administration
and management of non-financial assets as well as their accounting treatment. The guidelines
have adopted the life cycle approach to non-financial assets management. The four phases of the
life cycle of a non-financial asset include planning, acquisition, operation and maintenance and,
disposal. The detailed guidelines with respect to the four phases have been documented in the
Guidelines on asset and liability management in the public sector and are applicable to buildings
and building improvements.
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General management and administration of buildings and building

improvements

In addition to the management and administration aspects documented in the non-financial asset
management guidelines in the Guidelines on asset and liability management in the public sector,
the following matters are specific to buildings and building improvements.

Planning, design and acquisition

The procedures for design and construction of buildings are documented in the Building
Organisation and Operations Manual (BOOM).

Accounting officers must notify the ministry responsible for buildings before the construction and
leasing of public buildings for purposes of facilitating the maintenance of records of office and
residential buildings.

Leasing of public buildings shall be guided by the buildings leasing policy developed by the
ministry responsible for buildings.

Processing of lease documents relating to buildings should be after approval of State department
responsible for housing.

All leases of buildings shall be registered and, encumbrances indicated on title deeds in instances
of finance leases.

The Accounting Officer shall notify The Cabinet Secretary, National Treasury or the CEC of the
relevant county treasury before any acquisitions of buildings.

Building identification/ tagging

All government buildings should be registered in accordance with the Building Directive Circular
No. 10/60 of 2 May 1960 and the Public Statistics Act Cap 112 (Buildings Statistics Regulations)
of 1973. Although the circular is more than forty years old, its application has not been affected by
the passage of time. The circular recommends a system of registration that accords each building
a unique number comprising the institution and building classification, among others. The
building identification number shall be prominently displayed on a board at the entrance or on
the wall of the building.

General maintenance of buildings

The guidelines for general maintenance of buildings are detailed in the National Buildings
Maintenance policy developed by the Ministry responsible for buildings. The policy provides
guidance on the regularity of maintenance of buildings as well as maintenance of maintenance
registers.

Valuation of buildings

Valuation of a building depends on the type of the building, its structure and durability, on the
situation, size, shape, frontage, width of roadways, the quality of materials used in the
construction and prevailing prices of materials. Valuation also depends on the height of the
building, height of the plinth, thickness of the wall, nature of the floor, roof, doors and windows.
Data accuracy or acceptability will depend upon its source. An independent valuation by a
professional valuer will obviously carry more weight than a calculation by an accountant or
engineer using a generic valuation model. Cost versus benefit should be taken into account in all
decisions.

The valuation of a building is determined on working out its cost of construction at present day
rate and allowing a suitable depreciation. There are six methods used for valuation of buildings:
a) Valuation based on the cost

b) Rental Method of Valuation

¢) Direct Comparisons of the capital value

d) Valuation based on the profit

e) Development method of Valuation
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f) Depreciation method of Valuation
This guideline requires valuation of all public buildings to be conducted by the
Government valuer for purposes of maintaining a buildings register.

Recording of buildings

The accounting officer of every public sector entity shall ensure that a buildings register is
maintained for all buildings owned by the entity. All buildings held as finance leases should be
included in the asset register of the entity.

Each accounting officer shall submit quarterly registers to the National Treasury of all buildings
owned and those held as finance leases in accordance with the format attached under appendix
12.

Each accounting officer shall maintain a register of WIP — buildings for all buildings that are not
under construction, including any stalled projects.

The accounting officer shall submit a register of all incomplete buildings to the National Treasury
in the format of WIP register prescribed under appendix 6(m).

Disposal of buildings

The disposal of assets, including buildings, is governed by Part XIV of the PPAD Act, 2015. Part

VI of the PPAD Act, 2015 outlines the general procurement and disposal principles, including

guidelines on asset disposal.

The disposal of buildings is particularly guided by MOW Circular No. 2/58 of 1 March 1958.

According to the circular, a building can be disposed of for a number of reasons such as:

a) When the building or house is beyond economic repair due to normal wear and tear.

b) To give way for new development.

c¢) Change of user e.g. from residential to office accommodation

d) When the building/house has been destroyed by natural catastrophes e.g. earthquakes, floods
or fire and is beyond economic repair.

The National Treasury and relevant County Treasury has the final responsibility for approving

proposed disposals of land and buildings in accordance with Section 198 (11) of the PPAD

Regulations, 2020. Section 198 (12) also requires the accounting officer to submit a disposal

report on land and buildings to the National Treasury or relevant county treasury

Public sector entities shall submit a business case to the Cabinet Secretary, National Treasury,

setting out the rationale and means of disposal, taking into account the requirements of the PPAD

Act, 2015.

Decisions to dispose of buildings must take into account government objectives and demonstrate

delivery of best value for money.

The disposal value for a building shall be based on a professional valuation of the building that

shall not have been carried out more than 24 months from the date of disposal.

Accounting for buildings and building improvements
Buildings and building improvements shall be accounted for in accordance with IPSAS 17 and IAS
16 — Property, Plant and Equipment.

Recognition

In accordance with IPSAS 17 and IAS 16, land and buildings are separable assets and are

accounted for separately, even when they are acquired together.

Only public buildings that meet the asset recognition criteria should be recognised in an entity’s

fixed asset records, i.e.

a) Government entity has control over the asset;

b) TItis probable that future economic benefits or probable future service potential associated
with the asset will flow to the government entity; and

¢) Cost or fair value can be measured reliably.
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WIP on incomplete buildings shall be recorded in a separate account and only transferred to the
buildings account when the building is ready for use.

Measurement

Measurement at initial recognition

For initial valuation purposes a building could be treated as a single asset. In the case of a

building complex, the public sector entity should split a “complex” into individual buildings.

These individual buildings may be structures that are loosely joined to the complex but can stand

and function alone even if other parts of the complex were to be demolished. These individual

buildings should be separately recorded in the asset register.

A building that is an integral part of an infrastructure network should be included in the value of

the network, e.g. the building of a water pump station. These buildings should be shown as a

separately depreciable component(s) of that infrastructure complex.

Buildings should initially be valued at cost or fair value. The initial valuation of buildings based

on the various methods of acquisition shall be as follows:

a) Acquisition by Purchase - Buildings acquired by purchase should be capitalised at acquisition
cost with the purchase price and associated closing costs allocated between land and
buildings on the basis of current appraised values. Additional costs incurred for the purpose
of renovating or modifying the building’s structure in order to place it in service should also
be capitalised.

b) Acquisition by Construction - Initial capitalisation includes construction costs of the building
structure, including all internal piping, wiring, and permanent fixtures associated with the
distribution of utilities within the building. Costs should also include architectural and
engineering fees, inspection fees and permits, bid advertising expenses, construction
financing / interest expense, and insurance costs incurred during the construction period.

¢) Acquisition through finance lease — Finance leases shall be capitalized and recognised in an
organisation’s fixed asset register while operating leases are expensed and hence not
recognised in the asset register.

(i) Where the public sector entity is a lessee of a building, the finance lease shall be
recognised as an asset and liability at the lower of the present value of minimum lease
payments and the fair value of the asset, determined at the inception of the lease. The
discount rate applicable for calculating the present value shall be the interest rate implicit
in the lease or the incremental borrowing rate.

(ii) On the other hand, where the public sector entity is the lessor of an operating lease, the
building held for operating leases shall be presented in the lessor’s statement of financial
position according to the nature of the asset.

d) Acquisition through receipt/ transfer of buildings from other government entities - Where a
government entity receives a building from another government entity, the building shall be
recorded by the receiving entity at book value.

Any transactions for constructions and renovations that is not completed within the financial year

are transferred to Capital Work in Progress — Buildings Account, until the asset is completed. The

total acquisition costs are then recognised in the financial year that construction is completed.

Measurement after initial recognition

IPSAS 17 and IAS 16 propose two models of measurement of property, plant and equipment after

initial recognition:

a) Cost model - After recognition as an asset, the asset shall be carried at its cost less any
accumulated depreciation and any accumulated impairment losses.

b) Revaluation model - The revaluation model recognises assets at their fair value only if that
can be measured reliably. If an asset is revalued, its value is the fair value at the date of the
revaluation less any subsequent accumulated depreciation and subsequent accumulated
impairment losses.

26



(2

(3)

2.3.3
(1)

(2

(3)

4)

Special consideration should be given to the interior furnishing of a building which are fixed to
the building which can include interior walls, interior ceilings, floor covering, and internal plant
and equipment, such as air conditioners. The expenditure on interior furnishings should be
recognised as part of the building and depreciated over the expected life of the building. In
addition, the interior furnishings of a leased building can only be recognised over the lesser of:
a) life of the lease, or

b) useful life.

Where the interior furnishings represent an enhancement to the building, they should be
capitalised to the building.

The provisions of this paragraph on use of revaluation model, will remain inactive,
until further notification. All revaluations, other than those relating to disposal of
assets, shall be carried out by the Government valuer.

Subsequent Expenditure

Subsequent expenditure relating to a building that has already been recognised should be added
to the carrying amount of the building when it is probable that future economic benefits or service
potential over the total life of the building, will flow to the entity in excess of the most recently
assessed estimate of useful life. All other subsequent expenditure should be recognised as an
expense in the period in which it is incurred.

Subsequent expenditure on buildings is only recognised as an asset when the expenditure
improves the condition of the asset, measured over its total life, beyond its most recently assessed
standard of performance. The appropriate accounting treatment for expenditure incurred
subsequent to the acquisition of a building depends on the circumstances, which were taken into
account on the initial measurement and recognition of the related investment, and whether
subsequent expenditure is recoverable. For instance, when the carrying amount of a building
already takes into account a loss in future economic benefits or service potential, subsequent
expenditure to restore the future economic benefits or service potential expected from the asset is
capitalised. This is also the case when the purchase price of an asset reflects the entity’s obligation
to incur expenditure that is necessary in the future to bring the asset to its working condition. An
example of this might be the acquisition of a building requiring renovation. In such
circumstances, the subsequent expenditure is added to the carrying amount.

Major Renovations and Leasehold Improvements - Renovations and improvements should be
added to the capitalised value of the existing structure being impacted. Such additions would
include the following:

(i) Ramps, truck doors, fire escapes and other appurtenances.

(i) Improvements requiring modifications of the structure to comply with current fire, health
and safety codes.

(iii) Improvements undertaken to convert unusable floor space into usable floor space; or
upgrade the use of floor space, (i.e. converting storage areas to office space).

(iv) Modernisation of the structure as a whole, and not merely a rearrangement of selective
office areas.

(v) When the renovation project involves a significant razing of the existing structure, the
cost of the portion that was razed should be removed from the asset. If the original cost
figures are unavailable, a reasonable estimate of the original cost should be used.

All further expenses shall be recognised as expenses for the period when they were incurred

including:

a) Expenses related to repairs and operation of buildings, incurred for the purpose of
maintaining of the building in proper technical condition; and

b) Expenses on repairs and restoration of buildings as a result of breakages and impairment of
buildings as a result of incorrect use or operation.
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Capitalisation thresholds
All buildings owned by public sector entities and those leased as finance leases shall be recognised
in an entity’s fixed asset records, irrespective of value.

Depreciation and useful life

The useful life of a building depends on:

a) Materials used in construction - Different materials can be used in construction such as soil
blocks, stabilised soil blocks, natural stones, timber, iron sheets and wattle.

b) Use of buildings — A building may be used for administration or industrial use by the lessee.

¢) State of repair/ regular maintenance — A property that is regularly maintained will have a
longer useful life compared to another that is not regularly maintained.

The useful life to be used for purposes of depreciation of a building held as investment property

shall be as follows:

Table 2.3
Permanent - e.g. constructed using natural 50 — 70 years
stones and concrete
Semi-permanent - e.g. constructed using 15 — 20 years
timber and iron sheets
Temporary — e.g. constructed using soil 10 — 15 years
blocks and mud

The above useful lives are based on the assumption that the building is used for the purpose for
which it was built; and that it is maintained on a regular basis in accordance with the National
Buildings Maintenance Policy developed by the Ministry responsible for buildings.

Buildings owned by government entities shall be depreciated over their estimated useful lives. In
accordance with IPSAS 17 and IAS 16, an increase in the value of the land on which a building
stands does not affect the determination of the depreciable amount of the building.

Finance leases shall be capitalised in an entity’s financial records while operating leases are
expensed. Finance leases shall be depreciated over the remaining period of the lease.

Impairment

The carrying amounts of buildings in the asset register can be reduced following impairment
tests. The fixed asset register and the accounting records shall be updated with changes in the
condition of buildings following instances of impairment.

Recognition of impairment of buildings by public sector entities shall be guided by IPSAS 21, 26
and IAS 36.

Derecognition of buildings and building improvements

Buildings and building improvements can be disposed of through sale,
demolition/decommissioning/ destruction or through transfer to other government entities. The
asset register must be updated whenever a building is disposed of. Replacement or derecognition
of minor components in buildings should generally not be recorded in the asset register due to
materiality.

Building and building improvements should be eliminated from the statement of financial
position on disposal or when the building or building imporvement is permanently withdrawn
from use and no future economic benefits or service potential are expected from its disposal.
Gains or losses arising from the retirement or disposal of buildings and building improvements
should be determined as the difference between the net disposal proceeds and the carrying
amount of the building. For the purposes of display in the financial statements, the gain or loss
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should be included in the statement of Comprehensive Income as an item of revenue or expense,
as appropriate.

Note: The statement of comprehensive income is used by those entities using IFRS and IAS.
For those entities using IPSAS, IPSAS 1 requires, among others, a statement of financial
performance and a statement of changes in net assets/equity. Public sector entities shall
therefore ensure that the relevant accounting records as required by the applicable
standards.

Disclosure in financial statements

The financial statements should disclose all necessary information with respect to buildings as
outlined in IPSAS 17 and IAS 16.

Transitional provisions

A public sector entity shall identify all buildings under their ownership and those held under
finance leases. The Accounting Officer shall prepare a register of buildings including the
document of title on which the building stands, location, plinth area and the materials of
construction, among others.

A public sector entity that adopts accrual accounting for the first time in accordance with
International Accounting Standards shall initially recognize buildings at cost or fair value (as
determined by the ministries responsible for lands and housing). For buildings that were acquired
at no cost, or for a nominal cost, cost is the building’s fair value as at the date of acquisition.

The public sector entity shall recognise the effect of the initial recognition of buildings as an
adjustment to the opening balance of accumulated surpluses or deficits for the period in which
accrual accounting is first adopted in accordance with IPSAS or IAS.

For entities that have already adopted accrual accounting, the Accounting Officer shall review the
capitalization thresholds, useful lives/ depreciation rates as well as depreciation methods used
and ensure alignment with this guideline. Any variations shall be treated as changes in accounting
estimates in the financial records and, treated in accordance with IAS 8 and IPSAS 3 - Accounting
Policies, Changes in Accounting Estimates and Errors.

Applicable accounting standards

IPSAS 17 & IAS 16 — Property, Plant and Equipment

IPSAS 21 or 26 and, IAS 36 - ‘Impairment of Assets’

IPSAS 33 - First time adoption of accrual basis IPSAS.

IPSAS 3 & IAS 8 — Accounting Policies, Changes in Accounting Estimates and Errors

Legislative authority

Cabinet Secretary to the Treasury (Incorporation) Act, Cap 101
Transfer of Property Act 1882, Revised 2010

Planning and Building Regulations, 2009

Building Surveyors Act, No. 19 of 2018

Physical Planning Act, 2015

Built Environment Bill

National Buildings Leasing policy — Draft

Public Works Policy - Draft

National Housing Policy, 2015

Housing Bill

National Slum Upgrading and Prevention Policy, 2017
Architects and quantity surveyors Act, Cap 525

PPAD Act, 2015
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PPAD Regulations, 2020

PFM Act, 2012

PFM (National Government) Regulations, 2015
PFM (County Governments) Regulations, 2015

Implementation of guideline

The dates of implementation of the guideline are as follows:

Table 2.4

Effective Date

Beginning on or after 1 July 2020

Date guideline approved

Date guideline amended
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Introduction

General management and administration of investment property
Accounting for investment property

Transitional provisions

Applicable accounting standards

Legislative authority

Implementation of guideline

Introduction

Preamble

Investment property can be defined as a property that is not occupied by the owner, usually
purchased specifically to generate profit through rental income and/or capital gains.

In some instances public sector entities may hold property to earn rental income and capital
appreciation. For example, a public sector entity may be established to manage a property
portfolio on a commercial basis. In this case, the property held by the entity, unlike property held
for resale in the ordinary course of operations, is defined as investment property. Other entities
may also hold property for rental or capital appreciation and use the cash thus generated to
finance their other (service-delivery) activities. For example, a national government or county
government entity may own a building for the purpose of leasing it on a commercial basis to
external parties in order to generate revenue, rather than to produce or supply goods and services.
This property would also meet the definition of investment property.

IPSAS 16 and IAS 40 define investment property as: property (land or a building — or part of a
building — or both) held to earn rentals or for capital appreciation or both, rather than for:

a) Use in the production or supply of goods or services or for administrative purposes; or

b) Sale in the ordinary course of operations.

A building can be classified based on the materials used to construct it, that is, it could be
permanent, semi-permanent or temporary.

Section 140(7) of the PFM (National government) Regulations, 2015 and section 133(7) of the
PFM (County governments) Regulations stipulate that the Accounting Officer of a public sector
government entity “shall in consultation with a technical department review, at least annually
when finalizing the budget, all fees, charges, rates, tariffs or scales of fees or other charges relating
to the letting of state property to ensure sound financial planning and management”.

The bodies involved in the management and oversight over investment property (land and
buildings) in Kenya include:

Table 3.1

GoK Body Role

Ministry of Lands and | The Ministry of Lands and Physical Planning is responsible for the efficient
Planning administration, equitable access, secure tenure and sustainable management
of land resources in the country. In accordance with Executive Order No. 1 of
2018, the Ministry is charged with the following functions;

e National Lands Policy and Management;
e Physical Planning for land use;

e Land Transactions;

e Survey and Mapping;
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e Land Adjudication;

e Settlement Matters;

e Rural Settlement Planning;

e Land Registration;

e National Spatial Infrastructure;

e Land and Property Valuation Services Administration;

e Administration of Public Land as Designated by the Constitution;
e Land Information Systems; and

e Maintenance of a public land bank

National Land The mandate of the commission as per Article 67 of the constitution and
Commission section 5 of the National Land Commission Act No. 3 of 2012 is to:

e manage public land on behalf of the National and County Governments;

e recommend a National Land Policy to the National Government;

e advise the National Government on a comprehensive program for
registration of title in land throughout Kenya;

e conduct research related to land and the use of natural resources and
make recommendations to appropriate authorities;

e initiate investigations on its own initiative or on a complaint into present
or historical land injustices and recommend appropriate redress;

e encourage the application of traditional dispute resolution mechanisms
in land conflicts;

e assess tax on land and premiums on immovable property in any area
designated by law;

e monitor and have oversight responsibility over land use planning
throughout the country;

e alienate public land;

e monitor the registration of all the rights and interests in land;

e ensure sustainable management of land for their intended purpose and
for future generation; and

¢ develop and maintain an effective public land information management
system at National and County levels.

State Department of The state department for housing, urban development and Public Works
Housing, Urban under MOTIHUD has the following functions in relation to buildings:
Development and

e Housing policy management
Public Works

e Management of civil servants housing scheme

e  Public works policy and planning

e Development and management of affordable housing

e Management of building and construction standards and codes

e National building inspection services

e Registration and regulation of contractors, consultants for buildings,
civil works and material suppliers

e Registration of contractors and materials suppliers building research
services
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e Coordination and delivery of the Big Four Agenda 500,000 new homes
housing plan

e Setting and management of building and construction standards and
codes

e National secretariat for human settlement

e Development and management of government housing

e Shelter and slum upgrading

e Urban planning and development

e Maintenance of inventory of Government housing property

e Provision of mechanical and electrical building services

e Building research services

e Registration and regulation of civil, building and electro-mechanical
contractors

e Development and management of public buildings

e Other public works

National Housing e The primary mandate of NHC is to play a principal role in the
Corporation implementation of the Government’s Housing Policies and
Programmes.

e The Corporation functions include promoting low-cost houses,
stimulating the building industry and encouraging and assisting
housing research.

e The NHC is the Government's main agency through which public funds
for low cost housing would be channeled and for providing the technical
assistance needed in the design and implementation of their housing

schemes.
National Construction e The National Construction Authority (NCA) is a government
Authority organisation which regulates, streamlines and builds capacity in the

construction industry. Its mandate is to To regulate the construction
industry and coordinate its development

Directorate of The mandate of the Directorate is to ensure compliance with the provisions
Occupational Safety & | of the Occupational safety and health Act, 2007 and promote safety and
Health Services health of workers. The core functions with respect to buildings include:
(DOSHS)

e Approving architectural plans of building intended for use as workplaces;

e Inspecting workplaces to ensure compliance with safety and health law;

e Examination and testing of steam boilers, air & steam receivers, gas
cylinders, lifts, cranes chains and other lifting equipment; and

e Investigation of occupational accidents and diseases with a view to
preventing recurrence.

County Governments County Governments took over investment property previously owned by the
defunct local authorities.

3.1.2 Objectives of the guideline
(1)  The objective of this guideline is to guide the preparation of a standardized public sector entity
asset register in order to facilitate consolidation into a Government register of assets. The
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guideline also aims to ensure uniformity in the management and administration of investment
property by all public sector entities.

In addition, the guideline prescribes the appropriate measurement, treatment and disclosure for
investment property and provide technical guidance for the preparation of financial statements,
so as to enable them to give a true and fair view, with respect to investment property. The
guideline is prepared following guidance from all relevant International Accounting Standards,
including IPSASs, IAS and IFRS.

Characteristics of investment property

Investment property is held to earn rentals or for capital appreciation or both. Therefore,

investment property generates cash flows largely independently of the other assets held by an

entity. This distinguishes investment property from other land or buildings controlled by public
sector entities, including owner-occupied property. The production or supply of goods or services

(or the use of property for administrative purposes) can also generate cash flows. For example,

public sector entities may use a building to provide goods and services to recipients in return for

full or partial cost recovery. However, the building is held to facilitate the production of goods and
services and the cash flows are attributable not merely to the building, but also to other assets
used in the production or supply process.

Based on the foregoing, in order to classify an asset as an Investment Property it must:

a) Meet the definition of an asset;

b) Be anon-monetary asset;

¢) Have a physical substance (be a tangible asset);

d) Be held for capital appreciation or rental to others;

e) Not be occupied by the owner of the building, meaning;:

(i) It should not be used in the production or supply of goods or services or for
administrative purposes; or

(ii) It should not be held for sale in the ordinary course of the business; or

(iii) The asset is held to deliver a social service that also generates cash inflows (i.e. rent to
vulnerable individuals and groups).

The following are examples of investment property:

a) Land held for long-term capital appreciation rather than for short-term sale in the ordinary
course of operations. For example, land held by a public sector entity for capital appreciation,
which may be sold at a beneficial time in the future;

b) Land held for a currently undetermined future use. (If an entity has not determined that it
will use the land either as owner-occupied property, including occupation to provide services
such as those provided by national parks to benefit current and future generations, or for
short-term sale in the ordinary course of operations, the land is considered to be held for
capital appreciation);

¢) Land purchased or held for future commercial investment;

d) A building owned by the reporting entity (or held by the reporting entity under a finance
lease) and leased out under one or more operating leases on a commercial basis. For example,
an entity may own a building that it leases on a commerecial basis to external parties; and

e) A building that is vacant but is held to be leased out under one or more operating lease on a
commercial basis to external parties.

Distinction between investment property and other property

The classification of an investment property is based on management's judgement; the following
criteria shall be applied to distinguish investment property from owner-occupied property or
property held for resale:
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Table 3.2

Investment property PPE (Buildings) Non-current assets held
for sale

The asset generates its own
cash flows in the form of
rentals (on a commercial
basis)

Rental income earned is below market
value, and the asset is held for service
delivery rather than to generate a
commercial return

Land and other properties
held for sale within the next
12 months

The asset is held for capital
appreciation

The asset is held to achieve service
delivery objectives rather than to earn
rental or for capital appreciation

Investment property that is
being redeveloped for
continued use as an
investment property

Property that is being constructed or
developed for future use as investment
property (until the asset meets the
definition of investment property it is
accounted for as PPE)

Land held for an
undetermined use

Owner occupied-property such as
office buildings and residential
buildings occupied by staff members
(assets used by employees, irrespective
of whether or not the employees pay
rent at market rates, are owner-
occupied)

If part of a property is used for getting of rental payments and capital growth, while another part
is used for administrative purposes and such parts of a buildings can be operating independently
from each other (or leased out independently), public sector entities shall be accounting for such
property or their parts separately. If the parts of a building cannot be operated or disposed of
separately, such property shall be considered as investment property only in such cases, if only
their small portion (less than 10%) is designated for administrative purposes.

Custody of documents of ownership

The accounting officer should ensure that a public sector entity has documents of ownership for
all its investment property. The documents of ownership for land include title deeds, certificates
of title and certificates of lease. Conveyance indentures, reservation letters and occupation
licences serve proof of ownership for land and are not documents of ownership. The same applies
to gazette notices for irrigation schemes, forests, roads and other infrastructure. Letters of
allotment, deed plans, letters of offer and scheme cards are documents issued in the processing of
documents of title and do not serve as documents of title.

The documents of ownership for buildings include lease agreements for leased buildings and
invoices raised by suppliers and/or contractors on acquisition of buildings.

Where an entity is a body corporate, the documents of ownership shall be in the name of the
entity and shall be under the custody of the Accounting Officer. In all other instances, the
documents of ownership shall be in the name of Cabinet Secretary, National and shall be under
the custody of the National Treasury.

Accounting officers should ensure that all public buildings should be registered by the ministry
responsible for office and residential buildings.
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Reference to Non-financial Asset Management Guidelines

Investment property is a non-financial asset and hence this guideline shall be read in conjunction
with the non-financial asset management guidelines under Part IV (i) of Guidelines on asset and
liability management in the public sector.

The non-financial asset management guidelines provide detailed guidance on the administration
and management of non-financial assets as well as their accounting treatment. The guidelines
have adopted the life cycle approach to non-financial assets management. The four phases of the
life cycle of a non-financial asset include planning, acquisition, operation and maintenance and,
disposal. The detailed guidelines with respect to the four phases have been documented in the
Guidelines on asset and liability management in the public sector and are applicable to
investment property.

General management and administration of investment property

In addition to the management and administration aspects documented in the non-financial asset
management guidelines in the Guidelines on asset and liability management in the public sector,
the specific matters relating to land and, to buildings and building improvements apply to
investment property.

Acquisition of investment property

Public sector entities will only acquire investment if it is in their mandate to do so.

The Accounting Officer shall notify The Cabinet Secretary, National Treasury or relevant county
treasury before any acquisitions of investment property.

Recording of investment property

The accounting officer of every public sector entity shall ensure that an investment property
register is maintained for all investment property owned by the entity. All investment property
held as finance leases should be included in the asset register of the entity.

Each accounting officer shall submit quarterly registers to the National Treasury of all investment
property owned and those held as finance leases in accordance with the format attached under
appendix 6 (¢), 6(d) or 12, as applicable.

Valuation of investment property
The Accounting Officer shall liaise with the Government valuer for purposes of determining the
value of investment property to the reflected in the asset register and in books of account.

Disposal of investment property

The disposal of assets, including investment property, is governed by Part XIV of the PPAD Act,
2015. Part VI of the PPAD Act, 2015 outlines the general procurement and disposal principles,
including guidelines on intangible assets disposal.

The National Treasury and relevant county treasury has the final responsibility for approving
proposed disposals of land and buildings, including investment property, in accordance with
Section 198 (11) of the PPAD Regulations, 2020. Section 198 (12) of the Regulations, 2020 also
requires the accounting officer to submit a disposal report on land and buildings to the National
Treasury or relevant county treasury.

Public sector entities shall submit a business case to the Cabinet Secretary, National Treasury or
the CEC of the relevant county treasury, setting out the rationale and means of disposal, taking
into account the requirements of the PPAD Act, 2015.

Decisions to dispose of investment property must take into account government objectives and
demonstrate delivery of best value for money.

The disposal value for investment property shall be based on a professional valuation of the
property that shall not have been carried out more than 24 months from the date of disposal.
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Accounting for investment property
Investment property shall be accounted for in accordance with IPSAS 16 and IAS 40 — Investment
Property.

Recognition

Investment property is recognised as an asset, when:

a) a public sector entity expects to derive future economic benefits or potential of services, from
the investment property; and

b) Cost or fair value of investment property can be established reliably.

Measurement

Measurement at recognition

Investment property should be measured initially at its cost (transaction costs should be included

in this initial measurement).

Where an investment property is acquired at no cost, or for a nominal cost, its cost is its fair value

as at the date of acquisition.

The cost of a purchased investment property comprises its purchase price and any directly

attributable expenditure. Directly attributable expenditure includes, for example, professional

fees for legal services, property transfer taxes and other transaction costs.

The value of investment property shall not be increased by the following expenses:

a) Initial/ start-up costs (except such expenses, which are necessary to be incurred for the
purpose of bringing of property into operational condition in accordance with its functional
designation);

b) Initial operating losses incurred before the investment property achieves the planned level of
occupancy; and

c¢) Excessive use of materials, labour or other resources in the course of construction or
reconstruction of property.

An investment property may be received as gift or contributed to the entity. For example, a

national government may transfer at no charge a surplus office building to another public sector

entity, which then lets it out at market rent. An investment property may also be acquired for no
cost, or for a nominal cost, through the exercise of powers of repossession. In these
circumstances, the cost of the property is its fair value as at the date it is acquired.

Where an entity initially recognises its investment property at fair value in accordance with the

allowed alternative where no cost value is available (as allowed by IPSAS 16, Investment

Property), the fair value is the cost of the property. The entity may decide, subsequent to initial

recognition, to adopt either the fair value model or the cost model.

The initial cost of a property interest held under a lease and classified as an investment property

shall be as prescribed for a finance lease by paragraph 28 of IPSAS 13, i.e., the asset shall be

recognised at the lower of the fair value of the property and the present value of the minimum
lease payments. An equivalent amount shall be recognised as a liability in accordance with that
same paragraph. Initial value of investment property, retained for financial lease, shall be
determined at the lower of fair value or discounted value of minimal rental payments and the
equivalent amount is recognised as commitment.

Measurement after initial recognition
IPSAS 16 and IAS 40 propose two models of measurement of property, plant and equipment after
initial recognition:

a) Cost Model

After initial recognition, an entity that chooses the cost model should measure all of its
investment property using the benchmark treatment and the guidelines for normal assets as
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stated in the previous section that is, at cost less any accumulated depreciation and any
accumulated impairment losses.

b) Revaluation/ Fair Value Model

A gain or loss arising from a change in the fair value of investment property should be included in
net surplus/deficit for the period in which it arises.

The fair value of investment property is the price at which the property could be exchanged
between knowledgeable, willing parties in an arm’s length transaction and hence the fair value of
investment property is usually its market value.

Fair value is measured as the most probable price reasonably obtainable in the market at the
reporting date in keeping with the fair value definition. It is the best price reasonably obtainable
by the seller and the most advantageous price reasonably obtainable by the buyer. This estimate
specifically excludes an estimated price inflated or deflated by special terms or circumstances
such as atypical financing, sale and leaseback arrangements, special considerations or
concessions granted by anyone associated with the sale (certain of above mentioned
circumstances may not apply to the public sector at large but are noted for the sake of
completeness and explanation of the principle involved).

An entity determines fair value without any deduction for transaction costs that the entity may
incur on sale or other disposal.

The fair value of investment property should reflect the actual market state and circumstances as
of the reporting date, not as of either a past or future date.

If an entity has previously measured an investment property at fair value, the entity should
continue to measure the property at fair value until disposal (or until the property becomes
owner-occupied property or the entity begins to develop the property for subsequent sale in the
ordinary course of operations) even if comparable market transactions become less frequent or
market prices become less readily available.

For purposes of this guideline, fair value of land shall be determined using zonal maps developed
by the ministry responsible for lands while the fair value of buildings shall be determined after
engagement of the Government valuer.

Subsequent Expenditure

Subsequent expenditure relating to an investment property that has already been recognised
should be added to the carrying amount of the investment property when it is probable that future
economic benefits or service potential over the total life of the investment property, will flow to
the entity in excess of the most recently assessed estimate of useful life. All other subsequent
expenditure should be recognised as an expense in the period in which it is incurred.

Subsequent expenditure on investment property is only recognised as an asset when the
expenditure improves the condition of the asset, measured over its total life, beyond its most
recently assessed standard of performance. The appropriate accounting treatment for expenditure
incurred subsequent to the acquisition of an investment property depends on the circumstances,
which were taken into account on the initial measurement and recognition of the related
investment, and whether subsequent expenditure is recoverable. For instance, when the carrying
amount of an investment property, especially a building, already takes into account a loss in
future economic benefits or service potential, subsequent expenditure to restore the future
economic benefits or service potential expected from the asset is capitalised. This is also the case
when the purchase price of an asset reflects the entity’s obligation to incur expenditure that is
necessary in the future to bring the asset to its working condition. An example of this might be the
acquisition of a building requiring renovation. In such circumstances, the subsequent expenditure
is added to the carrying amount.

All further expenses shall be recognised as expenses for the period when they were incurred
including:
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a) Expenses related to repairing and operation of investment property, incurred for the purpose
of maintaining of property in proper technical condition; and

b) Expenses on repairing and restoration of investment property as a result of breakages and
impairment of investment property as a result of incorrect operation.

Capitalisation thresholds
All investment property owned by an entity and those leased as finance leases should be
recognised in an entity’s fixed asset records, irrespective of value.

Depreciation and useful life

Land held as investment property shall not be depreciated.

The useful life of buildings held as investment property will be based on the same guidelines as

that accepted for other buildings, treated as property, plant and equipment.

The useful life of a building held as investment property depends on:

a) Materials used in construction - Different materials can be used in construction such as soil
blocks, stabilised soil blocks, natural stones, timber, iron sheets and wattle.

b) Use of buildings — A building may be used for administration or industrial use by the leesses.

c) State of repair/ regular maintenance — A property that is regularly maintained will have a
longer useful life compared to another that is not regularly maintained.

The useful life to be used for purposes of depreciation of a building held as investment property

shall be as follows:

Table 3.3
Type of building Estimated useful life
Permanent - e.g. constructed using natural 50 — 770 years
stones and concrete
Semi-permanent - e.g. constructed using 15 — 20 years

timber and iron sheets

Temporary — e.g. constructed using soil blocks | 10 — 15 years

and mud

The above useful lives are based on the assumption that the property is used for the purpose for
which it was built; and that it is maintained on a regular basis in accordance with the National
Buildings Maintenance Policy developed by the Ministry of Transport, Infrastructure, Housing &
Urban Development.

In accordance with IPSAS 17 and IAS 16, an increase in the value of the land on which a building
stands does not affect the determination of the depreciable amount of the property.

Impairment

The carrying amounts of buildings held as investment property in the asset register can be
reduced following impairment tests. The fixed asset register shall be updated with changes in the
condition of buildings following instances of impairment.

The recognition of impairment in the financial records of a public sector entity shall be guided by
IPSAS 21 or 26 and, IAS 36.

Transfers and disposals

Transfers

Transfers to, or from, investment property should be made when, and only when, there is a

change in use, evidenced by:

a) Commencement of owner-occupation, for a transfer from investment property to owner-
occupied property;
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b) Commencement of development with a view to sale, for a transfer from investment property

to inventories;
¢) End of owner-occupation, for a transfer from owner occupied property to investment

property;

d) Commencement of an operating lease (on a commercial basis) to another party, for a transfer

from inventories to investment property; or

e) End of construction or development, for a transfer from property in the course of
construction or development.

Public sector entities, accounting for investment property by the cost model shall conduct

transfers of investment property to the category of fixed assets or inventory without modification

of the book value of the property, or the value of the property for the purpose of valuation and
information disclosure. The transfer of a fixed asset, accounted for by actual costs into the

category of investment property, accounted for by actual costs, shall be conducted by writing off

of accumulated amortization and depreciation reserve on fixed assets.

When an owner-occupied property becomes an investment property carried at fair value, an

entity continues to depreciate the property and to recognise any impairment losses that have

occurred. The entity treats any difference at that date between the carrying amount of the

property under and its fair value in the same way as a revaluation. This means that:

a) Any resulting decrease in the carrying amount of the property is recognised in net
surplus/deficit for the period. However, to the extent that an amount is included in

revaluation surplus for that property, the decrease is charged against that revaluation surplus;

and
b) Any resulting increase in the carrying amount is treated as follows:

(i) to the extent that the increase reverses a previous impairment loss for that property, the
increase is recognised in net surplus/deficit for the period. The amount recognised in net
surplus/deficit for the period does not exceed the amount needed to restore the carrying

amount to the carrying amount that would have been determined (net of depreciation)
had no impairment loss been recognised; and
(i) any remaining part of the increase is credited directly to equity under the heading of

revaluation surplus. On subsequent disposal of the investment property, the revaluation

surplus included in equity may be transferred to accumulated surpluses or deficits. The

transfer from revaluation surplus to accumulated surpluses or deficits is not made
through the statement of financial performance.

Derecognition of investment property

An investment property should be eliminated from the statement of financial position on disposal

or when the investment property is permanently withdrawn from use and no future economic
benefits or service potential are expected from its disposal.
Gains or losses arising from the retirement or disposal of investment property should be

determined as the difference between the net disposal proceeds and the carrying amount of the

asset. For the purposes of display in the financial statements, the gain or loss should be included

in the statement of financial performance as an item of revenue or expense, as appropriate.

3.3.10 Disclosures in financial statements

3.4
@®

The same information as is provided for other land and buildings should be included in the
financial statements with an indication that the property is investment property. The details of
the specific items of disclosure are enumerated under IPSAS 16 and IAS 4o0.

Transitional provisions

A public sector entity shall identify all investment property owned by the entity and those held as

finance leases. The accounting Officer shall prepare a register of such investment including all
land in dispute. The investment register shall capture details of ownership, L. R No., location,
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acreage, whether freehold or leasehold, and details of any disputes, among others. It will also
include details of buildings such as the document of title on which the building stands, location,
plinth area and the materials of construction, among others.

An entity that adopts accrual accounting for the first time in accordance with International
Accounting Standards shall initially recognize investment property at cost or fair value. For
investment properties that were acquired at no cost, or for a nominal cost, cost is the investment
property’s fair value as at the date of acquisition.

The entity shall recognise the effect of the initial recognition of investment property as an
adjustment to the opening balance of accumulated surpluses or deficits for the period in which
accrual accounting is first adopted in accordance with IPSAS, IAS or IFRS.

For entities that have already adopted accrual accounting, the Accounting Officer shall review the
capitalization thresholds, useful lives/ depreciation rates as well as depreciation methods used
and ensure alignment with this guideline. Any variations shall be treated as changes in accounting
estimates in the financial records and, treated in accordance with IAS 8 and IPSAS 3 - Accounting
Policies, Changes in Accounting Estimates and Errors.

Applicable accounting standards

e IPSAS 16 & IAS 40 - Investment Property

o IPSAS 17 & IAS 16 — Property, Plant and Equipment

e IPSAS 21 0or 26 and, IAS 36 - Impairment of Assets

e IPSAS 33 First time adoption of accrual basis IPSAS

e IPSAS 3 & IAS 8 — Accounting Policies, Changes in Accounting Estimates and Errors

Legislative authority

e Constitution of Kenya, 2010

e (Cabinet Secretary to the Treasury (Incorporation) Act, Chapter 101
e Land Act, No. 6 of 2012

e Land Registration Act, No. 3 of 2012

e Land Registration (General) Regulations, 2017
e National Land Commission Act, No. 5 of 2012

e National Land use Policy 2017

e Trust of Land Act, 1941

e Urban Areas and cities Act, 2011

e The Community Lands Act, No. 27 of 2016

e Community Land Regulations, 2017

e National Land Policy, 2009

e Transfer of Property Act 1882, Revised 2010

¢ Planning and Building Regulations, 2009

e Building Surveyors Act, No. 19 of 2018

e Physical Planning Act, 2015

e  Built Environment Bill

e National Buildings Leasing policy — Draft

e  Public Works Policy - Draft

e National Housing Policy, 2015

e Housing Bill

e National Slum Upgrading and Prevention Policy, 2017
e Architects and quantity surveyors Act, Cap 525
e PFM Act, 2012

¢ PFM (National Government) Regulations, 2015
¢ PFM (County Governments) Regulations, 2015
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e PPAD Act, 2015

e PPAD Regulations, 2020

e PPP Act, 2013

e Valuation of Rating Act, 2012, Revised 2015
e Survey Act, Cap 299

Implementation of guideline

The dates of implementation of this guideline are as follows:

Table 3.4

Effective Date

Beginning on or after 1 July 2020

Date guideline approved

Date guideline amended
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This guideline covers the following areas:

Introduction

General management and administration of intangible assets
Accounting for intangible assets

Transitional provisions

Applicable accounting standards

Legislative authority

Implementation of guideline

Introduction

Preamble

IPSAS 31 Intangible Assets, defines intangible assets as: “An identifiable non-monetary asset
without physical substance”. IAS 38 also defines intangible assets as “identifiable non-monetary
assets without physical substance held for use in the production or supply of goods or services, for
rental to others, or for administrative purposes”. Under the IAS 38 approach, intangible assets
must therefore meet both the general definition of an asset and the additional requirements of the
definition. An item hence meets the definition of an intangible asset if it meets all of the following:
a) Identifiability;

b) Non-monetary;

¢) Without physical substance;

d) Control; and

e) Future economic benefits or service potential.

a) Identifiability
An asset is identifiable if it either:

Is separable, i.e., is capable of being separated or divided from the entity and sold, transferred,
licensed, rented, or exchanged, either individually or together with a related contract, identifiable
asset or liability, regardless of whether the entity intends to do so; or

(ii) Arises from binding arrangements (including rights from contracts or other legal rights),

regardless of whether those rights are transferable or separable from the entity or from other
rights and obligations.

(iii) It is important to note that even though the definition given would qualify goodwill as an

b)

c)

d)
@

intangible asset, only goodwill that is acquired is recognised as an asset.

Non- monetary

A non-monetary asset is one that does not involve hard cash. A monetary asset or liability is
defined as the right to receive a fixed or determinable number of currency units. A non-monetary
asset or liability is one that does not involve such a sight or obligation. As such, intangible assets
are non-financial rather than financial.

Without physical substance
This means that the asset exists but cannot be touched or seen, like other assets such as inventory
and equipment.

Control of an Asset

An entity controls an asset if the entity has the power to obtain the future economic benefits or
service potential flowing from the underlying resource and to restrict the access of others to those
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benefits or that service potential. The capacity of an entity to control would normally stem from
legal rights that are enforceable in a court of law.

Future Economic Benefits or Service Potential

The future economic benefits or service potential flowing from an asset may include revenue from
the sale of products or services, cost savings, or other benefits resulting from the use of the asset
by the entity.

Even though intangible assets have no physical characteristics, they have value because of the

advantages or exclusive privileges and rights they provide to an entity. Entities frequently expend

resources, or incur liabilities, on the acquisition, development, maintenance, or enhancement of

intangible resources such as scientific or technical knowledge, design and implementation of new

processes, or systems, licences, intellectual property and trademarks. The most common

examples of items encompassed by these broad headings are computer software, patents,

copyrights, trademarks and licences.

Examples of intangible assets held by public sector entities include:

a) rights under licensing agreements for films, videos, plays, and manuscripts, in entities such as
broadcasting, tourism, arts and culture;

b) patents and copyrights held by government entities in fields such as tourism, research,
education, health, agriculture, archives;

¢) databases and database management software created and maintained by government
entities, such as those containing information on the demographic statistics of the population,
land ownership, private sector entity ownership and registers of securities and charges;

d) airport landing rights;

e) licenses to operate radio or television stations;

f) import/export licenses;

g) Brand names;

h) Permits;

i) fishing quotas;

j) right to control the extraction of mineral resources;

k) agreements with other entities which give that other entity a right to provide utilities; and

1) rights to issue rights, licenses and quotas.

This guideline applies to the treatment of all intangible assets in the financial statements of public

sector entities. Any exceptions relating to intangible assets are defined under IPSAS 31 and IAS

38.

The bodies involved in the management and oversight over intangible assets in Kenya include:

Table 4.1
The State Law Office According to Article 156 of the Constitution, the Attorney General in Kenya
and Department of is the principal legal advisor for the national government. He or she is
Justice/ Office of the responsible for representing the national Government in court or any other
Attorney General legal proceedings to which the national Government is a party (other than

criminal proceedings). With respect to intangible assets, the Office of the
Attorney General reviews contracts drawn between public sector entities for
rights, licences, intellectual property and software development.

In accordance with Executive Order No. 1 of June 2018, the Office also plays
the following roles:

e Legislative drafting

e Drafting and vetting of agreements
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e Public Trustee
e Official Receiver
e Custodian of enemy property

Ministry of
Information,
Communication and
Technology (ICT)

According to Executive Order No. 1 of 2018, the mandate of the Ministry of
Information, Communication and Technology (ICT) comprises the
formulation of policies and laws that regulate standards and services in the
ICT sector, Telecommunications and the Media industry. It is also charged
with the responsibility of promotion of e-Government, promotion of
software development industry, development of national communication
capacity and infrastructure, management of National Fibre Optic
infrastructure, developing and administering ICT standards, building
capacity of mass media and ICT, and the dissemination of public
information, including the issuance of broadcasting licences to media
players.

ICT Authority

The following are the functions of the ICT Authority relating to the
management of intangible assets:

e Set and enforce ICT standards and guidelines for the human resource,
infrastructure, processes and system and technology for the public
office and public service;

e Facilitate and regulate the design, implementation and use of ICTs in
the public service;

e Establish, develop and maintain secure ICT infrastructure and systems;
and

e Supervise the design, development and implementation of critical ICT
projects across the public service.

KEPHIS

Kenya Plant Health Inspectorate Service (KEPHIS) is the government
parastatal whose responsibility is to assure the quality of agricultural inputs
and produce to prevent adverse impact on the economy, the environment
and human health. One of its strategic objectives is to support compliance to
market requirements. In this respect, KEPHIS issues licences to importers.

Kenya Industrial

Kenya Industrial Property Institute (KIPI) is a government parastatal

Property Institute established on 2nd May 2002 upon the coming into force of the Industrial
Property Act 2001. The functions of the Institute are to:
e  Administer industrial property rights;
e Provide technological information to the public;
e Promote inventiveness and innovativeness in Kenya; and
e Provide training on Industrial property.
Kenya Copyright Board | The Kenya Copyright Board is a State Corporation that was established

under Section 3 of the Copyright Act Cap 130 of the Laws of Kenya to
administer and enforce copyright and related rights in Kenya.

Kenya Civil Aviation
Authority

Kenya Civil Aviation Authority’s (KCAA) primary functions include;
Regulation and oversight of Aviation Safety & Security; Economic regulation
of Air Services and development of Civil Aviation; Provision of Air
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Navigation Services, and Training of Aviation personnel KCAA; as guided by
the provisions of the convention on international civil aviation, related
International Civil Aviation Organisation Standards and Recommended
Practices (SARPs), the Kenya Civil Aviation Act, 2013 and the civil aviation
regulations. This includes the regulation of landing rights at Kenyan

airports.
Communication The Communications Authority of Kenya (CA) is the regulatory authority for
Authority of Kenya the communications sector in Kenya. The Authority is responsible for

facilitating the development of the information and communications sectors
including; broadcasting, cybersecurity, multimedia, telecommunications,
electronic commerce, postal and courier services. Its responsibility with
respect to intangible assets include:

e Licensing all systems and services in the communications industry,
including; telecommunications, postal, courier and broadcasting.

e Managing the country’s frequency spectrum and numbering resources.

e Facilitating the development and management of a national cyber
security framework.

e Type approving and accepting communications equipment meant for
use in the country.

e Regulating retail and wholesale tariffs for communications services.

e Monitoring the activities of licensees to enforce compliance with the
licence terms and conditions as well as the law.

Anti-Counterfeit The Anti-Counterfeit Authority was established under the Anti-Counterfeit
Authority Act 2008 as a State Corporation with the mandates to enlighten and inform
the public on matters relating to counterfeiting, combat counterfeiting, trade
and other dealings in counterfeit goods, devise and promote training
programs to combat counterfeiting and co-ordinate with national, regional
or international organizations involved in combating counterfeiting. The
Authority is responsible for the enforcement of Intellectual Property Rights
in Kenya, by handling Intellectual Property Rights complaints.

County Governments County governments have made investments in intangible assets, especially
computer software. The county governments may also issue licences and
access rights to service users in their jurisdictions.

4.1.2 Objectives of the guideline

(1)  The objective of this guideline is to guide the preparation of a standardized public sector entity
asset register in order to facilitate consolidation into a Government register of assets. The
guideline also aims to ensure uniformity in the management and administration of intangible
assets by all public sector entities.

(2) In addition, the guideline prescribes the appropriate measurement, treatment and disclosure for
intangible assets and provide technical guidance for the preparation of financial statements, so as
to enable them to give a true and fair view, with respect to intangible assets. The guideline is
prepared following guidance from all relevant International Accounting Standards, including
IPSASs, IAS and IFRS.
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Documents of ownership

Accounting officers should ensure that a public sector entity has documents of ownership for all
its intangible assets. Intangible assets include software, patents, copyrights, rights of way and
rights of access to resources such as minerals, water and timber, among others.

The documents of ownership in the case of intellectual property would be documents obtained
from relevant bodies. For rights of access to resources and internally generated intangible assets
an entity should have signed contracts. Accounting Officers should ensure that such contracts
have adequate safeguards to protect the ownership of the assets by public sector entities.

Where an entity is a body corporate, the documents of ownership shall be in the name of the
entity and shall be under the custody of the Accounting Officer. In all other instances, the
documents of ownership shall be in the name of Cabinet Secretary, National Treasury and shall be
under the custody of the National Treasury.

Reference to Non-financial Asset Management Guidelines

Intangible assets are non-financial asset and hence this guideline shall be read in conjunction
with the non-financial asset management guidelines under Part IV (i) of Guidelines on asset and
liability management in the public sector.

The non-financial asset management guidelines provide detailed guidance on the administration
and management of non-financial assets as well as their accounting treatment. The guidelines
have adopted the life cycle approach to non-financial assets management. The four phases of the
life cycle of a non-financial asset include planning, acquisition, operation and maintenance and,
disposal. The detailed guidelines with respect to the four phases have been documented in the
Guidelines on asset and liability management in the public sector and are applicable to intangible
assets.

General management and administration of intangible assets

In addition to the management and administration aspects documented in the non-financial asset
management guidelines in the Guidelines on asset and liability management in the public sector,
the following matters are specific to intangible assets.

Acquisition of intangible assets
Intangibles can be acquired:

a) by separate purchase ;

b) as part of a business combination;

¢) by agovernment grant;

d) by exchange of assets; or

e) Dby self-creation (internal generation).
Accounting officers shall ensure that all contracts relating to intangible assets and that could
result in a contingent liability on the part of the national government or the entity itself are
reviewed by the Office of the Attorney General to ensure adequate risk mitigation.
Accounting Officers should ensure that such contracts have adequate safeguards to protect the
ownership of the assets by public sector entities. In particular, contracts for internally generated
software should ensure that all access rights are handed over by service providers to public sector
entities at the end of the contract.

Classification of software

Computer software can be classified as either a tangible asset, i.e. as property, plant and
equipment or an intangible asset, depending on the level of integration with the related hardware.
In cases where software is an integral part of the related hardware, i.e. the hardware cannot
operate without the software e.g. software such as Microsoft Office. In such an instance, the
software will be treated as property, plant and equipment (under the relevant class of ICT
equipment) together with the related hardware already recognised, which will normally be
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computer equipment, a laboratory computer equipment (e.g. computer hardware and related
operating systems are recognised under PPE). In such a case, the Guidelines on ICT equipment
shall apply.

In cases where the software is not an integral part of the related hardware, i.e. the hardware can
operate without the software, an entity determines whether the asset meets the definition and
recognition criteria of an intangible asset, and if met, capitalize the cost as an intangible asset (e.g.
IFMIS software, Sage Accounting etc.).

The software classification with the attendant recognition can be depicted as below:

Table 4.2
Types of Software Classification
Software integrated with Classified as part of Property, Plant and Equipment under the
hardware relevant class of ICT equipment
Stand-alone software Classified as intangible asset

Disposal of intangible assets

The disposal of assets, including intangible assets, is governed by Part XIV of the PPAD Act, 2015.
Part VI of the PPAD Act, 2015 outlines the general procurement and disposal principles, including
guidelines on asset disposal.

Accounting for intangible assets
Intangible assets shall be accounted for in accordance with IPSAS 31 and IAS 38 — Intangible
Assets.

Recognition

An item that meets the definition of an intangible asset shall be recognised and reported in the

Financial Statements of the entity if, and only if, the following two recognition criteria are met:

a) Itis probable that the expected future economic benefits or service potential that are
attributable to the asset will flow to the entity; and

b) The cost or fair value of the asset can be measured reliably.

An entity shall assess the probability of expected future economic benefits or service potential

using reasonable and supportable assumptions that represent management’s best estimate of the

set of economic conditions that will exist over the useful life of the asset.

In order to demonstrate how an intangible asset will generate probable future economic benefits

or service potential, an entity assesses the future economic benefit or service potential to be

received from the asset utilising the principles in IPSAS 21, 26 and IAs 36 on Impairment of Cash

and Non-Cash Generating Assets.

Measurement

Measurement at initial recognition

Intangible assets may be purchased or internally generated and should be identifiable (either
being separable or arising from contractual or other legal rights).

Identifiable intangible assets can be sold or acquired separately from other assets, for example
patents, databases and concessions. Identifiable intangible assets may be referred to as having a
marketable value.

IAS 38 and IPSAS 31 requires that identifiable intangible assets be initially measured at cost. In
order to satisfy the criterion of measurability, this generally means that intangible assets need to
be supported by an appropriate costing system or purchase price. An entity will therefore need to
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review the adequacy of costing systems and records for identifiable intangible assets. The
acquisition cost is measured by:

a) The amount of cash paid/disbursed or the fair value of other assets distributed,

b) The present value of amounts to be paid for liabilities incurred,

¢) The fair value of consideration received for stock issued.

Where the cost of an acquired intangible asset is not available at the time of first recognition, the
asset is to be recognised at its fair value as at the date it is first recognised as an asset in the
financial statements. This value will be determined by reference to an active market, or in the
absence of an active market, by a professional valuer.

The costs of intangible assets that are developed internally, as well as the costs of maintaining or
restoring intangible assets that have indeterminate lives or that are inherent in a continuing
business and related to the entity as a whole, are to be expensed as incurred.

The costs of maintaining or restoring intangible assets that have a finite useful life are capitalised
or expensed under the same conditions as those described for fixed assets.

Where an intangible asset is acquired through a non-exchange transaction, its initial cost at the
date of acquisition, shall be measured at its fair value as at on that date.

Measurement after initial recognition
After initial recognition, intangible assets could be measured using either the cost or revaluation
model.

a) Cost Model

After initial recognition, an intangible asset shall be carried at its cost less any accumulated
amortisation and any accumulated impairment losses.

Cost / Fair Value less Accumulated Amortisation and = Carrying Amount
Impairment Losses

b) Revaluation Model

After initial recognition, an intangible asset shall be carried at a revalued amount, being its fair
value at the date of the revaluation less any subsequent accumulated amortisation.

For revaluation purposes under this guideline, fair value shall be determined by reference to an
active market. Revaluations shall then be made with sufficient regularity, within a period of
maximum three to five years ensuring that at the reporting date the carrying amount of the asset
does not differ materially from its fair value. If the fair value of a revalued asset differs materially
from its carrying amount, further revaluation is necessary.

Revalued Amount less Accumulated Amortisation and = Carrying Amount
Impairment Losses

When an intangible asset is revalued, the carrying amount of that asset is adjusted to the revalued

amount. At the date of the revaluation the gross carrying amount is adjusted in a manner that is

consistent with the revaluation of the carrying amount of the asset.

If an intangible asset in a class of revalued intangible assets cannot be revalued because there is

no active market for this asset, the asset shall be carried at its cost less any accumulated

amortisation and impairment losses. In case where an active market no longer exists for a

revalued asset this may indicate that the intangible asset may be impaired.

Revaluation of an intangible asset shall be conducted in adherence with the same principles, as in

case of accounting of other non-financial assets:

a) Increase in value shall be credited to the account of net assets/capital "reserve for revaluation
of intangible assets";
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b) Reduction in value must be accounted for in the expenses for the period, except for cases when
it is compensated by previously recognised increase in value;

¢) All intangible assets within category should be revaluated.

If as a result of revaluation the value of the class of assets increases, such increase shall be

allocated to the reserve for revaluation of intangible assets. If previously reduction of value of the

class of assets was recognised, in case of increase of the value of the same class of assets as a result

of further revaluation, reduction of value shall be recovered.

If a book value of a class of asset is reduced as a result of revaluation, such reduction is recognised

on the reserve for revaluation of intangible assets in the amount of any credit balance, if

previously the increase of value of assets was recognised.

The provisions of this paragraph on use of revaluation model, will remain inactive,
until further notification. All revaluations, other than those relating to disposal of
assets, shall be carried out by the Government valuer.

Application of recognition criteria and initial measurement

Separate Acquisition of an Intangible Asset

Separately acquired intangible assets (e.g. a licence agreement etc.) shall be recognised at cost,

provided that the recognition criteria are fulfilled.

The cost of the separately acquired intangible assets comprises:

a) Its purchase price, including import duties and non-refundable purchase taxes, after
deducting trade discounts and rebates; and

b) Any directly attributable cost of preparing the asset for its intended use (e.g. cost of employee
benefits and professional fees arising directly from bringing the asset to its working condition
and cost of testing whether the asset is functioning properly).

When an intangible asset is in the condition necessary for it to be capable of operating in the

manner intended by management, then the recognition of any direct costs ceases. In addition, the

following costs are excluded:

a) Advertising and promotion costs, relocation expenses, administration and other general
overhead costs are excluded from the cost of the intangible asset and are treated as expenses
when they are incurred;

b) Borrowing costs are expensed off when they are incurred;

¢) Costs of annual licences for operation of software; and

d) Annual management contract fees for the operation of the asset.

The future economic benefits or service potential are assumed in the case of separately acquired

intangible assets (while for internally generated intangible assets this should be actively

demonstrated).

Acquisition of an Intangible Asset on Acquisition of an Entity

The cost of the intangible asset acquired in an acquisition is its fair value at the acquisition date,
provided that the recognition criteria are fulfilled.

Additionally, an acquirer recognises at the acquisition date, separately from goodwill, an
intangible asset of the acquired operation, irrespective of whether the asset had been recognised
by the acquired operation before the acquisition. In such a case the acquirer recognises an in-
process research and development project of the acquired operation if the project meets the
definition of an intangible asset.

Subsequent expenditure on an acquired in-process research and development project which has
been recognised as an intangible asset and incurred after the acquisition date, shall be accounted
for in accordance with the provisions for internally generated intangible assets.
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Intangible Assets Acquired Through Non-Exchange Transactions

An intangible asset which has been acquired through a non-exchange transaction shall be
recorded at its fair value at the date it is acquired. Such items include transfers between entities
like licenses to operate radio or television stations, import licenses, airport landing rights, or
quotas or rights to access other restricted resources.

Exchanges of Assets

In cases where an intangible asset is acquired in exchange for a non-monetary asset(s) or a
combination of a non-monetary and monetary asset(s), then the acquired intangible asset is
measured at its fair value or at the given up asset’s fair value; unless the fair value of neither the
asset received nor the asset given up is reliably measurable. In such a case it must be measured at
the carrying amount of the given up asset(s).

Internally Generated Intangible Assets

The cost of an internally generated intangible asset is to include all expenditure that can be

directly attributed, or allocated on a reasonable and consistent basis, to creating, producing and

preparing the asset for its intended use.

Overheads are to be included in the cost of the asset but only to the extent that they are necessary

to generate the asset and can be allocated to the asset on a reasonable and consistent basis.

Internally generated goodwill, internally generated brands, logos, banners, magazine mastheads,

publishing titles, lists of users of a service and items similar in substance are not to be recognised

as intangible assets, because such expenditure cannot be distinguished from expenditure to
develop the entity’s operations as a whole.

In order to assess whether an internally intangible asset meets the criteria for recognition, an

entity classifies the generation of the asset into two phases:

a) Research phase - During the research phase an entity cannot demonstrate that an intangible
asset exists that will generate probable future economic benefits or service potential.
Consequently, this expenditure is recognised as an expense when it is incurred.

b) Development phase - An entity shall recognise an internally generated intangible asset arising
from the development phase if, and only if all of the following criteria are demonstrated:

i) The technical feasibility of completing the intangible asset so that it will be available for
use or sale;
ii) Itsintention to complete the intangible asset and use or sell it;
iii) Its ability to use or sell the intangible asset;
iv) How the intangible asset will generate probable future economic benefits or service
potential;
v) The availability of adequate technical, financial and other resources to complete the
development and to use or sell the intangible asset; and
vi) Its ability to measure reliably the expenditure attributable to the intangible asset during
its development.

If an entity cannot distinguish the research phase from the development phase of an internal

project to create an intangible asset, the entity treats the expenditure on that project as if it were

incurred in the research phase only (i.e. as an expense).

Cost of an Internally Generated Intangible Asset

The cost of an internally generated intangible asset will be recognised from the day it meets the
specific recognition criteria. Any expenditure previously expensed cannot be capitalised
subsequently.

The cost of an internally generated intangible asset is the sum of the expenditure incurred from
the date when the intangible asset first meets the recognition criteria. It comprises all directly
attributable costs necessary to create, produce, and prepare the asset to be capable of operating in
the manner intended by management, such as:
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a) Costs of materials and services used or consumed in generating the intangible asset, such as
third-party development fees, software purchase costs, and travel costs related to
development work;

b) The payroll costs of those employees directly associated with generation of the intangible
asset;

c) Fees to register a legal right; and

d) Amortisation of patents and licenses that are used to generate the intangible asset.

The following costs are excluded:

a) Selling, administrative and other general overhead expenditure unless this expenditure can
be directly attributed to preparing the asset for use;

b) Identified inefficiencies and initial operating deficits incurred before the asset achieves
planned performance;

c¢) Expenditure on training staff to operate the asset; and

d) Borrowing costs that are expensed off when they are incurred.

Subsequent expenditure
Subsequent expenditure on intangible assets, including upgrades, shall be capitalized and
included in the cost of the asset if the expenditure leads to:

a) An increase in the asset’s useful function or service capacity;

b) An extension of its useful life;

¢) Animprovement to the quality of the service(s) delivered through utilisation of the asset;
d) A reduction in future operating costs; or

e) The upgrade or enhancement becoming an integral part of the asset.

Useful life and armotisation

Useful life

An entity shall assess whether the useful life of an intangible asset is finite or indefinite and, if

finite, the length of that useful life. An intangible asset shall be regarded by the entity as having an

indefinite useful life when, based on an analysis of all of the relevant factors, there is no

foreseeable limit to the period over which the asset is expected to generate net cash inflows for, or

provide service potential to, the entity.

The useful life of an intangible asset that arises from binding arrangements (including rights from

contracts or other legal rights) shall not exceed the period of the binding arrangement (including

rights from contracts or other legal rights) but, may be shorter depending on the period over

which the entity expects to use the asset. If the binding arrangements (including rights from

contracts or other legal rights) are conveyed for a limited term that can be renewed, the useful life

of the intangible asset shall include the renewal period(s) only if there is evidence to support

renewal by the entity without significant cost.

The useful life of:

a) Alicense or similar right previously granted by one combining operation to another
combining operation that is recognised by the resulting entity in a merger; or

b) Are-acquired right recognised as an intangible asset in an acquisition, is the remaining
period of the binding arrangement (including rights from contracts or other legal rights) in
which the right was granted and shall not include renewal periods.

The following should be considered when determining the useful lives of an intangible asset:

a) The expected use of the asset by the entity

b) The expected useful life of another asset or group of assets to which the useful life of the asset
in question may relate

¢) Legal, regulatory or contractual provisions that may limit the asset’s useful life

d) Legal, regulatory or contractual provisions that enable renewal or extension of the useful life
without significant cost
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e) The effects of obsolescence, demand, competition and other economic factors

f) The level of maintenance expenditures required to obtain the expected future cash flows from
the asset.

All intangible assets are to be reviewed periodically to determine that the estimated useful lives

and classifications are appropriate. Any change in the estimated useful life of an intangible asset

is to be accounted for prospectively.

Amortisation

Amortisation is the accounting process of allocating the intangible asset’s capitalised cost to

expense in a systematic and rational manner to those periods expected to benefit from the use of

the asset.

Amortisation is not a matter of valuation but a means of cost allocation. Intangible assets are not

amortised on the basis of a decline in their fair market value, but on the basis of systematic

charges to expense. An intangible asset that has an indefinite useful life is not amortised if there
are no legal, contractual, regulatory, technological, or other factors that limit its useful life. If any
of these limitations exist, the intangible asset is amortised over its estimated useful life. The
following shall be applied with respect to armotisation of intangible assets:

(i) The depreciable amount of an intangible asset with a finite useful life shall be allocated on a
systematic basis over its useful life.

(ii) Amortisation shall begin when the asset is available for use, i.e. when it is in the location and
condition necessary for it to be capable of operating in the manner intended by management.

(iii) Amortisation shall cease at the date the asset is derecognised.

(iv) The amortisation method to be used is the straight-line method (historical cost less residual
value, divided by useful life).

(v) The amortisation charge for each period shall be recognised in surplus or deficit unless this or
another Accounting Standards permits or requires it to be included in the carrying amount of
another asset.

Residual value - The residual value of an intangible asset with a finite useful life shall be assumed

to be zero unless:

a) Thereis a commitment by a third party to acquire the asset at the end of its useful life; or

b) There is an active market for the asset, and:

i)  Residual value can be determined by reference to that market; and
ii)  Itis probable that such a market will exist at the end of the asset's useful life.

The residual value, the amortisation period and the amortisation method of an intangible asset

shall be reviewed at least at each reporting date. Any changes shall be accounted for as changes in

accounting estimates in accordance with the IPSAS 3 and IAS 8 on Accounting Policies, Changes
in Accounting Estimates and Errors.

For purposes of armotisation, there are two categories of intangible assets.

a)  Category 1 — Assets with finite lives

b)  Category 2 — Assets with indefinite useful lives

Category 1 — Assets with finite lives

The life of these assets, such as patents, copyrights and most franchises, is usually established by
law or by contract.

Intangible assets with finite useful lives are amortised over these lives. The basis for amortisation
is the cost less the residual value, if any, i.e.

Cost/Fair Value less Residual value = Depreciable Amount

Periodically, the remaining amortization period should be reviewed to determine:
a) If the useful life assumption is still valid - if it is valid, the amortisation should be continued
over the original useful life;
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b) If the useful life assumption is no longer valid the amortisation should be computed
prospectively over the revised useful life.

Category 2 — Assets with indefinite useful lives
The expected period of benefit for these assets, such as trademarks, goodwill and perpetual
franchises, is indefinite at the date of acquisition.
Intangibles with indefinite useful lives are not amortised until their useful life is determined to no

longer be indefinite.

At each reporting period, the nature of the intangible asset should be reviewed:
a) If the assumption of the indefinite life is still valid, there is no change;
b) If the assumption of indefinite life is no longer valid, the asset should be amortised over its

remaining useful life.

Capitalisation thresholds and useful lives
The following table provides a list of intangible assets, capitalisation thresholds and useful lives
recommended for use by all public sector entities. If a state organisation determines that a shorter
useful life is appropriate for software, then the method for estimating the useful life must be
formally documented by the organisation.

Table 4.3
Asset Description Capitalisation Useful Life
Threshold
Kshs
Software 100,000 5 - 8 years
Easements/ Right of way 100,000 Number of years defined in contract
Quotas, licences, rights e.g water, | 100,000 Number of years rights held based on the
logging and minerals, airport contract agreement
landing etc.
Patents* 100,000 7 - 10 years
Copyrights 100,000 In accordance with section 23 of the
Copyright Act of 2001 (Revised 2017)** -
see below
Industrial design* 100,000 5 - 15 years
Utility models* 100,000 5 — 12 years

* The useful lives have been derived from the provisions of the Industrial Property Act No. 3 of

2001, Revised 2016

** Useful lives have been defined from the Copyright Act as below:
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Type of Work Date of Expiration of Copyright

1. Literary, musical or artistic work other Fifty years after the end of the year
than photographs in which the author dies.

2. Audio-visual works and photographs  Fifty years from the end of the year
in which the work was either made,
first made available to the public, or
first published, whichever date is the

latest.

3. Sound recordings Fifty years after the end of the year
in which the recording was made.

4. Broadcasts Fifty years after the end of the year

in which the broadcast took place.

Impairment

The provisions of IPSAS 21 and 26, and IAS 36 for Impairment on Cash Generating Assets and
the Impairment on Non-Cash Generating Assets, respectively should be applied to determine
impairment of intangible assets. The standards explain when and how an entity reviews the
carrying amount of its assets, how it determines the recoverable service amount or recoverable
amount of an asset, as appropriate, and when it recognises or reverses an impairment loss.

A common indicator of impairment for internally generated intangible assets is development
stoppage, such as stoppage of development of computer software due to a change in the priorities
of management. Internally generated intangible assets impaired from development stoppage
should be reported at the lower of carrying value or fair value.

Derecognition of intangible assets

An intangible asset shall be de-recognised:

a) On disposal (including disposal through a non-exchange transaction); or

b) When no future economic benefits or service potential are expected from its use or disposal.
The gain or loss arising from de-recognition of an intangible asset shall be determined as the
difference between the net disposal proceeds, if any, and the carrying amount of the asset.

Any gain or loss arising from de-recognition shall be recognised in surplus or deficit when the
asset is de-recognised.

Disclosures in financial statements

General Disclosures

An entity shall disclose the following for each class of intangible assets, distinguishing between

internally generated intangible assets and other intangible assets:

a) Whether the useful lives are indefinite or finite and, if finite, the useful lives or the
amortisation rates used;

b) The amortisation methods used for intangible assets with finite useful lives;

¢) The gross carrying amount and any accumulated amortisation (aggregated with accumulated
impairment losses) at the beginning and end of the period;

d) The line item(s) of the statement of financial performance in which any amortization of
intangible assets is included;

e) Areconciliation of the carrying amount at the beginning and end of the period showing:
i)  Additions, indicating separately those from internal development and those acquired

separately;

ii)  Assets classified as held for sale or included in a disposal group classified as held for
sale;

iii)  Increases or decreases during the period resulting from revaluations if the revaluation
model is applied;
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iv)  Impairment losses recognised (or reversed) in surplus or deficit during the period in
accordance with Accounting Standards on Impairment of Cash and Non-Cash
Generating Assets (if any);

v)  Any amortisation recognised during the period;

vi)  Net exchange differences arising on the translation of the financial statements into the
presentation currency, and on the translation of a foreign operation into the
presentation currency of the entity; and

vii)  Other changes in the carrying amount during the period.

4.3.9.2 Additional Disclosures
(1)  An entity shall also disclose:

a) For an intangible asset assessed as having an indefinite useful life, the carrying amount of
that asset and the reasons supporting the assessment of an indefinite useful life. In giving
these reasons, the entity shall describe the factor(s) that played a significant role in
determining that the asset has an indefinite useful life.

b) A description, the carrying amount, and remaining amortisation period of any individual
intangible asset that is material to the entity's financial statements.

¢) Forintangible assets acquired through a non-exchange transaction and initially recognised at
fair value:

i) The fair value initially recognised for these assets;
ii)  Their carrying amount; and
iii) ~ Whether they are measured after recognition under the cost model or the revaluation
model.

d) The existence and carrying amounts of intangible assets whose title is restricted and the
carrying amounts of intangible assets pledged as security for liabilities.

e) The amount of contractual commitments for the acquisition of intangible assets.

Intangible Assets Measured after Recognition using the Revaluation Model

(2) Ifintangible assets are accounted for at revalued amounts, an entity shall disclose the following:

a) By class of intangible assets:

1)  The effective date of the revaluation;
ii)  The carrying amount of revalued intangible assets; and
iii)  The carrying amount that would have been recognised had the revalued class of
intangible assets been measured after recognition using the cost model;

b) The amount of the revaluation surplus that relates to intangible assets at the beginning and
end of the reporting period, indicating the changes during the reporting period and any
restrictions on the distribution of the balance to owners; and

¢) The methods and significant assumptions applied in estimating the asset’s fair values.

Research and Development Expenditure

(3) An entity shall disclose the aggregate amount of research and development expenditure
recognised as an expense during the period.

4.4 Transitional Provisions
(1)  The Accounting Officer shall identify all intangible assets owned by the entity and prepare a
register of such assets. The register shall capture details of documents of ownership, nature of
asset, cost, and expected useful life, among others.
(2)  On first-time adoption of Accrual Accounting, an entity will be required to recognise all intangible
assets, except for internally generated intangible assets, at a deemed cost.
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A first-time adopter shall measure the intangible assets at their fair value when reliable cost
information about the assets is not available and use that fair value as the deemed cost for
intangible assets, other than internally generated intangible assets that meets the recognition
criteria in this guideline (excluding the reliable measurement criterion).

An internally generated asset shall be recognised if it meets the definition of an intangible asset
and the recognition criteria in this guideline, including the costs occurred for development of the
specific asset previously written off.

For entities that have already adopted accrual accounting, the Accounting Officer shall review the
capitalization thresholds, useful lives/ depreciation rates as well as depreciation methods used
and ensure alignment with this guideline. Any variations shall be treated as changes in accounting
estimates in the financial records and, treated in accordance with IAS 8 and IPSAS 3 - Accounting
Policies, Changes in Accounting Estimates and Errors.

Applicable accounting standards
This guideline is based on the following internationally recognised accounting standards:

IPSAS 31 & IAS 38 - Intangible Assets

IPSAS 5 - Borrowing Costs

IPSAS 3 - Accounting Policies, Changes in Accounting Estimates and Errors
IPSAS 33 - First — Time Adoption of Accrual Basis IPSASs

Legislative authority

Cabinet Secretary to the Treasury (Incorporation) Act, Chapter 101
Industrial Property Act No. 3 of 2001, Revised 2016

Protection of Traditional Knowledge and Cultural Expressions Act, 2016
Copyright Act No. 12 of 2001, Revised 2017

PPAD Act, 2015

PPAD Regulations, 2020

PFM Act, 2012

PFM (National Government) Regulations, 2015

PFM (County Governments) Regulations, 2015

Implementation of guideline
The dates of implementation of the guideline as follows:

Table 4.4

Effective Date Beginning on or after 1 July 2020

Date guideline approved

Date guideline amended
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Introduction

General management and administration of heritage assets
Accounting for heritage assets

Transitional provisions

Applicable accounting standards

Legislative authority

Implementation of guideline

Introduction

Preamble

A heritage asset is a tangible or intangible asset with historical, artistic, scientific, technological,
geophysical or environmental qualities that is held and maintained principally for its contribution
to knowledge and culture. Heritage assets are those assets that are intended to be preserved in trust
for future generations because of their cultural, environmental or historical associations. They are
held by a public sector entity in pursuit of its overall objectives in relation to the maintenance of
the heritage.

Heritage assets include historical buildings, archaeological sites, military and scientific equipment
of historical importance, museum and gallery collections and works of art. Heritage assets also
include heritage collections in libraries.

A heritage collection in a library is a permanently retained collection which has heritage, cultural
or historic value that is worth preserving indefinitely and to which sufficient resources are
committed to preserve and protect the collection and its service potential.

Heritage collections are generally held for public exhibition, education, or to provide a service to
the community. Heritage collections are not usually available for sale, for redeployment or for an
alternative use.

Section 4 of the Protection of Traditional Knowledge and Cultural Expressions Act, 2016 outlines
the responsibilities of county governments with respect to heritage assets including maintenance
of repositories of such assets, preservation and conservation, protection and promotion as well as
allocation of financial resources for the promotion of such assets.

The bodies involved in the management and oversight over heritage assets in Kenya include:

Table 5.1

GoK Body

Culture and Heritage and Heritage include:

National Heritage Policy and Management

National Archives / Public Records Management
Management of National Museums and Monuments
Historical Sites Management

Library Services

Research and Conservation of Music

Management of Culture Policy

Policy for development of Fine, Creative and Performing Arts

Ministry of Sports, In accordance with Executive Order No. 1 of 2018, the functions of the state
department for Culture and Heritage under the Ministry of Sports, Culture

Wwildlife Tourism and Wildlife with respect to heritage assets includes:

Ministry of Tourism and | According to Executive Order No. 1 of 2018, the mandate of the Ministry of
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a) Wildlife Conservation and Protection Policy;

b) Protection of Wildlife Heritage;

¢) Management of National Parks, Reserves and Marine Parks;

d) Wildlife Biodiversity Management and Protection; and

e) Management of Wildlife Dispersal Areas in collaboration with Partners.

National Museums of National Museums of Kenya (NMK) is a state corporation established by an
Kenya (NMK) Act of Parliament, the Museums and Heritage Act 2006. NMK is a multi-
disciplinary institution whose role is to collect, preserve, study, document
and present Kenya’s past and present cultural and natural heritage. This is
for the purposes of enhancing knowledge, appreciation, respect and
sustainable utilization of these resources for the benefit of Kenya and the
world, for now and posterity. NMK’s mutual concern for the welfare of
mankind and the conservation of the biological diversity of the East African
region and that of the entire planet demands success in such efforts.

Kenya National One of the key functions of the Kenya National Archives is to acquire and
Archives preserve valuable public and private records which form part of the national
documentary heritage.

Kenya Wildlife Service | ¢ KWS is a state corporation with the mandate to conserve and manage
(KWS) wildlife in Kenya, and to enforce related laws and regulations.

e KWS undertakes conservation and management of wildlife resources
across all protected areas systems in collaboration with stakeholders. It
is our goal to work with others to conserve, protect and sustainably
manage wildlife resources. The community wildlife program of KWS in
collaboration with others encourages biodiversity conservation by
communities living on land essential to wildlife, such as wildlife
corridors and dispersal lands outside parks and reserves.

Kenya National Library | Kenya National Library Service Board is a statutory body of the Government

Services Board of Kenya established by an Act of Parliament, Cap 225 of the Laws of Kenya.
The Board‘s mandate is to develop, promote, establish and equip libraries in
Kenya.

County Governments County governments hold heritage assets located in their jurisdictions in

trust for the citizenry. This include historical sites and monuments.

5.1.2 Classification and characteristics of heritage assets
(1) Heritage assets can be classified as either cultural or natural.
a) Cultural heritage consists of man-made heritage items that could be either tangible or
intangible. Examples of tangible cultural heritage include:
(i) Monuments, archaeological sites, historic buildings, works of art, and scientific collections;
(ii) Underwater cultural heritage, for example, buildings that are beneath the water or sunken
ships; and
(iii) Natural history collections such as collections of insects, or mineral collections.

b) The National Museums and heritage Act, No. 6 of 2006, Revised 2012, defines cultural heritage

as:
(i) monuments;
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(i) architectural works, works of monumental sculpture and painting, elements or
structures of an archaeological nature, inscriptions, cave dwellings and combinations of
features, which are of universal value from the point of view of history, art or science;

(iti) groups of separate or connected buildings which, because of their architecture, their
homogeneity or their place in the landscape, are of outstanding value from the point of
view of history, art or science; and

(iv) works of humanity or the combined works of nature and humanity, and areas including
archaeological sites which are of outstanding value from the historical, aesthetic,
ethnological or anthropological point of view, and includes objects of archaeological or
palaeontological interest, objects of historical interest and protected objects.

Natural heritage covers natural features or areas. Examples include natural features such as

mountains, naturally occurring rock formations, and bodies of water such as lakes or waterfalls.

The National Museums and Heritage Act, No. 6 of 2006, Revised 2012, defines natural heritage

as:

(1) natural features consisting of physical and biological formations or groups of such
formations, which are of outstanding universal value from the aesthetic or scientific point
of view;

(i1) geological or physiographical formations of special significance, rarity or beauty;

(iti) precisely delineated areas which constitute the habitat of threatened species of animals
and plants of outstanding universal value from the point of view of science, conservation
or natural beauty; or

(iv) areas which are or have been of religious significance, use or veneration and which
include but are not limited to Kayas.

Heritage assets can also be classified as either tangible or intangible.

a)

b)

‘Tangible Cultural Heritage’ refers to physical artefacts produced, maintained and transmitted
inter-generationally in a society. It includes artistic creations, built heritage such as buildings
and monuments, and other physical or tangible products of human creativity that are invested
with cultural significance in a society. ‘Intangible Cultural Heritage’ indicates ‘the practices,
representations, expressions, knowledge, skills — as well as the instruments, objects, artefacts
and cultural spaces associated therewith — that communities, groups and, in some cases,
individuals recognize as part of their Cultural Heritage’ (UNESCO, 2003). Examples of
intangible heritage are oral traditions, performing arts, local knowledge, and traditional skills.
Tangible heritage assets include monuments and collections of objects. On the other hand,
intangible cultural heritage includes traditions or living expressions inherited from our
ancestors and passed on to our descendants, such as oral traditions, performing arts, social
practices, rituals, festive events, knowledge and practices concerning nature and the universe
or the knowledge and skills to produce traditional crafts. The importance of intangible cultural
heritage is not the cultural manifestation itself but rather the wealth of knowledge and skills
that is transmitted through it from one generation to the next.

Heritage assets can be non-operational or operational. Non-operational heritage assets are those
that are held primarily for maintenance of the heritage. Operational heritage assets are those that,
in addition to being held for their characteristics as part of the nation’s heritage, are also used by
the public sector entity for other activities or to provide other services (the most common example
being buildings).

Entity holding of heritage assets

Public sector entities’ objectives for holding heritage assets can include providing services either
directly or indirectly to individuals or institutions. The objectives of an entity holding heritage items
may include, for example:
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a) Providing access to heritage items directly to individuals (for their education, appreciation,
ete.);

b) Holding heritage items indefinitely in a custodial capacity;

¢) Preserving heritage items to benefit the whole community; or

d) Promoting heritage-related tourism.

Heritage items may also provide services that contribute to achievement of an entity’s objectives,

for reasons other than their heritage characteristics. For example, a heritage building can be used

as office space.

Objectives of the guideline

The objective of this guideline is to guide the preparation of a standardized public sector entity
asset register in order to facilitate consolidation into a Government register of assets. The
guideline also aims to ensure uniformity in the management and administration of heritage assets
by all public sector entities.

In addition, the guideline prescribes the appropriate measurement, treatment and disclosure for
heritage assets and provide technical guidance for the preparation of financial statements, so as to
enable them to give a true and fair view, with respect to heritage assets. The guideline is prepared
following guidance from all relevant International Accounting Standards, including IPSASs, IAS
and IFRS.

Documents of ownership

Accounting officers should ensure that a public sector entity has documents of ownership for all
its heritage assets, especially for land held as a heritage asset. The documents of ownership for
land held under heritage assets include title deeds, letters of allotment, occupation licenses,
letters of offer, certificates of ownership, scheme cards and certificates of lease.

Where an entity is a body corporate, the documents of ownership shall be in the name of the
entity and shall be under the custody of the Accounting Officer. In all other instances, the
documents of ownership shall be in the name of Cabinet Secretary, National Treasury and shall be
under the custody of the National Treasury.

Reference to Non-financial Asset Management Guidelines

Heritage assets are non-financial assets and hence this guideline shall be read in conjunction with
the non-financial asset management guidelines under Part IV (i) of Guidelines on asset and liability
management in the public sector.

The non-financial asset management guidelines provide detailed guidance on the administration
and management of non-financial assets as well as their accounting treatment. The guidelines have
adopted the life cycle approach to non-financial assets management. The four phases of the life
cycle of a non-financial asset include planning, acquisition, operation and maintenance and,
disposal. The detailed guidelines with respect to the four phases have been documented in the
Guidelines on asset and liability management in the public sector and are applicable to heritage
assets.

General management and administration of heritage assets

In addition to the management and administration aspects documented in the non-financial asset
management guidelines in the Guidelines on asset and liability management in the public sector,
the following matters are specific to heritage assets.

Acquisition of heritage assets

The National Museums and heritage Act, No. 6 of 2006, Revised 2012 provides guidance on the

acquisition of heritage assets, for example,

a) Part IV of the National Museums and Heritage Act, 2006, Revised 2012 gives the Cabinet
Secretary responsible for heritage and culture the power to make declarations of heritage assets
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after consultation with the National Museums of Kenya. The Part details the process of
converting an item or place as a heritage asset after declaration by the Cabinet Secretary;

b) Part V of the National Museums and heritage Act, No. 6 of 2006, Revised 2012 gives guidance
on searches and discoveries;

¢) Section 35 of the Act provides guidance on compensation for the owner of protected land;

d) Section 38 of the Act avers that “the National Museums may purchase or take on lease or accept
a gift or bequest of a monument or antiquity”; while

e) Section 50 of the Act provides for the compulsory acquisition of antiques and protected objects.

Management of movable heritage assets

This section describes the process of managing movable heritage assets.

The National Museums and heritage Act, No. 6 of 2006, Revised 2012 provides guidance on the

management on specific categories of heritage assets including protected areas (Part VI),

monuments (Part VII) and, antiquities and protected objects (Part VIII). The Act gives guidance

on access controls, inspection and maintenance, protection agreements and prohibition of sale,

among others.

Part II and III of the Protection of Traditional Knowledge and Cultural Expressions Act, 2016 also

provides guidance on the protection of traditional knowledge and, cultural expressions,

respectively.

The Accounting officer should ensure the following:

a) heritage collections are identified and protected;

b) the heritage value of these assets is assessed; and

¢) arecord of these assets that includes accurate information on their nature and condition is
kept.

The effective management of movable heritage assets has five steps:

identification;

determination of heritage value;

documentation;

management; and

maintenance.

A

Identification

The identification of items is the first step in the management of movable heritage assets. Public

sector entities should:

a) develop and maintain a mechanism to flag heritage assets in their movable asset inventories on
a regular basis; and

b) ensure that personnel who assess the assets have the necessary skills to identify potential
movable heritage items.

Determination of heritage value

Public sector entities should:

a) assess, in consultation with functional specialists with the appropriate skills, the heritage
value of an asset;

b) perform documentary and physical analysis of the item using the appropriate research tools
and resources, such as reports, photographs, plans, and newspapers; and

c) following the initial assessment, evaluate the item in the context of other similar items or types
of items.

It is important to note that the significance of an item should be documented.

Documentation

Section 26 of the National Museums and heritage Act, 2006, Revised 2012, stipulates that “the
National Museums shall maintain a register or registers of—

a) all collections of all museums, and all instruments under its control;
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b) all declarations made or deemed to have been made by the Minister
¢) under this Act,
which register or registers the public may search”.

The above should be applied by all public sector entities holding heritage assets.
Section 8 of the Protection of Traditional Knowledge and Cultural Expressions Act, 2016 also
provides guidance on the maintenance of registers for traditional knowledge.
Documentation creates a record of the item's location, condition, heritage criteria and significance,
physical characteristics, ownership, and use. When an item is removed from its original context,
documentation helps to identify its history, trace its use, and, under the appropriate circumstances,
reinstate it to its original context. Public sector entities should:
a) retain copies of the item's documentation near the items as well as in a central information
bank;
b) photograph the item in detail, showing it in its original context;
c¢) record the item's relationship to the place and people of its original context; and
d) record how the item was used, who owned it, and where it came from.
It is important for the Accounting Officer to note the following:
a) Talk to people who used the item or who remember its history.
(i) record any information or documentation that is or may be missing from the existing
documentation;
(ii) research and document the local history of the region and community of the item's original
context;
b) Researching local history provides a context for understanding the item and the reasons it is
important.
(i) research and document historical changes and uses that have influenced the design or
current condition of the item; and
(ii) examine and document the condition of the item with reference to the following:
e evidence of wear and tear; and
e evidence of repairs and restorative attempts.
¢) Monetary value is not a criterion to be considered. If the object is an antique or work of art,
however, it may be important to record fair market value, particularly if the item may be
transferred to another institution in the future.

5.2.2.4 Management
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Once items of heritage value are assessed, a conservation plan should be prepared for items
considered of significant heritage value, especially before any decisions are made that could have
an adverse effect on the condition of the item. A conservation plan can help provide clear direction,
ensure a consistent approach, and identify management objectives and responsibilities. The
conservation plan can establish the appropriate actions to manage a heritage asset and provide
mechanisms for the decision makers about the future use of the asset.
Public sector entities should prepare an asset conservation management plan for the asset and
follow its recommendations before making decisions on moving, disposing or restoring items.
It is important to note that:
a) Conservation objectives, management responsibilities, and appropriate management
techniques should be clearly defined. Exercise minimal intervention and reversibility.
b) Ensure that internal procedures are established to meet the reporting requirements of the
PSASB for heritage assets.
¢) Consult with other government public sector entities in determining mechanisms for the
following;:
(i) identifying heritage assets;
(ii) assessing the heritage value of the assets;
(iii) ensuring the protection of heritage assets; and
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(iv) ensuring that records including accurate information about the nature and condition of
heritage assets are maintained in individual public sector entity.

Ensure that performance measures are in place for the following:

(i) the identification process;

(ii) the protection of heritage assets; and

(iii) record - keeping mechanisms.

Maintenance

A movable heritage item can usually survive for a long period in its original context or in storage
that follows international guidelines and standards and museums as long as basic security,
protection, and shelter from the elements are provided. Items can be easily damaged through hasty
or poorly informed actions.

The risks of poor heritage asset management can be mitigated through the development of and
adherence to maintenance plans. Public sector entities should:

a)
b)

c)

follow the asset's conservation management plan.

ensure that any maintenance and restoration work or proposal for removal is based on an
understanding of the item's significance to the people of Kenya.

ensure that maintenance and repairs are undertaken using the same materials and techniques
that were used originally, unless there are good practical and economic reasons for a divergence
based on specialist advice.

It is important to note the following:

a)
b)

c)

d)

e)

Repairs should be approached with caution because certain techniques can cause irreversible

damage. Consider seeking the advice of a specialist before undertaking repairs.

Conserve movable heritage assets by minimizing direct physical access, which can put items at

risk of wear, damage, disturbance, and theft.

Because movable heritage assets are portable, they can be easily sold, relocated, or discarded

during changes in management. For this reason, movable heritage assets are also vulnerable to

loss, damage, theft, and disposal, often before their heritage significance is appreciated.

(i)  keep heritage items in their original place and context whenever possible or, if this is not
possible, keep the items in managed collections;

(i) consider storing important archival records in a central information bank for future
reference;

(iii) secure and store items during conservation work on the building or site that houses them;

(iv) remove small and valuable items to protect them during conservation work;

(v) record any conservation work in notes and take "Before" and "After" photographs of the
items;

(vi) add these notes and photos to each item's documentation file;

(vii) seek advice from experts before applying treatments to items; and

(viii) consider that when public sector entities determine that they do not have the mandate or
resources to maintain an asset they may decide to dispose of it by offering it to museums
or similar institutions or other government public sector entities.

Conservation treatment of art and artifacts of significant heritage value must be performed by

trained conservation professionals. Heritage assets of lesser significance, such as collections of

heritage case goods or public monuments, can be preserved and repaired following

conservation principles (i.e. minimal intervention and reversibility) under the general guidance

and supervision of a conservation professional.

Repainting and other seemingly standard maintenance can damage or destroy original

materials, as can repairs, reconstruction, and the addition of new parts to make an item

operational.

64



5.2.3
@)
(2)

(3)

5.2.4

5.2.5
@®

(2)

5.3
@®

(2

Protection and preservation of heritage assets

The historical and cultural assets of the nation should be preserved as a living part of our

community life and development in order to give a sense of orientation to the Kenyan people.

The preservation of this irreplaceable heritage is in the public interest so that its vital legacy of

cultural, educational, aesthetic, inspirational and economic benefits will be maintained and

enriched for future generations.

It shall be the responsibility of every public sector entity, in cooperation with other entities and in

partnership with other countries, county governments, local communities and private

organizations and individuals to:

a) use measures, including financial and technical assistance, to foster conditions under which
our modern society and our prehistoric and historic resources can exist in productive
harmony and fulfill the social, economic, and other requirements of present and future
generations;

b) provide leadership in the preservation of the prehistoric and historic resources of the country
and of the international community of nations and in the administration of the national
preservation program in partnership with other countries, county governments, local
communities;

¢) administer owned, administered, or controlled prehistoric and historic resources in a spirit of
stewardship for the inspiration and benefit of present and future generations;

d) contribute to the preservation of nationally owned prehistoric and historic resources and give
maximum encouragement to organizations and individuals undertaking preservation by
private means;

e) encourage the public and private preservation and utilization of all usable elements of the
nation's historic built environment; and

f) assist county governments, local communities and the National Museums of Kenya to expand
and accelerate their historic preservation programs and activities.

Recovery of stolen artefacts

Accounting Officers shall ensure that all stolen artefacts that have stolen from their custody in the
past are repossessed. Where necessary, the Accounting Officers shall liaise with the ministry
responsible for foreign affairs, the Office of the Attorney General and other relevant agencies to
facilitate the recovery of such items.

Disposal of heritage assets

An Accounting Officer shall obtain approval for disposal of heritage assets from the Cabinet,
through the Cabinet Secretary, National Treasury. The Accounting Officer shall present a business
case to the National Treasury to justify the disposal of the asset.

The disposal of assets, including heritage assets, is governed by Part XIV of the PPAD Act, 2015.
Part VI of the PPAD Act, 2015 outlines the general procurement and disposal principles, including
guidelines on assets disposal.

Accounting for heritage assets

According to IPSAS 17 entities are not required to recognize heritage assets. If an entity chooses to

recognize heritage assets it may, but is not required to, apply the measurement requirements of the

Standard.

In principle, heritage assets should be accounted for in the same way as any other asset under IPSAS

17 and IAS 16 — Property, Plant and Equipment. There are, however, certain characteristics

associated with heritage assets that give rise to the need for interpretation of IPSAS 17 and IAS 16:

a) Their value to government and the public in cultural, environmental, educational and historical
terms is unlikely to be fully reflected in a financial value derived from a market mechanism or
price.

b) Established custom and, in many cases, primary statute and trustee obligations impose
prohibitions or severe restrictions on disposal by sale.
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¢) They are often irreplaceable and their value may increase over time even if their physical
condition deteriorates.

d) They may require significant maintenance expenditure so that they can continue to be enjoyed
by future generations.

e) Their life might be measured in hundreds of years.

f) Antiques and other works of arts held by public sector entities outside the main collections
should be classified as heritage assets only when they fulfil the above requirements. Otherwise,
antiques and other works of art should be accounted for in the same way as other assets.

Heritage assets are rarely held for their ability to generate cash inflows, and there may be legal or

social obstacles to using them for such purposes. Their value in cultural, educational and historical

terms is unlikely to be fully reflected in a financial value, they are often irreplaceable and it is
difficult to estimate their useful lives.

The concept paper issued by IPSASB in April 2017 excludes living plants and organisms from the

definition of heritage items while the National Museums and Heritage Act, No. 6 of 2006, Revised

2012, defines natural heritage as natural features consisting of physical and biological formations

or groups of such formations, which are of outstanding universal value from the aesthetic or

scientific point of view. The recognition of wildlife as heritage assets by public sector entities in

Kenya is therefore dependent on the issuance of a final pronouncement by the PSASB.

Recognition

Heritage assets are recognised as assets, when:

a) Itis probable, that a public sector entity shall derive future economic benefits or potential of
services, related to heritage assets; and

b) Cost or fair value of heritage assets can be established reliably.

Measurement

Measurement at initial recognition

Operational heritage assets should be valued in the same way as other assets of that general type

(buildings, for example).

Non-operational heritage assets should be valued subject to the requirements set out below.

a) Where information is available on the cost or fair value of heritage assets:

(i) they should be presented in the Statement of Financial Position separately from other
tangible assets;

(ii) the Statement of Financial Position or the notes to the accounts should identify separately
those classes of heritage assets being reported at cost and those at fair value; and

(iii) changes in the valuation should be recognised in the Statement of Income and expenditure,
except impairment losses that should be recognised in accordance with IPSAS 21 or 26 and
IAS 36.

b) The accounting convention in this guideline is to recognise heritage assets at either current
value in existing use or fair value but, where exceptionally, it is not practicable to obtain a fair
value, the heritage assets may be reported at historical cost.

¢) If no original costs or fair values are available in the case of one or more or all heritage assets,
the Accounting Officer may, if it is believed that the determination of a fair value for the assets
in question will be a laborious or expensive undertaking, record such asset or assets in the Asset
Register without an indication of the costs or fair value concerned. In this case, the assets will
not be recognised in the Statement of Financial Position and the disclosure required by this
guideline should be made.

d) Valuations may be made by any method that is appropriate and relevant. There is no
requirement for valuations to be carried out or verified by external valuers, nor is there any
prescribed minimum period between valuations. However, where heritage assets are reported
at valuation, the carrying amount should be reviewed with sufficient frequency to ensure the
valuations remain current.
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e) A public sector entity shall not recognize in the accounting records cultural heritage assets if:

(i) Their cultural, ecological and educational value cannot be fully expressed in financial
terms, based on the market prices;

(ii) Legal obligations may envisage restrictions and prohibitions on retirement of an asset
through its selling;

(iii) Quite often such assets are accounted for independently and their value may increase with
time even though their physical condition may deteriorate; and

(iv) It is hard to determine the period of useful life of such assets, which sometimes can be
several hundred years.

f) The receipt of donations of heritage assets should be recognised as revenue/ income and taken
through the Statement of Comprehensive Income where there are no conditions specifically
relating to the operating activities of the entity or recognised as deferred income in the
Statement of Financial Position. Where exceptionally, it is not practicable to obtain a valuation
for a donated heritage asset, the reasons why should be stated. Disclosures should also be
provided on the nature and extent of significant donations.

Note: The statement of comprehensive income is used by those entities using IFRS and IAS.
For those entities using IPSAS, IPSAS 1 requires, among others, a statement of financial
performance and a statement of changes in net assets/equity. Public sector entities shall
therefore ensure that the relevant accounting records as required by the applicable standards.

Measurement after initial recognition

Heritage assets are valued at fair value, or where fair value is not available cost, less accumulated
depreciation and accumulated impairment losses. No depreciation shall be charged against
heritage assets with indefinite lives. If the cost price of heritage assets is not known, then the
heritage asset will be valued at fair value.

If no original costs or fair values are available in the case of one or more or all heritage assets, the
Accounting Officer may, if it is believed that the determination of a fair value for the assets in
question will be a laborious or expensive undertaking, record such asset or assets in the Asset
Register without an indication of the costs or fair value concerned.

Subsequent expenditure

Entities could expend large amounts directly on preserving heritage assets. For example, parts of
heritage buildings deteriorate; those parts need to be replaced, using similar materials, to maintain
their historic character. Subsequent expenditures are recognised, increasing the carrying amount
of the relevant asset, if it is probable that they confer future economic benefits or service potential
for the entity and can be measured reliably.

Capitalisation thresholds

General
All heritage assets shall be capitalised and included in the fixed assets register, irrespective of value.

Works of art and historical treasures

Works of art and historical treasures include collections or individual items of cultural, aesthetic,

or historical value and significance. Collections are generally held by reporting organisations such

as museums, libraries, historic sites, botanical gardens, zoos, etc. Such items and collections owned

by a public sector entity should generally be capitalized at historical cost or fair value at the date of

donation.

Capitalization of a collection (or additions to it) is encouraged but not required if the collection

meets all of the following criteria:

a) It is held for public exhibition, education, or research in furtherance of public service rather
than for financial gain.

b) TItis protected, cared for or preserved.
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¢) Itissubject to an organisational policy that requires the proceeds from sales of collection items
to be used to acquire other items for collections.

Although capitalization of such collections is not required, the guideline is to capitalize all future

works of art and historical treasure acquisitions, unless they are held for financial gain. If a

collection is not capitalized, the public sector entity that owns it must maintain a description of

the collection and the reasons for not capitalizing it (e.g., it is held for sale/financial gain and meets

the capitalization exception criteria, etc.). Donations of works of art and historical treasures should

be recognised as revenues or deferred revenues. When donated collection items are added to non-

capitalized collections, reporting organisations should recognize program expense equal to the

amount of revenue recognised.

Examples of costs to be capitalized as works of art and historical treasures:

a) Collections of rare books, manuscripts

b) Maps, documents and recordings

c) Works of art such as paintings, sculptures, and designs

d) Artifacts, memorabilia, exhibits

e) Unique or significant structures

Depreciation and impairment

Depreciation is not required on heritage assets which have indefinite lives.

Only exhaustible works of art and historical collections should be depreciated, that is, those
whose useful lives are diminished by display or educational or research applications.
Inexhaustible items or collections should not be depreciated.

The carrying amount of an asset should be reviewed where there is evidence of impairment, for
example, where it has suffered physical deterioration or breakage or new doubts arise as to its
authenticity. Any impairment recognised should be dealt with in accordance with the recognition
and measurement requirements of IPSAS 21 or 26 and, IAS 36 - Impairment of Assets.

Derecognition of heritage assets

Heritage assets can be disposed of through sale, demolition/decommissioning/ destruction or
through transfer to other government entities. Part IX of the National Museums and Heritage Act,
2006, Revised 2012 provides guidance on the export of movable heritage assets.

The asset register must be updated whenever a heritage asset is disposed of.

A heritage or cultural asset should be eliminated from the statement of financial position on
disposal or when the asset is permanently withdrawn from use and no future economic benefits or
service potential are expected from it.

Gains or losses arising from the retirement or disposal of heritage assets should be determined as
the difference between the net disposal proceeds and the carrying amount of the building. For the
purposes of display in the financial statements, the gain or loss should be included in the
statement of comprehensive income as an item of revenue or expense, as appropriate.

Note: The statement of comprehensive income is used by those entities using IFRS and IAS.
For those entities using IPSAS, IPSAS 1 requires, among others, a statement of financial
performance and a statement of changes in net assets/equity. Public sector entities shall
therefore ensure that the relevant accounting records as required by the applicable
standards.

Disclosures in financial statements

The disclosures required for heritage assets are set out below and apply to all heritage assets:

a) An entity’s financial statements should contain an indication of the nature and scale of heritage
assets held by the entity;

b) The financial statements should set out the entity’s guideline for the acquisition, preservation,
management and disposal of heritage assets. This should include a description of the records
maintained by the entity of its collection of heritage assets and information on the extent to
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which access to the assets is permitted. The information required by this paragraph may
alternatively be provided in a document that is cross-referenced from the financial statements;

c¢) The accounting policies adopted for an entity’s holding of heritage assets should be stated,
including details of the measurement bases used;

d) For heritage assets that are not reported in the Statement of Financial Position, the reasons
why should be explained and the notes to the financial statements should explain the
significance and nature of those assets that are not reported in the Statement of Financial
Position; and

e) The disclosures relating to assets that are not reported in the Statement of Financial Position
should aim to ensure that, when read in the context of information about capitalised assets, the
financial statements provide useful and relevant information about the entity’s overall holding
of heritage assets.

Where heritage assets are reported in the Statement of Financial Position, the following should be

disclosed:

b) the carrying amount of heritage assets at the beginning of the financial period and at the
Statement of Financial Position date, including an analysis between those classes or groups of
heritage assets that are reported at cost and those that are reported at valuation; and

c) where assets are reported at valuation, sufficient information to assist in an understanding of
the valuations being reported and their significance. This should include:

(i) the date of the valuation;

(ii) the methods used to produce the valuation;

(iii) whether the valuation was carried out by external valuers and, where this is the case, the
valuer’s name and professional qualification, if any; and

(iv) any significant limitations on the valuation.

An example of a limitation to be disclosed under (d) above would be where an asset has a particular
provenance/ attribution, the effect of which is not fully captured by valuation.

Information that is available to the entity and is helpful in assessing the value of those heritage
assets that are not reported in the entity’s Statement of Financial Position should be disclosed.
The financial statements should contain a summary of transactions relating to heritage assets
disclosing, for the accounting period and each of the previous four accounting periods:

a) the cost of acquisitions of heritage assets;

b) the value of heritage assets acquired by donation

c) the carrying amount of heritage assets disposed of in the period and the proceeds received; and
d) anyimpairment recognised in the period.

This summary should separately show transactions in assets that are reported in the Statement of
Financial Position and those that are not.

The disclosures required above may be presented in aggregate for groups or classes of heritage
assets provided this aggregation does not obscure significant information. Separate disclosures
should be provided for those assets reported at cost and those reported at valuation. Amounts in
respect of assets that are not reported in the Statement of Financial Position should not be
aggregated with amounts for assets that are recognised at cost or valuation.

Transitional provisions

A public sector entity shall identify all heritage assets owned by the entity. The Accounting Officer
shall prepare a register of land held as heritage assets including all land in dispute. The register
shall capture details of ownership, L.R No., location, acreage, whether freehold or leasehold, and
details of any disputes, among others. For other assets, the register should capture details of the
nature of asset, location, special features of the asset, valuation (where known), significance of the
asset, among others.

On first-time adoption of Accrual Accounting, an entity shall recognise all heritage assets.
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A first-time adopter shall measure the heritage assets at their fair value when reliable cost
information about the assets is not available and, use that fair value as the deemed cost for heritage

assets.

For entities that have already adopted accrual accounting, the Accounting Officer shall review the

capitalization thresholds, useful lives/ depreciation rates as well as depreciation methods used

and ensure alignment with this guideline. Any variations shall be treated as changes in accounting
estimates in the financial records and, treated in accordance with IAS 8 and IPSAS 3 - Accounting

Policies, Changes in Accounting Estimates and Errors.

Applicable accounting standards

IPSAS 17 & IAS 16 — Property, plant and equipment

IPSAS 21 or 26 and, IAS 36 - Impairment of Assets

IPSAS 3 & IAS 8 — Accounting Policies, Changes in Accounting Estimates and Errors
IPSAS 33 - First time adoption of accrual basis IPSAS

Legislative authority

Cabinet Secretary to the Treasury (Incorporation) Act, Chapter 101
National Museums and Heritage Act, 2006 (Revised 2012)

Protection of Traditional Knowledge and Cultural Expressions Act, 2016
Public Archives and Documentation Service Act, 1965, Revised 2018
Manual for records management, Kenya National Archives

Principles of arrangement and description of archival materials, Kenya National Archives
Nairobi City County Cultural Heritage Act, 2017

PPAD Act, 2015

PPAD Regulations, 2020

PFM Act, 2012

PFM (National Government) Regulations, 2015

PFM (County Governments) Regulations, 2015

Implementation of guideline
The dates of implementation of the guideline are as follows:

Table 5.2

Effective Date Beginning on or after 1 July 2020

Date guideline approved

Date guideline amended
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Biological Assets

This guideline covers the following areas:

6.1 Introduction

6.2 General Management and administration of biological assets
6.3 Accounting for biological assets

6.4 Transitional provisions

6.5 Applicable accounting standards
6.6 Legislative authority
6.7 Implementation of the guideline

Introduction

Preamble

“Biological assets” means live plants and animals. The common examples of biological assets include
animals such as goats, sheep, cows, buffaloes, calves, and fish. Biological assets include plants such as
vegetables, crops, vineyards, trees, micro-organisms and fruit orchards.

Biological assets transform over time. They grow, degenerate and produce. As a result quantitative or
qualitative changes occur in the nature of biological assets. Such changes are known as biological
transformation.

The harvested product of changes in the nature of biological assets is known as agricultural produce.
The examples of agricultural produce include milk, mutton, beef, fruits, coffee beans etc.

Usually, biological assets are of primary importance in farm-related entities. These entities may
generate income from their biological assets therefore these biological assets need to be recognized in
the balance sheet and the revenues from them also need to be recognized in the income statement.

Definitions

The following terms are used in this Guideline with the meanings specified:

a. Agricultural activity is the management by a public sector entity of the biological transformation
and harvest of biological assets for:

1. Sale;
ii.  Distribution at no charge or for a nominal charge; or
iii.  Conversion into agricultural produce or into additional biological assets for sale or for

distribution at no charge or for a nominal charge.

b. Agricultural produce is the harvested product of the entity’s biological assets.

A biological asset is a living animal or plant.

d. Biological transformation comprises the processes of growth, degeneration, production, and
procreation that cause qualitative or quantitative changes in a biological asset.

e. Costs to sell are the incremental costs directly attributable to the disposal of an asset, excluding
finance costs and income taxes. Disposal may occur through sale or through distribution at no
charge or for a nominal charge.

f. A group of biological assets is an aggregation of similar living animals or plants.

Harvest is the detachment of produce from a biological asset or the cessation of a biological
asset’s life processes.

Agricultural activity covers a diverse range of activities; for example, raising livestock, forestry, annual

or perennial cropping, cultivating orchards and plantations, floriculture, and aquaculture (including

fish farming). Certain common features exist within this diversity:

a. Capability to change. Living animals and plants are capable of biological transformation;

b. Management of change. Management facilitates biological transformation by enhancing, or at

least stabilizing, conditions necessary for the process to take place (for example, nutrient levels,
moisture, temperature, fertility, and light). Such management distinguishes agricultural activity

e
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from other activities. For example, harvesting from unmanaged sources (such as ocean fishing
and deforestation) is not agricultural activity; and
c. Measurement of change. The change in quality (for example, genetic merit, density, ripeness, fat
cover, protein content, and fiber strength) or quantity (for example, progeny, weight, cubic
meters, fiber length or diameter, and number of buds) brought about by biological
transformation or harvest is measured and monitored as a routine management function.
Biological transformation results in the following types of outcomes:
a. Asset changes through
i. growth (an increase in quantity or improvement in quality of an animal or plant),
ii. degeneration (a decrease in the quantity or deterioration in quality of an animal or plant), or
iii. procreation (creation of additional living animals or plants); or
b. Production of agricultural produce such as latex, tea leaf, wool, and milk.

Objective of the guideline
The objective of this guideline is to:

Standardize management and administration of biological assets

Aid in the development of an inventory of government biological assets;

Aid in the standardization of the management and reporting of biological assets; and

Prescribe the appropriate treatment and disclosures for agricultural activity and provide technical
guidance for the preparation of financial statements, so as to enable them to give a true and fair
view, with respect to biological assets.

ST C S

Scope

A public sector entity that prepares and presents financial statements under the accrual basis of
accounting shall apply this guideline for the following:

a. Biological assets; and

b. Agricultural produce at the point of harvest.

This Guideline does not apply to:

a. Land related to agricultural activity (see IPSAS 16, Investment Property and IPSAS 17, Property,

Plant, and Equipment);

b. Intangible assets related to agricultural activity (see IPSAS 31, Intangible Assets); and
c. Biological assets held for the provision or supply of services.

When biological assets are used for research, education, transportation, entertainment, recreation,
customs control or in any other activities that are not agricultural activities, those biological assets are
not accounted for in accordance with this Guideline. Where those biological assets meet the definition
of an asset, other IPSASs should be considered in determining the appropriate accounting (e.g.,
IPSAS 12, Inventories and IPSAS 17).

This guideline is applied to agricultural produce, which is the harvested product of the entity’s
biological assets, only at the point of harvest.

Examples showing the distinction between biological assets, agricultural produce, and products that
are the result of processing after harvest:

Table 6.1
Biological asset(s) Agricultural Produce Products that are the
result of processing after
harvest
Sheep Wool Yarn, Carpet
Trees in a plantation forest | Felled trees Logs, lumber
Plants Cotton Thread, Clothing
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Biological asset(s) Agricultural Produce Products that are the
result of processing after
harvest

Harvested cane Sugar

Dairy cattle Milk Cheese

Pigs Carcass Sausages, cured hams

Bushes Leaf Tea, cured tobacco

Vines Grapes Wine

This guideline applies to all public sector entities other than Government Business Enterprises.
The Preface to International Public Sector Accounting Standards issued by the IPSASB explains that
Government Business Enterprises (GBEs) apply IFRSs issued by the IASB.

Reference to Non-financial Asset Management Guidelines

Biological assets are non-financial assets and hence this guideline shall be read in conjunction with
the non-financial asset management guidelines under Part IV (i) of Guidelines on asset and liability
management in the public sector.

The non-financial asset management guidelines provide detailed guidance on the administration and
management of non-financial assets as well as their accounting treatment. The guidelines have
adopted the life cycle approach to non-financial assets management. The four phases of the life cycle
of a non-financial asset include planning, acquisition, operation and maintenance and, disposal. The
detailed guidelines with respect to the four phases have been detailed in the Guidelines on asset and
liability management in the public sector and are applicable to railway infrastructure assets.

General Management and administration of biological assets

Institutional framework
The following are some of the key institutions that drive the policies in country with regards to
management of biological assets.

Table 6.2
Institution Role
Ministry of Agriculture, | The Strategic Objectives for the Ministry are to:

Livestock, fisheries and
irrigation.

1. To create an enabling environment for Agricultural development
2. To increase productivity and outputs in agricultural sector

3. To enhance national food security

4. To improve market access and trade

5. To strengthen Institutional capacity

Kenya Forest Service

Relevant strategic objectives

e Increase net forest cover
¢ Enhance conservation, sustainable management and utilisation of forests by
improving livelihoods in rural areas

Kenya Wildlife Service
(KWS)

KWS manages about 8 per cent of the total landmass of the country. This land
contains 22 National Parks, 28 National Reserves and 5 National Sanctuaries

KWS undertakes conservation and management of wildlife resources across all
protected areas systems in collaboration with stakeholders.

The community wildlife program of KWS in collaboration with others encourages
biodiversity conservation by communities living on land essential to wildlife, such
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as wildlife corridors and dispersal lands outside parks and reserves. The premise
is that " if people benefit from wildlife and other natural resources, then they will
take care of these resources.

County Governments Management of Parks under the county government.

KALRO The mandate of KALRO as stated in the Act is to:

a) Promote, streamline, coordinate and regulate in Kenya research in crops,
livestock, genetic resources and biotechnology;

b) Promote, streamline, coordinate and regulate research in crops and animal
diseases

c) Expedite, equitable, access to research information, resources and technology
and promote the application of the research findings and technology in the
field of agriculture

Strategic Objectives

1. To improve crop production, productivity and utilization

2. To improve livestock production, productivity and products utilization

3. To develop environmentally friendly technologies and natural resource

systems for sustainability

4. To develop appropriate agricultural machinery and equipment/implements

5. To support and promote use of biotechnology applications in agricultural

development
Entities under the These are entities dealing with biological assets e.g. Nyayo tea zones, Nyayo tea
County and National zones, Kenya Tea Development Authority (KTDA),Kenya Plant Health
government dealing with | Inspectorate Service (KEPHIS) etc. Such entities deal with and manage biological
biological assets assets otherwise relating to the government.

Documents of ownership
In agricultural activity, control may be evidenced by, for example, legal ownership of cattle and the
branding or otherwise marking of the cattle on acquisition, birth, or weaning.

The documents of ownership should be in the name of the entity and under the custody of the
Accounting Officer.

Maintenance of biological assets
The accounting officers are responsible for ensuring that biological assets attain the maximum service
potential for which the government entity holds them.

The accounting officers must maintain technical expertise in management and operation of the
biological assets as may be deemed economically sustainable for the government entity.

The accounting officer must at all times maintain a full list of all biological assets owned and
controlled by the government entity. This list must be updated on a real time basis as and when
necessary.

Disposal of biological assets

This is the final phase in the life cycle of a biological asset. At this phase the biological asset is
identified as being ready to be disposed of. As with all phases in the life-cycle approach to Asset
Management, the accounting officer will need to develop and implement an annual Biological Asset
Disposal Plan that will be updated during the year as circumstances change. The set intervals needed
for updating the Biological Asset Disposal plan must be decided on and clearly indicated on the plan.
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The plan should also include the various disposal methods and how each method should be initiated,
evaluated, operationalised and concluded, including how gains and losses, as a result of the disposal,
will be handled. The accounting officer should include the various asset type categories in the disposal
plan and investigate and recommend the most appropriate form of disposal per asset type category.
It is recommended that the Accounting Officer appoints a Biological Asset Disposal Committee,
whose function it will be to make recommendations regarding the disposal of any biological asset
within the department.

Any recommendation made by the committee must be submitted to the Accounting Officer to approve
the disposal of biological assets, unless the Accounting Officer has given this committee chair person
the delegated authority. The details of this manager and his/her delegated authority should be
included in the Biological Asset Disposal plan.

Where the disposal of a biological asset forms part of the production process, i.e. where chickens are
slaughtered after reaching a certain age/weight the disposal process would have to be set up in such a
way that authority to dispose of is obtained from an authorized official without having to set up and
obtain recommendations from a committee. If pre-arranged procedures are necessary, this should be
recorded in the Biological Assets Disposal Plan.

The Biological Asset Disposal Plan should clearly document the actual steps in the disposal process, in
line with Supply Chain Management initiatives

The methods of disposal must be fair, equitable, transparent, cost-effective and should include but are
not limited to the following methods of disposal;

a. Sale

b. Transfer to other departments

c. Slaughter

d. Euthanasia (ending a life to relieve pain and suffering)

The method of disposal that is chosen must include a proper cost evaluation of the associated costs
related to the disposal method in relation to the benefits expected to be accrued as a result of the
disposal.

Should the sale of a biological asset not be at a market-related value, as per price quotation,
competitive bid or auction, the reasons for the disposal should be motivated, certified and recorded
and approved by the accounting officer.

The Biological Asset Disposal Plan may be updated at any time during a year with any changes that
will enhance the plan, provided that the changes to the plan are authorised by the Accounting Officer.
The animals/plants listed on the Biological Asset Disposal report must be subject to the various
requirements of the latest version of the Biological Asset Disposal plan and must include information
such as the animal/plant description, specifications, planned disposal date, purchase price, disposal
method identified during planning for that category of asset, the estimated revenue/loss to be
expected due to the disposal and any information regarding further use/benefits that can be derived
from the biological asset.

Any assets listed on the Biological Asset Disposal list must be kept in a safe and secure location prior
to the disposal and should the biological asset need to be moved to another secure location, the
signatures from the current custodian as well as receiver custodian must be obtained. This transfer to
a new location must also be updated on the asset register.

Accounting for biological assets

This section has the following subsections

(1) Recognition

(2) Capitalisation

(3) Measurement

(4) Determination of fair value

(5) Gains and losses

(6) Disclosures in financial statements

(7)  Additional Disclosures for Biological Assets Where Fair Value Cannot Be Measured Reliably
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Recognition

A public sector entity shall recognize a biological asset or agricultural produce when and only when:

a. The entity controls the asset as a result of past events;

b. Itis probable that future economic benefits or service potential associated with the asset will flow
to the entity; and

c. The fair value or cost of the asset can be measured reliably.

d. Fair value is above the capitalization threshold.

A planted crop meets the definition of a biological asset when the seeds (or seedlings) are planted

In agricultural activity, control may be evidenced by, for example, legal ownership of cattle and the

branding or otherwise marking of the cattle on acquisition, birth, or weaning.

The future benefits or service potential are normally assessed by measuring the significant physical

attributes.

The fair value of an asset is based on its present location and condition. As a result, for example, the

fair value of cattle at a farm is the price for the cattle in the relevant market less the transport and

other costs of getting the cattle either to that market or to the location where it will be distributed at

no charge or for a nominal charge.

Capitalisation

The fundamental underlying principle for distinguishing between capital and current expenditure is
whether the cumulative purchase of the biological assets or their fair value is less than, equals or
exceeds Kshs 200,000.

Asset expenditure or fair values that equals or exceeds Kshs 200,000 is classified as capital
expenditure and asset expenditure or fair values less than Kshs 200,000 is classified as current
expenditure.

All subsequent expenditures are treated as cost of production and not capitalised.

Measurement

A biological asset shall be measured on initial recognition and at each reporting

date at its fair value less estimated point-of-sale costs, except for cases where the fair value cannot be
measured reliably. If the fair value cannot be measured reliably at its initial recognition, the biological
asset shall be measured at its cost less any accumulated depreciation and any accumulated
impairment losses. Once the fair value becomes reliably measurable again, a department shall
measure it at its fair value less estimated point-of-sale costs. Measuring a biological asset at cost less
depreciation and impairment shall only be on initial recognition and any biological asset that has
previously been measured at its fair value less estimated point-of-sale costs shall continue to do so
until disposal.

If a biological asset is acquired at no or nominal cost, the biological asset shall be measured according
to the fair value of the asset.

Agricultural produce that is harvested from a department's biological asset shall be measured at its
fair value less any estimated point-of-sale costs at the point of harvest

Point-of-sale costs include commissions to brokers and dealers, levies by regulatory

agencies and commodity exchanges, and transfer taxes and duties. Point-of-sale cost excludes the
transport and other costs necessary to get the biological asset to a market.

Determination of fair value

The determination of the fair value of a biological asset or agricultural produce may

be facilitated by grouping biological assets or agricultural produce according to the significant
attributes of the asset; e.g. sorted by age or quality. Departments may select the attributes
corresponding to the attributes used in the market as a basis for pricing. If an active market exists for
a biological asset or agricultural produce, the quoted market price is appropriate for determining the
fair value. If there is no active market for a biological asset or agricultural produce one of the
following valuations may be applied:
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a. The most recent market transaction price, provided that the market has not significantly
changed since that transaction;

b.  The market prices for similar assets with adjustments to reflect differences; and

c.  Sector benchmarks such as the value of an orchard expressed per export tray, bushel, or hectare
and value of cattle expressed per kilogram of meat.

A number of different conclusions may be obtained when calculating the fair value of

an asset using different methods. The reasons for the differences must be considered in order to

achieve the most reliable estimate of the fair value of the biological asset.

In some instances the actual cost of the biological asset may be deemed the

approximate fair value of the asset, for example, the cost of seedling trees that are planted

immediately before a reporting date.

Biological assets are often attached to land such as tree plantations. There may be

no market for the separated assets but an active market for the combined assets (the tree and the

land). In determining the value of the biological assets the fair value of the raw land and the fair value

of land with improvements may be deducted from the fair value of the combined assets to arrive at the

fair value of the biological assets.

The hierarchy may be summarised as follows:

Price for the asset in an active market.

Recent transaction price for the asset if there is no active market.

Market prices for similar assets, adjusted for the points of difference.

Sector benchmarks.

Present value of the future cash flows expected to be generated from the asset

ANENRNENEN

Gains and Losses

A gain or loss arising on initial recognition of a biological asset at fair value less estimated point of
sale costs and from a change in fair value less estimated point of sale costs a biological asset shall be
included in surplus or deficit for the period in which it arises.

Changes in fair value may be due to both physical changes and price changes in the market.

A reconciliation of changes in the carrying amount of biological assets between the beginning and the
end of the period is required.

Entities should present separately in the reconciliation the gains and losses due to physical changes
and price changes. Separate reconciliations of changes in fair value for both mature and immature
assets should also be presented.

A consolidated reconciliation is also acceptable.

Disclosures in financial statements

A public sector entity shall disclose the aggregate gain or loss arising during the current period on

initial recognition of biological assets and agricultural produce and from the change in fair value less

estimated point of sale costs of biological assets. This should distinguish the fair value changes due to

physical changes and due to price changes.

A public sector entity shall provide a quantified and narrative description of biological assets that

distinguishes:

a) Between consumable (held for harvest as agricultural produce or for sale) and bearer biological
assets (used repeatedly or continuously for more than one year in an agricultural activity);

b) between biological assets held for sale and those held for distribution at no charge or for a
nominal charge.

c¢) between mature (attained harvestable specifications) and immature biological assets, as
appropriate.

A public sector entity shall describe:

a. The nature of its activities involving each group of biological assets; and
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b. Non-financial measures or estimates of the physical quantities of:
i. Each group of the entity’s biological assets at the end of the period; and
ii. Output of agricultural produce during the period.
The methods and significant assumptions applied in determining the fair value of each group of
agricultural produce at the point of harvest and each group of biological assets.
The fair value less costs to sell of agricultural produce harvested during the period, determined at the
point of harvest.
A public sector entity shall disclose:
a. The existence and carrying amounts of biological assets whose title is restricted, and the carrying
amounts of biological assets pledged as security for liabilities;
b. The nature and extent of restrictions on the entity’s use or capacity to sell biological assets;
c. The amount of commitments for the development or acquisition of biological assets; and
d. Financial risk management strategies related to agricultural activity.
A public sector entity shall present a reconciliation of changes in the carrying amount of biological
assets between the beginning and the end of the current period. The reconciliation shall include:
a. The gain or loss arising from changes in fair value less costs to sell, disclosed separately for bearer
biological assets and consumable biological assets;
b. Increases due to purchases;
c. Increases due to assets acquired through a non-exchange transaction;
d. Decreases attributable to sales and biological assets classified as held for sale (or included in a
disposal group that is classified as held for sale) in accordance with the relevant international or
national standard dealing with non-current assets held for sale and discontinued operations;
Decreases due to distributions at no charge or for a nominal charge;
Decreases due to harvest;
Increases resulting from entity combinations;
Net exchange differences arising on the translation of financial statements into a different
presentation currency, and on the translation of a foreign operation into the presentation
currency of the reporting entity; and
i.  Other changes.
Agricultural activity is often exposed to climatic, disease and other natural risks. If an event occurs
that gives rise to a material item of revenue or expense (e.g. climatic, disease and other natural risks),
the nature and amount of that item are disclosed.

5 ga rh

Additional Disclosures for Biological Assets Where Fair Value Cannot Be Measured
Reliably
If a public sector entity measures biological assets at their cost less any accumulated depreciation and
any accumulated impairment losses at the end of the period, the entity shall disclose for such
biological assets:
A description of the biological assets;
An explanation of why fair value cannot be measured reliably;
If possible, the range of estimates within which fair value is highly likely to lie;
The depreciation method used;
The useful lives or the depreciation rates used; and
The gross carrying amount and the accumulated depreciation (aggregated with accumulated
impairment losses) at the beginning and end of the period.
If, during the current period, a public sector entity measures biological assets at their cost less any
accumulated depreciation and any accumulated impairment losses, a public sector entity shall disclose
any gain or loss recognized on disposal of such biological assets and the reconciliation shall disclose
amounts related to such biological assets separately. In addition, the reconciliation shall include the
following amounts included in surplus or deficit related to those biological assets:

a. Impairment losses;

b. Reversals of impairment losses; and

e oo T
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c. Depreciation.

If the fair value of biological assets previously measured at their cost less any accumulated
depreciation and any accumulated impairment losses becomes reliably measurable during the current
period, a public sector entity shall disclose for those biological assets:

a. A description of the biological assets;

b. An explanation of why fair value has become reliably measurable; and

c. The effect of the change.

Transitional provisions

Where a public sector entity initially recognizes biological assets or agricultural produce on the first-
time adoption of the accrual basis of accounting, the entity shall report the effect of the initial
recognition of those assets, and that produce as an adjustment to the opening balance of accumulated
surpluses or deficits for the period in which this guideline is first adopted.

If an public sector entity has been recognizing biological assets, the resultant changes in carrying
values of biological assets arising from adoption of this guideline shall be adjusted through the
accumulated surpluses or deficits for the period in which this guideline is first adopted.

Applicable accounting standards

e IPSAS 1 & IAS 1 - Presentation of Financial Statements

e IPSAS 12 & IAS 2 - Inventories

e IPSAS 16, IAS 40 — Investment Property

e IPSAS 17 & IAS 16 — Property, Plant and Equipment

e IPSAS 19 & IAS 37 - Provisions, Contingent Liabilities and Contingent Assets
e IPSAS 27 & IAS 41 — Agriculture

o IPSAS 31 & IAS 38 — Intangible Assets

Legislative authority

e Agriculture Act, Cap 318, Revised 2012 (1986)

e Agriculture, Fisheries and Food Authority Act, no.13 of 2013, Revised 2015

e The Wildlife (Conservation and Management) Act, Cap 376 Revised 2009 (1985)
e PPAD Act, 2015

e PPAD Regulations, 2020

e PFM Act, 2012

e PFM (National Government) Regulations, 2015

e PFM (County Governments) Regulations, 2015

e (S Treasury incorporation Act.

Implementation of guideline
The dates of implementation of the guideline are as follows:

Table 6.3

Effective Date Beginning on or after 1 July 2020

Date guideline approved

Date guideline amended
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Railway Infrastructure Assets management

This guideline covers the following areas:

6.1 Introduction

6.2 General Management and administration of railway infrastructure assets
6.3 Accounting for railway infrastructure assets

6.4 Transitional provisions

6.5 Applicable accounting standards

6.6 Legislative authority

6.7 Implementation of the guideline

Introduction

Preamble

Railways in Kenya are under the Ministry Transport, Infrastructure, Housing and Urban Development. This
role has however been actualized through Kenya Railways which is established as a corporate body under the
Kenya Railways Act.

According to the Kenya Railways Act 2012(1979), a railway means “the whole or any portion of the lines of
railway operated by the Kenya Railways Corporation and all other movable and immovable property used, or
placed at the disposal of the Corporation for use, in connection therewith. “Trains” includes locomotive
engines, tenders, motors, coaches, wagons, trolleys and rolling stock of all kinds used, whether separately or in
conjunction, on a railway Components

Kenya Railways Corporation has other land assets in addition to land under railways and within railway
reserves, particularly:

a) Land acquired for future railway works; and

b) Land used for management purposes (offices, depots, etc).

Objective of the guideline
The objective of this guideline is to:

a) Standardize management and administration of railways infrastructure assets

b) Aid in the development of an inventory of government railways infrastructure assets;

¢) Aid in the standardization of the management and reporting of railways infrastructure assets; and

d) Prescribe the appropriate treatment and disclosures for railways infrastructure assets and provide
technical guidance for the preparation of financial statements, so as to enable them to give a true and fair
view, with respect to railways infrastructure.

Reference to Non-financial Asset Management Guidelines

Railway infrastructure assets are non-financial assets and hence this guideline shall be read in conjunction
with the non-financial asset management guidelines under Part IV (i) of Guidelines on asset and liability
management in the public sector.

The non-financial asset management guidelines provide detailed guidance on the administration and
management of non-financial assets as well as their accounting treatment. The guidelines have adopted the life
cycle approach to non-financial assets management. The four phases of the life cycle of a non-financial asset
include planning, acquisition, operation and maintenance and, disposal. The detailed guidelines with respect to
the four phases have been detailed in the Guidelines on asset and liability management in the public sector and
are applicable to railway infrastructure assets.
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General Management and administration of railways infrastructure assets
Kenya Railways was established by an Act of Parliament (Cap 397) of the Laws of Kenya, to manage railways
operations in Kenya.

1. Provide skills and technology for the railway sector
2. Provide efficient and effective railway services
3. Leverage our assets to grow business

4. Promotion, facilitation and participation in national and metropolitan railway network development

Private sector provided infrastructure

This majorly relates to the railway infrastructure created under Public Private Partnerships. This infrastructure
reverts to the government after the period agreed upon in the contract with the private actor. This will be
referred to as private sector provided railway infrastructure. At the point of transfer, the accounting officer
must ensure that all the terms and conditions in the agreement are met before acceptance. The private actor
must ensure that the asset is handed over to the government after it has met the quality conditions in the
agreement.

Documents of title and ownership of railway infrastructure assets

All land under railways and within railway reserves should to have titles deeds. The land under railways and
within railway reserves should also be supported by the land maps.

The documents of ownership of land under railways should be under the custody of the Corporation or any
other body mandated within the law.

Accounting for railways infrastructure assets

Recognition

A public sector entity shall recognise railway infrastructure assets when:

a) it has control over the assets;

b) itis probable that the entity will have flows from future economic benefit or service potential as a result of
the assets; and

c) the cost of the assets can be measured reliably.

All railways infrastructure assets shall be recognized as assets irrespective of the cost. Railways infrastructure

assets shall be recognised in the financial statements under five categories:

a) Permanent way/Right of way (Land under railways and within railway reserves);

b) Railways and Bridges;

¢) Work in progress;

d) Traffic control installations; and

e) Amenities

Land under railways and within railway reserves

Purchase of land for railway or right-of-way will be set up in a separate fixed asset account, by year, which will
not be depreciated. The valuation is done by the National Lands Commission before the payout are made to the
owners of the lands. This becomes the value of the land under railways and within railway reserves. Any
purchase of land or right-of-way, prior to 2018, for which the railway authority has documentation of purchase
price should be included. Where there is no available purchase price, a management estimate should be used.
Railway authorities typically have other land assets in addition to land under railways and within railway
reserves, particularly:

a) Land acquired for future railway works; and

b) Land used for management purposes (offices, depots, etc).

Measurement at initial recognition
Railway infrastructure assets should be measured initially at its cost (transaction costs should be included in
this initial measurement).
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Where a railway infrastructure asset is acquired at no cost, or for a nominal cost, its cost is its fair value as at
the date of acquisition.

The value of land under railways and within railway reserves is included in railway infrastructure assets

The value of land other than land under railways is included in property assets.

Railways and bridges
The railway infrastructure asset costs included in the fixed assets register and the financial statements include:
Table 7.1
Design phase costs o Prefeasibﬂity tests cost
. Feasibility cost
. Detailed design cost
. Procurement cost
Construction phase costs L Construction costs
) Commissioning costs
Operation phase o Capital maintenance cost

The design phase costs are not reported as an asset if the railways and bridges in question are not constructed.
These costs are only capitalized when the railways and bridges are constructed. They are as such recognized as
work in progress and expensed if the resultant report does not lead to construction of the railways and bridges
or capitalized when the railway and bridges are constructed.

The cost of railways and bridges also includes the cost of drainage structures on the railways. The related costs
are included in the railway construction contracts as part of railway construction and are therefore not
separated while accounting for the same.

Work in progress

Work in Progress (WIP) refers to capitalisable expenditure incurred in relation to the construction,
rehabilitation or rejuvenation of railway assets that have yet to be commissioned or are not yet ready for use.
When the construction work is complete the costs in Capital Work in Progress will be transferred to the
relevant asset classification. Projects are considered complete when they have been approved by the project
sponsor as being ready for use.

Traffic control installations
These include guard rails and traffic signs and lighting. The initial installation of guardrails and traffic signs
and lighting will be included with the project cost, in accordance with the capitalization thresholds.

Amenities

Section 13 of the Kenya Railways Act “Powers of the Corporation as a statutory body” states that Without

prejudice to section 11A, the Corporation shall have power to provide within Kenya such other amenities or

facilities for passengers carried by the Corporation and other persons making use of the services performed or

the facilities provided by the Corporation as may appear to the Board necessary or desirable

The amenities include ports and railway stations. Specific provisions for accounting purposes are as below:

a) The buildings are treated in line with the buildings guideline.

b) Access roads are treated in line with the roads infrastructure assets guideline.

¢) Any other amenities e.g. seats and shelters at the stations are capitalized in line with the capitalization
thresholds.

d) Wagons are treated in line with motor vehicles and other transport assets guideline.
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Measurement after initial recognition
Cost Model

After initial recognition, an entity that chooses the cost model should measure all of its railway infrastructure
assets using the benchmark treatment and the guidelines for normal assets as stated in the previous section
that is, at cost less any accumulated depreciation and any accumulated impairment losses.

Measurement at fair value

A gain or loss arising from a change in the fair value of railway infrastructure assets should be included in net
surplus/deficit for the period in which it arises.

The fair value of railway infrastructure assets is the price at which the property could be exchanged between
knowledgeable, willing parties in an arm’s length transaction and hence the fair value of railway infrastructure
assets is usually its market value.

Fair value is measured as the most probable price reasonably obtainable in the market at the reporting date in
keeping with the fair value definition. It is the best price reasonably obtainable by the seller and the most
advantageous price reasonably obtainable by the buyer. This estimate specifically excludes an estimated price
inflated or deflated by special terms or circumstances such as atypical financing, sale and leaseback
arrangements, special considerations or concessions granted by anyone associated with the sale (certain of
above mentioned circumstances may not apply to the public sector at large but are noted for the sake of
completeness and explanation of the principle involved).

An entity determines fair value without any deduction for transaction costs that the entity may incur on sale or
other disposal.

The fair value of railway infrastructure assets should reflect the actual market state and circumstances as of the
reporting date, not as of either a past or future date.

If an entity has previously measured its railway infrastructure assets at fair value, the entity should continue to
measure the property at fair value until disposal (or until the property becomes owner-occupied property or the
entity begins to develop the property for subsequent sale in the ordinary course of operations) even if
comparable market transactions become less frequent or market prices become less readily available.
Revaluation can only be done on assets that are being used. Only railway infrastructure assets in use should be
re-valued and disclosed

Subsequent Expenditure

Additional expenditure on railway infrastructure assets must be capitalised (i.e. added to the carrying amount
of the asset) when it improves the condition of the asset beyond its originally assessed standard of performance
or capacity. In general, work that includes upgrades, enhancements and additions to an asset would fall into
the category of capital expenditure when it results in any of the following;:

a) An increase in the asset’s useful function or service capacity;

b) An extension of its useful life;

¢) Animprovement to the quality of the service(s) delivered through utilisation of the asset;
d) A reduction in future operating costs; and

e) The upgrade or enhancement becoming an integral part of the asset.

Capitalisation thresholds
All railway infrastructure assets owned by an entity shall be recognised in an entity’s fixed asset records,
irrespective of value.

Physical and conditional assessment of the railway infrastructure assets

All railway infrastructure assets owned by an entity shall be verified annually.

The accounting officer shall ensure that all railway infrastructure assets are secure, and this should be
confirmed during the annual asset verification.

Depreciation and useful life
Railway assets are long-lived capital assets that normally are stationary in nature and can normally be
preserved for a significantly greater number of years than most capital assets.
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Land under railways and within railway reserves and Work in progress shall not be depreciated.
Straight line method of depreciation shall be used. The useful life in years for depreciation will be 50 years.

Impairment

Railway Infrastructure assets will be reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable. An impairment loss is recognised for the amount by
which the asset’s carrying amount exceeds its recoverable amount.

The carrying amount of a railway will be considered impaired when the railway is being undone and redone on
the same land. The cost of re-doing the railway becomes the new cost included in the financial statements.

Transfers, decommissioning and disposal

Transfers

An Authority or a county government may transfer any railway assets or function relating to railways in
accordance with the provisions of Article 187 of the Constitution and Part III of the Intergovernmental
Relations Act, 2012.

The transfer is always through a gazette notice. In such instances, once a notice is gazetted, the ownership and
maintenance of the railways infrastructure immediately transfers to the other entity as at the date of the notice.
The documents of ownership should be transferred to such other entities as the case may be. A hand over
agreement should be drawn and kept by both parties.

Railway assets can only be leased but cannot be transferred to a third party.

Decommissioning

A decommissioned railway is a railway that has been removed from service, has been shut down, or has had its
authorization as a government railway removed. Decommissioning can include the complete or partial
demolition or abandonment of an old railway structure because the old railway has lost its utility.

The decommissioning of a railway should be through a gazette notice. It should be removed from the books and
the inventory records. In this case, the land under railways and railway reserves is not written off. It remains in
the records and is treated as the other land.

Disposal of railways infrastructure assets

Disposal is not provided for with regards to Kenyan railways. Under no circumstance would a Kenyan Railway
be sold.

Disclosures in financial statements

The same information as is provided for other property, plant and equipment should be included in the
financial statements with an indication that the assets are railway infrastructure assets. The details of the
specific items of disclosure are enumerated under IPSAS 17 and IAS 16.

Disclosure on railways infrastructure assets that are not being used or that have been decommissioned should
also be made in the financial statements.

Transitional provisions

An entity that adopts accrual accounting for the first time in accordance with International Accounting
Standards shall initially recognize railway infrastructure assets at cost or fair value. For assets that were
acquired at no cost, or for a nominal cost, cost is the railway infrastructure asset’s fair value as at the date of
acquisition.

The entity shall recognise the effect of the initial recognition of railway infrastructure assets as an adjustment
to the opening balance of accumulated surpluses or deficits for the period in which accrual accounting is first
adopted in accordance with IPSAS, IAS or IFRS.

Applicable accounting standards

o IPSAS 17 & IAS 16 — Property, Plant and Equipment
e IPSAS 21 or 26 and, IAS 36 - Impairment of Assets

e IPSAS 33 First time adoption of accrual basis IPSAS.
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Legislative authority
e Kenya Railways Act 2007

e Public Roads and Roads of Access Act, Chapter 399, Revised Edition 2010 [1972] “

e East Africa Land Regulations, 1897, the Crown Lands Act, 1902

e Land Act, No. 6 of 2012

e Land Registration Act, No. 3 of 2012

e National Land Commission Act, No. 5 of 2012
e Trust of Land Act, 1941

e Urban Areas and cities Act, 2011

e PPAD Act, 2015

e PPAD Regulations, 2020

e PFM Act, 2012

¢ PFM (National Government) Regulations, 2015
¢ PFM (County Governments) Regulations, 2015
e Scrap Disposal Act

Implementation of guideline

The dates of implementation of the guideline are as follows:

Table 7.2

Effective Date

Beginning on or after 1 July 2020

Date guideline approved

Date guideline amended
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8 Information and Communication Technology (ICT)
Asset/Equipment

This guideline covers the following areas:

8.1 Introduction

8.2 General Management and administration of ICT assets/ equipment
8.3 Accounting for ICT Assets

8.4 Transitional provisions

8.5 Applicable accounting standards

8.6 Legislative authority

8.7 Implementation of the guideline

8.1 Introduction

8.1.1 Preamble

(1) Information and Communication Technology (ICT), the term is generally accepted to mean all
devices, networking components, applications and systems that combined allow people and
organizations (i.e., businesses, nonprofit agencies, governments and criminal enterprises) to interact
in the digital world.

(2) This ICT guideline does not cover software as this has been dealt with under intangible assets.

8.1.2 Institutional framework

Table 8.1
Institution Mandate in relation to ICT
Ministry of ICT The Ministry of Information, Communications and Technology (ICT)
has responsibility for formulating, administering, managing and developing the
Information.

It formulates policies and laws that regulate standards and services in the
Information, Communication and Technology (ICT) sector,
Telecommunications and the Media industry. It is also charged with the
responsibility of developing and administering ICT standards, building capacity
of mass media and ICT, and the dissemination of public information through
the Kenya Broadcasting Corporation (KBC).
Communications The Communications Authority of Kenya (CA) is the regulatory authority for the
Authority of Kenya | communications sector in Kenya.
The Authority is responsible for facilitating the development of the information
and communications sectors including; broadcasting, cybersecurity,
multimedia, telecommunications, electronic commerce, postal and courier
services. This responsibility entails:
v Licensing all systems and services in the communications industry,
including; telecommunications, postal, courier and broadcasting.
v" Managing the country’s frequency spectrum and numbering resources.
v Facilitating the development and management of a national cyber
security framework.

v’ Facilitating the development of e-commerce.

v' Type approving and accepting communications equipment meant for
use in the country.

v Protecting consumer rights within the communications environment.

v' Managing competition within the sector to ensure a level playing

ground for all players.
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Institution Mandate in relation to ICT

v" Regulating retail and wholesale tariffs for communications services.

v' Managing the universal access fund to facilitate access to
communications services by all in Kenya.

v" Monitoring the activities of licensees to enforce compliance with the
licence terms and conditions as well as the law.

ICT Authority The Information and Communication Technology (ICT) Authority is a State

Corporation under the Ministry of Information Communication and Technology

tasked with rationalising and streamlining the management of all Government

of Kenya ICT functions. This entails enforcing ICT standards in Government

and enhancing the supervision of its electronic communication.

ICTA also promotes ICT literacy, capacity, innovation and enterprise in line
with the Kenya National ICT Masterplan 2017.
IFMIS The IFMIS department of the National Treasury roles amongst others are to:

v' Provide a framework for training and capacity building of government
officers to enable effective use of the IFMIS system;

v' Ensure seamless integration or interfacing of IFMIS with other relevant
financial management sub-systems including Central Bank of Kenya and
Kenya Revenue Authority systems, among other stand-alone systems;

v Ensure sustainability of the IFMIS system in driving the PFM agenda
through adoption of continuous improvement, knowledge transfer, business
continuity management and proper governance mechanisms.

Information Information Technology Infrastructure Library, is a set of detailed practices for
technology IT service management (ITSM) that focuses on aligning IT services with the
infrastructure needs of business.

library

Reference to Non-financial Asset Management Guidelines

Information and Communication Technology (ICT) equipment are non-financial assets and hence
this guideline shall be read in conjunction with the non-financial asset management guidelines under
Part IV (i) of Guidelines on asset and liability management in the public sector.

The non-financial asset management guidelines provide detailed guidance on the administration and
management of non-financial assets as well as their accounting treatment. The guidelines have
adopted the life cycle approach to non-financial assets management. The four phases of the life cycle
of a non-financial asset include planning, acquisition, operation and maintenance and, disposal. The
detailed guidelines with respect to the four phases have been detailed in the Guidelines on asset and
liability management in the public sector and are applicable to Information and Communication
Technology (ICT) equipment.

Management and administration of ICT

Planning for ICT assets

Planning for ICT assets at National level shall be guided by this guideline and any guidelines/policies
issued by the ICT Ministry.

Each County should centralise the ICT needs from all departments and sub counties and centrally
procure the assets.
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All other entities will ensure that procurements are done as per the procurement plans taking into
considerations value for money through bulk procurements.

Distribution of ICT assets procured centrally
The inspection and acceptance committees shall ensure that the goods are received in line with the
purchase orders. Goods shall only be accepted when and only when they meet all the specifications.

Each accounting officer must ensure that all ICT assets procured are received and that they are in line
with the specifications needed and, in the quantities, ordered.

Custody of documents of ownership

For the purposes of proof of ownership by public sector entities, copies of warranties, receipts,
delivery notes and invoices shall be maintained by the accounting officer.

Asset register

Asset details shall be kept in entity’s asset register for all capitalised Information and Communication
Technology (ICT) equipment Accuracy of details supporting capitalised assets shall be the
responsibility of the entity’s accounting officer and the asset officer assigned to that asset. The
relevant asset officer will be responsible for communicating to the accountant any changes to the asset
in a timely manner.

A copy of the asset register is included under Appendix 6(a), standard asset register.
Disposal

The accounting officer must ensure best value for money is achieved on disposal of assets.

The ministry of ICT and NEMA will enact laws on sectors of society to enforce environmentally
friendly disposal of ICT hardware products.

Accounting officers must ensure responsible disposal of ICT hardware that is harmful to the
environment. This should be in line with the enacted laws.

Accounting for ICT assets

Recognition

A public sector entity shall recognise Information and Communication Technology (ICT) equipment
when:

a) it has control over the assets;
b) itis probable that the entity will have flows from future economic benefit or service potential as a

result of the assets; and
c) the cost of the assets can be measured reliably.

Measurement at initial recognition
An internally/Own assembled/manufactured ICT

The capitalization cost of an ICT asset assembled or manufactured by a GoK entity for own use shall
include:

88



(2)

8.3.2.2

8.3.2.3

8.3.24

8.3.3

8.3.3.1

8.3.3.2

(1)

(2)

8.3.4

a) Cost of the materials used in assembly/manufacturing of the asset;
b) Direct labour cost employed in the assembly/manufacturing of the asset; and

¢) An appropriate proportion of the fixed and variable overheads cost entailed in the
assembly/manufacturing of the asset.

Whenever the assembling or manufacturing is not completed within a given financial year, the
associated cost shall be transferred to Capital Work in Progress — ICT Account, until the motor Asset
is completed. The total acquisition costs are then recognised in the financial year that assembly or
manufacture is completed.

Acquired Information and Communication Technology (ICT) equipment

Information and Communication Technology (ICT) equipment acquired by a government entity shall
be recorded using the cost method of accounting which is the fair value given as consideration plus
costs incidental to acquisition including all other costs incurred in preparing the asset ready for use.

Contributed Information and Communication Technology (ICT) equipment

An item of Information and Communication Technology (ICT) equipment may be gifted or
contributed to a government entity. The cost of the item is its fair value as at the date it is acquired.

Transfer of Information and Communication Technology (ICT) equipment between public
institutions/ entities

When a transfer for Information and Communication Technology (ICT) equipment has occurred, the
transferring entity shall remove the asset from its records while the receiving entity shall record the
assets in its records at book value where this is available, otherwise fair value shall be used.

Measurement after initial recognition
Cost Model

After recognition as Information and Communication Technology (ICT) equipment, the assets shall
be carried at its cost less any accumulated depreciation and any accumulated impairment losses. This
method is preferred.

Fair value model

After recognition as an asset, an item whose fair value can be measured reliably shall be carried at a
revalued amount, being its fair value at the date of the revaluation less any subsequent accumulated
depreciation and subsequent accumulated impairment losses. If an item of office equipment,
furniture and fittings is revalued, the entire class of Information and Communication Technology
(ICT) equipment shall be revalued.

The Accounting Officer shall be responsible for the maintenance and accuracy of the data relevant to
the asset information in the asset register as well as ensuring that revaluations occur regularly in
accordance with IPSAS 17 & IAS 16, where applicable.

Subsequent Expenditure

Additional expenditure on Information and Communication Technology (ICT) equipment must be
capitalised (i.e. added to the carrying amount of the asset) when it improves the condition of the asset
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beyond its originally assessed standard of performance or capacity and its value is above the
capitalisation threshhold. In general, work that includes upgrades, enhancements and additions to an
asset would fall into the category of capital expenditure when it results in any of the following;:

a) Anincrease in the asset’s useful function or service capacity;

b) An extension of its useful life;

¢) Animprovement to the quality of the service(s) delivered through utilisation of the asset;
d) A reduction in future operating costs; and

e) The upgrade or enhancement becoming an integral part of the asset.

Capitalisation thresholds

Expenditure, or other transactions relating to Information and Communication Technology (ICT)
equipment, which result in the creation of future economic benefits which are controlled by
government entities are to be capitalized if the amount involved is equal to or above Kshs 50,000.

Depreciation and useful life

Depreciation is the systematic allocation of the depreciable amount of an asset over its useful life. The
depreciation method used shall reflect the pattern in which the asset’s future economic benefits are
expected to be consumed by the entity. Straight line depreciation is the method that most closely
reflects the expected pattern of consumption of the future economic benefits embodied in the asset
class of office equipment, furniture and fittings.

Accounting officers are responsible for reviewing the useful lives of assets they have responsibility for
annually and advising the Accountant of any changes.

The useful life of all Information and Communication Technology (ICT) equipment shall be 3.33
years. As such, each year shall be depreciated at 30%.

Impairment

Information and Communication Technology (ICT) equipment will be reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount may not be
recoverable.

An impairment loss is recognised for the amount by which the asset’s carrying amount exceeds its
recoverable amount (which is the higher of the present value of future cash outflows or value in use).

Transfers and disposals

Asset disposal will be guided by the PPAD Act, 2015, any subsequent legislation in relation to
procurement and asset disposal and the PPAD Regulations, 2020.

The carrying amount of an item of ICT shall be derecognised on disposal or when no future economic
benefits are expected from its use or disposal. The gain or loss arising from the
derecognition/disposal of an item of ICT shall be included in statement of comprehensive income
when the item is derecognized or disposed.

Note: The statement of comprehensive income is used by those entities using IFRS and IAS. For
those entities using IPSAS, IPSAS 1 requires, among others, a statement of financial
performance and a statement of changes in net assets/equity. Public sector entities shall
therefore ensure that the relevant accounting records as required by the applicable standards.
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The same information as is provided for other property, plant and equipment should be included in
the financial statements under the category of Information and Communication Technology (ICT)
equipment. The details of the specific items of disclosure are enumerated under IPSAS 17 and IAS 16.

Transitional provisions

An entity that adopts accrual accounting for the first time in accordance with International
Accounting Standards shall initially recognize Information and Communication Technology (ICT)
equipment at cost or fair value. For assets that were acquired at no cost, or for a nominal cost, cost is
the Information and Communication Technology (ICT) equipment’s fair value as at the date of
acquisition.

The entity shall recognise the effect of the initial recognition of Information and Communication
Technology (ICT) equipment as an adjustment to the opening balance of accumulated surpluses or
deficits for the period in which accrual accounting is first adopted in accordance with IPSAS, IAS or
IFRS.

If an public sector entity has been recognizing ICT assets, the resultant changes in carrying values of
ICT assets arising from adoption of this guideline shall be adjusted through the accumulated
surpluses or deficits for the period in which this guideline is first adopted.

Applicable accounting policies

o IPSAS 17 & IAS 16 — Property, Plant and Equipment
e IPSAS 21 0or 26 and, IAS 36 - Impairment of Assets
e IPSAS 33 First time adoption of accrual basis IPSAS.

Legislative authority

e PPAD Act, 2015

e PPAD Regulations, 2020

e PFM Act, 2012

e PFM (National Government) Regulations, 2015
e PFM (County Governments) Regulations, 2015
e National ICT policy

Implementation of guideline

The dates of implementation of the guideline are as follows:

Table 8.2

Effective Date Beginning on or after 1 July 2020

Date guideline approved

Date guideline amended
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Road Infrastructure Assets

This guideline covers the following areas:

9.1 Introduction

9.2 General Management and administration of road Infrastructure Assets
9.3 Accounting for road Infrastructure Assets

9.4 Transitional provisions

9.5 Applicable accounting standards
9.6 Legislative authority
9.7 Implementation of the guideline

Introduction

Preamble

According to the Kenya Roads Act 2007 “a road” means a public road as defined under the Public

Roads and Roads of Access Act (Cap. 399)

According to the “Public Roads and Roads of Access Act, Chapter 399, Revised Edition 2010 [1972]

“public road” means:

a) Any road which the public had a right to use immediately before the commencement of this Act;

b) All proclaimed or reserved roads and thoroughfares being or existing on any land sold or leased or
otherwise held under the East Africa Land Regulations, 1897, the Crown Lands Act, 1902, or the
Government Lands Act (Cap. 280), at any time before the commencement of this Act; and

¢) All roads and thoroughfares hereafter reserved for public use.

The gazette notice of January 2016 on reclassification of roads defines classification of roads and the

road networks in Kenya at the time of development of this guideline. The classification of roads will be

as guided by this gazette notice and any subsequent legislation.

The fourth schedule of the constitution of Kenya 2010, part 1 (18) defines transport and

communication to include construction and operation of national trunk roads and standards for

construction and maintenance of other roads by counties.

Objective of the guideline

The objective of this guideline is to:

Guide the preparation of a standardized public sector entity asset register in order to facilitate
consolidation into a Government register of assets. The guideline also aims to ensure uniformity in
the management and administration of road infrastructure assets by all public sector entities.
Prescribe the appropriate treatment and disclosures for road infrastructure assets and provide
technical guidance for the preparation of financial statements, so as to enable them to give a true and
fair view, with respect to road infrastructure assets. The guideline is prepared following guidance
from all relevant International Accounting Standards, including IPSASs, IAS and IFRS.

Reference to Non-financial Asset Management Guidelines

Road infrastructure assets are non-financial assets and hence this guideline shall be read in
conjunction with the non-financial asset management guidelines under Part IV (i) of Guidelines on
asset and liability management in the public sector.

The non-financial asset management guidelines provide detailed guidance on the administration and
management of non-financial assets as well as their accounting treatment. The guidelines have
adopted the life cycle approach to non-financial assets management. The four phases of the life cycle
of a non-financial asset include planning, acquisition, operation and maintenance and, disposal. The
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detailed guidelines with respect to the four phases have been detailed in the Guidelines on asset and
liability management in the public sector and are applicable to road infrastructure assets.

Management of road infrastructure assets in Kenya
Institution framework

In Kenya, road infrastructure assets are managed by the authorities below:

a) Ministry of Transport, Infrastructure, Housing and Urban Development - In Kenya and at the
time of formulation of these policies, roads are under the Ministry of Transport, Infrastructure,
Housing and Urban Development. Within the ministry, roads are premised under the State
Department for Infrastructure whose functions are described as below:

(i) National roads development policy

(ii) Development, standardization and maintenance of roads
(iii) Mechanical and transport services

(iv) Enforcement of axle load control

(v) Materials testing and advice on usage

(vi) Maintenance of security roads

(vii) Protection of road reserves

(viii) Registration of Engineers

b) The Kenya Roads Board - The Kenya Roads Board was established by section 4 of the Kenya
Roads Board Act 1999. The object and purpose for which the Board is established is to oversee
the road network in Kenya and coordinate the maintenance, rehabilitation and development
funded by the Road Maintenance Levy Fund and to advise the Minister (now Cabinet Secretary)
on all matters related thereto.

The following authorities (relevant to construction and maintaining of roads) have been established

by the Kenya Roads Act 2007:

a) Kenya National Highways Authority (KeNHA) — KENHA is a body corporate, established under
the Kenya Roads Act 2007 with the responsibility for the management, development,
rehabilitation and maintenance of national roads including:

(i) International trunk roads linking centres of international importance and crossing
international boundaries or terminating at international ports (Class A road);

(ii) National trunk roads linking internationally important centres (Class B roads); and

(iii) Primarily roads linking provincially important centres to each other or two higher-class
roads (Class C roads).

b) Kenya Rural Roads Authority (KeRRA) - KeRRA is a body corporate tasked with the development,
rehabilitation, maintenance and management of rural roads in the country.

(i)  Constructing, upgrading, rehabilitating and maintaining rural roads.

(i) Controlling reserves for rural roads and access to roadside developments.

(iii) Implementing road policies in relation to rural roads.

(iv) Ensuring adherence by motorists to the rules and guidelines on axle load control prescribed
under the Traffic Act or any other existing regulations.

(v)  Ensuring that the quality of road works is in accordance with such standards as may be
defined by the Minister (now Cabinet Secretary).

(vi) In collaboration with the Ministry responsible for Transport and the Police Department,
overseeing the management of traffic on rural roads and issues related to road safety.

¢) Kenya Urban Roads Authority (KURA) - KURA is a body corporate established by the Kenya
Roads Act, 2007 (revised 2012) with the core mandate of Management, Development,
Rehabilitation and Maintenance of all public roads in the cities and municipalities in Kenya
except where those roads are national roads. Other functions of KURA include:

(i)  Constructing, upgrading, rehabilitating and maintaining roads under its control;
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(i) Controlling urban roads reserves and access to roadside developments;
(iii) Implementing road policies in relation to urban roads;
(iv) Ensuring adherence by motorists to the rules and guidelines on axle load control prescribed
under the Traffic Act CAP 403 and any regulations under the Act;
(v)  Ensuring that the quality of road works is in accordance with such standards as may be
defined by the Cabinet Secretary;
(vi) In collaboration with the Ministry responsible for transport and the Police Department,
oversee the management of traffic and road safety on urban roads;
(vii)) Monitoring and evaluating the use of urban roads;
(viii) Planning the development and maintenance of urban roads;
(ix) Collecting and collating all such data related to the use of urban roads as may be necessary
for efficient forward planning under this Act;
(x)  Preparing the roads works programmes for all urban roads;
(xi) Liaising and coordinating with other road authorities in planning and on operations in
respect of roads;
(xii) Advising the Cabinet Secretary on all issues relating to urban roads; and
(xiii) Performing such other functions related to the implementation of this Act as may be directed
by the Cabinet Secretary
d) Kenya Wildlife Service — Responsible for Managing roads within the National parks on behalf of
the other authorities.
Currently the Kenya Roads Act is being reviewed under the Kenya roads bill 2017, currently
undergoing the legislative process and has established 3 road authorities at the National level with a
dedicated network of 40,000 kms and devolved to the county government county roads of about
120000 kms. Counties are expected to model their investment plans under the County Integrated
development plans while accessing a portion of the fuel levy for maintenance of the maintainable road
networks. This is pegged at 15% on the constitutional provision under article 203 (2).
Based on a five-year road investment programme approved by the Minister (Cabinet Secretary) and
the Minister for Finance ((Cabinet Secretary National Treasury), an annual worplan is derived and the
board determines the allocation of financial resources from the Fund or from any other source
available to the Board as prioritised by road agencies for the maintenance, rehabilitation and
development of the road network to ensure that the allocation of funds is pegged to the network
maintenance needs. The Act provides that from the fuel levy, KRB shall ensure that a maximum of ten
percent of all monies allocated to each road agency is utilized for development purposes by the said
agency.
The 5-year Road sector investment programme also defines the government priorities in relation to
road infrastructure assets and is also key in road asset planning.

Private sector provided infrastructure

This majorly relates to the road infrastructure created under Public Private Partnerships. This
infrastructure reverts to the government after the period agreed upon in the contract with the private
actor. This will be referred to as private sector provided infrastructure. At the point of transfer, the
accounting officer must ensure that all the terms and conditions in the agreement are met before
acceptance. The private actor must ensure that the asset is handed over to the government after it has
met the quality conditions in the agreement.

Documents of title and ownership of roads infrastructure assets
All land under roads and within road reserves including walkways should be gazetted.
All land under roads and within road reserves are supposed to have titles deeds. The land under roads

and within road reserves should also be supported by the land maps.
The documents of ownership of land under roads should be under the custody of the CS Treasury.
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Development of roads by agencies that are not road agencies

When any entity which is not a road agency develops road infrastructure assets, these assets are to be
transferred to the relevant road agencies when such developments are completed. The road agency
should include this infrastructure assets in their records at fair value.

Accounting for road infrastructure assets
Recognition

A public sector entity shall recognise road infrastructure assets when:
a) it has control over the assets;
b)  itis probable that the entity will have flows from future economic benefit or service potential as
aresult of the assets; and
¢)  the cost of the assets can be measured reliably.
All road infrastructure assets shall be recognized as assets irrespective of the cost. Road infrastructure
assets shall be recognised in the financial statements under five categories:
a)  Right of way (Land under roads and within road reserves);
b)  Roads and Bridges including Weigh Bridges and Virtual way bridges;
¢)  Workin progress;
d)  Traffic control installations;
e)  Amenities.

Land under roads and within road reserves

Purchase of land for roadway or right-of-way will be set up in a separate fixed asset account, by year,
which will not be depreciated. The valuation is done by the National Lands Commission before the
payout are made to the owners of the lands. This becomes the value of the land under roads and
within road reserves. Any purchase of land or right-of-way, prior to 2018, for which the road authority
has documentation of purchase price should be included. Where there is no available purchase price,
a management estimate should be used.

Road authorities typically have other land assets in addition to land under roads and within road
reserves, particularly:

a) Land acquired for future roadworks; and

b) Land used for management purposes (road camps, offices, depots, etc).

Measurement at initial recognition

Road infrastructure assets should be measured initially at its cost (transaction costs should be
included in this initial measurement).

Where a road infrastructure asset is acquired at no cost, or for a nominal cost, its cost is its fair value
as at the date of acquisition.

The value of land under roads and within road reserves is included in road infrastructure asset
valuation, whereas the value of other land is included in property assets.

Roads and bridges
The road infrastructure asset costs included in the fixed assets register and the financial statements
include:

Table 9.1
Phase ‘ Costs
Design phase costs o Prefeasibility tests cost

e Feasibility cost
e Detailed design cost
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e Procurement cost
Construction phase e Construction costs
costs e Commissioning costs
Operation phase e Capital maintenance cost

The design phase costs are not reported as an asset if the roads and bridges in question are not
constructed. These costs are only capitalized when the roads and bridges are constructed. They are as
such recognized as work in progress and expensed if the resultant report does not lead to construction
of the roads and bridges or capitalized when the road and bridges are constructed.

The cost of roads and bridges also includes the cost of drainage structures on the roads. The related
costs are included in the road construction contracts as part of road construction and are therefore
not separated while accounting for the same.

Work in progress

Work in Progress (WIP) refers to capitalisable expenditure incurred in relation to the construction,
rehabilitation or rejuvenation of road assets that have yet to be commissioned or are not yet ready for
use. When the construction work is complete the costs in Capital Work in Progress will be transferred
to the relevant asset classification. Projects are considered complete when they have been approved
by the project sponsor as being ready for use.

Traffic control installations
These include guard rails and traffic signs and lighting. The initial installation of guardrails and traffic

signs and lighting will be included with the project cost, in accordance with the capitalization
thresholds.

Amenities

The amenities include bus stations, bus stops, passenger resting seats at bus stops etc. Specific

provisions for accounting purposes are as below:

a) The buildings are treated in line with the buildings guideline. This would include police posts
built as part of the roads contract.

b) Any other amenities e.g. seats and shelters at the stations are capitalized in line with the
capitalization thresholds.

Measurement after initial recognition
Cost Model

After initial recognition, an entity that chooses the cost model should measure all of its road
infrastructure assets at cost less any accumulated depreciation and any accumulated impairment
losses.

Fair Value Model

A gain or loss arising from a change in the fair value of road infrastructure assets should be included
in net surplus/deficit for the period in which it arises.

The fair value of road infrastructure assets is the price at which the property could be exchanged
between knowledgeable, willing parties in an arm’s length transaction and hence the fair value of road
infrastructure assets is usually its market value.

The fair value of road infrastructure assets should reflect the actual market state and circumstances as
of the reporting date, not as of either a past or future date.

If an entity has previously measured an road infrastructure assets at fair value, the entity should
continue to measure the property at fair value until disposal (or until the property becomes owner-
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occupied property or the entity begins to develop the property for subsequent sale in the ordinary
course of operations) even if comparable market transactions become less frequent or market prices
become less readily available.

Subsequent Expenditure

Paragraph 24 of IPSAS 17 states that “Parts of some items of property, plant and equipment may
require replacement at regular intervals. For example, a road may need resurfacing every few years.
An entity recognizes in the carrying amount of a road, the cost of replacing part of the road when that
cost is incurred and if the recognition criteria are met. The carrying amount of those parts that are
replaced is derecognized in accordance with the derecognition provisions under IPSAS 17 (paragraphs
82 to 87).

Additional expenditure on road infrastructure assets must be capitalised (i.e. added to the carrying
amount of the asset) when it improves the condition of the asset beyond its originally assessed
standard of performance or capacity. In general, work that includes upgrades, enhancements and
additions to an asset would fall into the category of capital expenditure when it results in any of the
following:

a) Anincrease in the asset’s useful function or service capacity;

b) An extension of its useful life;

¢) Animprovement to the quality of the service(s) delivered through utilisation of the asset;
d) A reduction in future operating costs; and

e) The upgrade or enhancement becoming an integral part of the asset.

Capitalisation thresholds

All road infrastructure assets owned by an entity shall be recognised in an entity’s fixed asset records,
irrespective of value.

Depreciation and useful life

Road assets are long-lived capital assets that normally are stationary in nature and can normally be
preserved for a significantly greater number of years than most capital assets.

Land under roads and within road reserves and Work in progress shall not be depreciated.

In the case of road infrastructure, the dominant factor in the loss of service potential is wear and tear
from physical use. As such, this is the factor which should be considered in assessing the useful life of
a road infrastructure asset for depreciation purposes.

Straight line method of depreciation shall be used. The useful life in years for depreciation will be as
below:

Table 9.2
Type Useful life
Roads
Seal Coat 5 years
Gravel Surface 5 years
Asphalt Surface 10 years
Concrete Surface 30-40 years
Traffic Signals
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Type ‘ Useful life

Traffic Signals: 15 Years
Bridges
Timber Bridge 10 years
Timber Redecking 12 years
Metal Structure Bridge 30 years
Concrete Bridge 50 years
Concrete Redecking 25 years
Movable Bridge 50 years
Impairment

Road Infrastructure assets will be reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable. An impairment loss is
recognised for the amount by which the asset’s carrying amount exceeds its recoverable amount.

The carrying amount of a road will be considered impaired when the road is being undone and redone
on the same land. The cost of re-doing the road becomes the new cost included in the financial
statements.

Transfers, decommissioning and disposal

Donation of road assets
Where a road is donated by a government authority to a road agency:

1. An agreement shall be drawn between the two parties in relation to the subject of the road being
donated;

2. The donating agency shall de-recognise the road in their books;

3. The road agency shall recognize the road in their books using the same value that was in the
donating agency’s records; and

4. If the road had not been recognized in the records, the road agency shall recognize the road at
cost if available or at fair value.

No improvements shall be made on the road infrastructure assets before all the documents of

ownership have been transferred and received by the road agency.

Transfers

An Authority or a county government may transfer any function relating to roads in accordance with
the provisions of Article 187 of the Constitution and Part III of the Intergovernmental Relations Act,
2012.

Transfer of roads between public entities occurs whenever there is a policy change which creates a
new road authority, merges the existing authorities, transfers some functions of a road authority to
another authority/government entity or removes an existing authority. The transfer is always through
a gazette notice. In such instances, once a notice is gazetted, the ownership and maintenance of the
roads immediately transfers to the other entity as at the date of the notice.

The documents of ownership should be transferred to such other entities as the case may be. A hand
over agreement should be drawn and kept by both parties.
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Decommissioning

A decommissioned road is a road that has been removed from service, has been shut down, or has had
its authorization as a government road removed. Decommissioning can include the complete or
partial demolition or abandonment of an old road structure because the old roadway has lost its
utility, but such is not always the norm.

The decommissioning of a road should be through a gazette notice. It should be removed from the
books and the inventory records. In this case, the land under roads is not written off. It remains in the
records and is treated as land in line with the land guideline.

Amalgamation of schemes also lead to change of roads initial set out as public roads to private roads.
The authorities responsible should ensure that the roads are removed from the asset register and
derecognized in the books. This should happen as soon as the amalgamated land ownership
documents have been processed and the public road removed from the land maps.

Disposal of roads infrastructure assets

Disposal is not provided for with regards to Kenyan roads. Under no circumstance would a Kenyan
Road be sold.

Derecognition

Road infrastructure assets shall be derecognized when the assets are no longer useful or they have
been decommissioned through a gazette notice.

The loss arising from the derecognition of an item of a road infrastructure asset shall be determined
as the carrying amount of the road infrastructure assets (no proceeds are expected at derecognition).

Disclosures in financial statements

The same information as is provided for other property, plant and equipment should be included in
the financial statements with an indication that the assets are road infrastructure assets. The details of
the specific items of disclosure are enumerated under IPSAS 17 and IAS 16.

Transitional provisions

An entity that adopts accrual accounting for the first time in accordance with International
Accounting Standards shall initially recognize road infrastructure assets at cost or fair value. For
assets that were acquired at no cost, or for a nominal cost, cost is the road infrastructure asset’s fair
value as at the date of acquisition.

The entity shall recognise the effect of the initial recognition of road infrastructure assets as an
adjustment to the opening balance of accumulated surpluses or deficits for the period in which
accrual accounting is first adopted in accordance with IPSAS, IAS or IFRS.

Valuation of existing road - The valuation of existing road will be based on the fair value of the roads
at the point at which they are first recognized in the books.

Applicable accounting standards

o IPSAS 17 & IAS 16 — Property, Plant and Equipment
e IPSAS 21 or 26 and, IAS 36 - Impairment of Assets
e IPSAS 33 First time adoption of accrual basis IPSAS.

Legislative authority

¢ Kenya Roads Act 2007
e Public Roads and Roads of Access Act, Chapter 399, Revised Edition 2010 [1972] ¢
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e East Africa Land Regulations, 1897

e The Crown Lands Act, 1902

e Land Act, No. 6 of 2012

e Land Registration Act, No. 3 of 2012

e National Land Commission Act, No. 5 of 2012
e Trust of Land Act, 1941

e Urban Areas and cities Act, 2011

e PPAD Act, 2015

e PPAD Regulations, 2020

e PFM Act, 2012

¢ PFM (National Government) Regulations, 2015
e PFM (County Governments) Regulations, 2015

Implementation of guideline

The dates of implementation of the guideline are as follows:

Table 9.3

Effective Date

Beginning on or after 1 July 2020

Date guideline approved

Date guideline amended
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10 Other infrastructure assets

This guideline covers the following areas:

10.3  Introduction

10.4  General Management and administration of Other infrastructure assets
10.5  Accounting for Other infrastructure assets

10.6  Transitional provisions

10.7  Applicable accounting standards

10.8  Legislative authority

10.9  Implementation of the guideline

10.1 Introduction
10.1.1 Preamble

Other infrastructure assets include the following;:

Table 10.1

Other Definition
infrastructure asset

Electricity generation &
supply infrastructure

Refers to infrastructure assets in the power grid which is an interconnected
network for delivering electricity from producers to consumers. It consists of:

e  Water collection point (above or below ground) where the water
accumulates;

e  Water tunnels
e  Geothermal wells

e Generating stations/systems that produce electrical power e.g. wind
farms, nuclear stations, geothermal stations, solar stations, hydro-
electronic stations, Coal stations etc.

e Step down sub- stations

e High voltage transmission lines that carry power from distant sources to
demand centers; and

e Distribution lines that connect individual customers.

Flood mitigation and
drainage infrastructure

Refers to:
e Underground and surface drainage; and

e Planned overland flow paths, channels and open spaces, which carry
excess floodwater away from houses.

Water infrastructure

Refers to water supply system or water supply network. This is a system of
engineered hydrologic and hydraulic components which provide water supply.
A water supply system typically includes:

e Araw water collection point (Surface or ground) where the water
accumulates;

e Boreholes;

e  Water purification facilities including pipes;

e  Water storage facilities such as reservoirs, water tanks, or water towers.
e Additional water pressurizing components such as pumping stations;
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e A pipe network for distribution of water to the consumers (which may be
private houses or industrial, commercial or institution establishments)
and other usage points.

e Hydrologic system — River gauging stations for capturing data

Solid waste
management and
sewerage disposal
infrastructure

Refers to:

e Solid waste sorting and management facilities, close dumps, constructed
or refurbished landfills and transfer stations.

e Waste water treatment plants.
e Connections to the sewers (underground pipes, or aboveground ditches)

Aerodromes and

An aerodrome or airdrome is a location from which aircraft flight operations

Airstrips take place, regardless of whether they involve cargo, passengers, or
military. Aerodromes include small general aviation airfields, large
commercial airports, and military airbases
Sea Walls and Jetties Structure made of concrete, masonry or sheet piles, built parallel to the shore
at the transition between the beach and the mainland or dune, to protect the
inland area against wave action and prevent coastal erosion.
Telecommunication Refers to telecommunication grid which is an interconnected network
infrastructure employed to transmit and receive information by electrical or electronic
means. It consists of:

¢ Computer networks - Digital telecommunications network which
allows nodes to share resources. In computer networks, computing
devices exchange data with each other using connections (data links)
between nodes. These data links are established over cable media such as
wires or optic cables, or wireless media such as Wi-Fi.

e The Internet - global system of interconnected computer networks that
use the Internet protocol suite (TCP/IP) to link devices worldwide.

e The telephone network - A telephone network is
a telecommunications network used for telephone calls between two or
more parties.

¢ The global Telex network - The telex network was a public switched
network of teleprinters similar to a telephone network, for the purposes
of sending text-based messages.

e The aeronautical ACARS network — (aircraft communications
addressing and reporting system) is a digital datalink system for
transmission of short messages between aircraft and ground stations
via airband radio or satellite.

e Fibre optic - Optical fibers are used as a means to transmit light
between the two ends of the fiber and find wide usage in fiber-optic
communications, where they permit transmission over longer distances
and at higher bandwidths than electrical cables.

Oil and gas pipeline A pipeline refers to a tube or system of tubes used for transporting
infrastructure crude oil or gas from a field or to a refinery. This category also includes

refineries, pumping stations etc.

Other Infrastructure
and Civil Works

Refers to all other public utility infrastructures not covered above and by the
roads and railways infrastructure assets e.g. Security lighting infrastructure,
Border walls
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10.2.1

Objective of the guideline
The objective of this guideline is to:

Standardize management and administration of other infrastructure assets

Aid in the development of an inventory of government other infrastructure assets;

Aid in the standardization of the management and reporting of other infrastructure assets; and
Prescribe the appropriate treatment and disclosures for other infrastructure assets and provide
technical guidance for the preparation of financial statements, so as to enable them to give a true
and fair view, with respect to other infrastructure assets.

e TR

Reference to Non-financial Asset Management Guidelines

Other infrastructure assets are non-financial assets and hence this guideline shall be read in
conjunction with the non-financial asset management guidelines under Part IV (i) of Guidelines on
asset and liability management in the public sector.

The non-financial asset management guidelines provide detailed guidance on the administration and
management of non-financial assets as well as their accounting treatment. The guidelines have
adopted the life cycle approach to non-financial assets management. The four phases of the life cycle
of a non-financial asset include planning, acquisition, operation and maintenance and, disposal. The
detailed guidelines with respect to the four phases have been detailed in the Guidelines on asset and
liability management in the public sector and are applicable to other infrastructure assets.

General Management and administration of other infrastructure assets

Entities involved in the management of other infrastructure assets
The entities that are involved in the management of other infrastructure assets include:

Table 10.2

Other Definition
infrastructure asset

Electricity generation & | Ministry of Energy, Kenya

supply infrastructure The Ministry of Energy, on behalf of the National Government, is responsible
for energy policy and regulation of electricity and gas reticulation (pattern or
arrangement of interlacing lines resembling a net) while County Governments
are responsible for planning and development of electricity and gas
reticulation and regulation.

The State Department of Energy is mandated to undertake the following

functions:

1. National Energy and Policy management

2. Hydro-power Development

3. Geothermal Exploration and Development

4. Rural Electrification Programme

5. Promotion of Renewable Energy

6. Energy Regulation, Security, and Conservation
KENGEN

KENGEN is a power generation company in the country. The company uses
various sources of energy to generate electricity ranging from hydro,
geothermal, thermal and wind.

KPLC
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KPLC is in the business of power supply and hence its distribution to homes
and business to ensure smooth running of day-to-day activities. Kenya
Power is responsible for ensuring that there is adequate line capacity to
maintain supply and quality of electricity across the country.

KETRACO

KETRACO develops new high voltage electricity transmission infrastructure
which forms the backbone of the National Transmission Grid. Its core
business is to plan, design, build and maintain electricity transmission lines
and associated substations

REA

The Rural Electrification Authority was established under Section 66 of the
Energy Act, 2006 (No 12 of 2006) as a body corporate. It was created in order
to accelerate the pace of rural electrification in the country, a function which
was previously undertaken by the Ministry of Energy.

GDC

GDC was formed in 2008 as a Special Purpose Vehicle (SPV) to accelerate the
development of geothermal resources in Kenya. GDC is tasked with
developing steam fields and selling geothermal steam for electricity
generation to KenGen and to private investors.

Nuclear....

Flood mitigation and
drainage infrastructure

County governments

Among the responsibilities of the county governments is to formulate the
Flood mitigation and drainage needs of the country and to spear head the
excess water disposal

Ministry of Water and Sanitation

The Ministry of Water and Irrigation is in charge of policies for water supply,
while the Ministry of Public Health and Sanitation is in charge of policies for
sanitation

Ministry of Transport, Infrastructure, Housing and Urban
Development

Whilst in charge of transport sector in Kenya, MOTIHUD constructs and
maintains road infrastructures with drainage systems.

Water infrastructure

Ministry of Water and Sanitation and relevant institutions —

The Ministry of Water and Irrigation is in charge of policies for water supply,
while the Ministry of Public Health and Sanitation is in charge of policies for
sanitation

Development of water policies is the preserve of the national
government under the ministry of Water and Irrigation

WRMA

Kenya's Water Resources Management Authority (WRMA) is a state
corporation under the Ministry of Water and Irrigation established under the
Water Act 2002 and charged with being the lead agency in water resources
management in the country

County governments

Water supply is a devolved function and therefore counties are in charge of
the same and the enabling infrastructure.

WASREB
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The main mandate is the development of rules and enforcement of the
rules within the water sector and this are geared towards ensuring the
access to efficient, affordable and sustainable services

Solid waste and
sewerage disposal
infrastructure

National government

The National government is responsible for the policy development on solid
waste management.

County governments and their agencies

Solid waste disposal is a devolved function and therefore counties are in
charge of the same and the enabling infrastructure.

NEMA

There is a National Solid Waste Management Strategy which guides on
sustainable solid waste management in Kenya to ensure a healthy, safe and

secure environment for all. The Strategy is a deliberate and visionary
commitment for the country in the management of solid waste.

Aerodromes and
Airstrips

Ministry of Transport, Infrastructure, Housing and Urban
Development — State Departments of Transport and Infrastructure

The mandate of the Ministry of Transport and Infrastructure is to:

e  Develop and maintain sustainable transport and infrastructure to
facilitate efficient movement of goods and people.

e  Develop and enforce regulations and standards to ensure safe,
secure and efficient transport and infrastructure systems.

KAA

Provides facilitative infrastructure for aviation services between Kenya. Its
main functions are: Administer, control and manage aerodromes.

KCAA

KCAA is responsible for regulating the aviation industry in Kenya and for
providing air navigation services in the Kenya flight region. The KCAA offers
training in the aviation professions through its affiliated East African School
of Aviation.

Sea Walls and Jetties

Ministry of Transport, Infrastructure, Housing and Urban
Development - State Department for Public Works

One of the strategic objectives of the state department is “To protect land and
property from sea wave action, flooding and erosion; enhance accessibility in
and out of waters; and enhance communication between human settlements
and in areas of difficult terrain.”

KPA

Kenya Ports Authority (KPA) is a state corporation with the responsibility to
"maintain, operate, improve and regulate all scheduled seaports" on the
Indian Ocean coastline of Kenya, including principally Kilindini Harbour at
Mombasa

KRC

The overall mandate of the Corporation then was to provide a coordinated
and integrated system within Kenya of rail and inland waterways transport
services and inland port facilities.
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Maritime Authority

The role of the Kenya Maritime Authority is to strengthen national maritime
administration through enhancement of regulatory and institutional
capacities for safety and security, fostering effective implementation of
international maritime conventions and other mandatory instruments on
safety & security, promoting maritime training, coordinating Search and
Rescue, preventing marine pollution and promoting preservation of the
marine environment as well as promoting trade facilitation and maritime
investments.

Meteorological department

One of the functions of the Meteorological department is the Provision of
meteorological services to shipping in the western Indian Ocean including the
issuing of cyclone warnings for the safety of merchant and other ships.

Telecommunication
infrastructure

Ministry of ICT

The mandate of the Ministry comprises the formulation of policies and laws
that regulate standards and services in the Information, Communication and
Technology (ICT) sector, Telecommunications and the Media industry.

It is also charged with the responsibility of developing and administering ICT
standards, building capacity of mass media and ICT, and the dissemination of
public information through the Kenya Broadcasting Corporation (KBC).

ICT Authority

The Authority is tasked with rationalising and streamlining the management
of all Government of Kenya ICT functions. The mandate entails enforcing ICT
standards in Government and enhancing the supervision of its electronic
communication

Communication Authority

The Communications Authority of Kenya (CA) is the regulatory body for the
communications sector in Kenya. the Authority is responsible for facilitating
the development of the Information and Communications sectors including;
broadcasting, multimedia, telecommunications, electronic commerce, postal
and courier services.

0Oil and gas pipelines

Kenya Pipeline Corporation

The main objective is to provide efficient, reliable, safe and cost effective
means of transporting petroleum products from Mombasa to the hinterland.
In pursuit of this objective, the Company constructed pipeline network,
storage and loading facilities for transportation, storage and distribution of
petroleum products. The Company’s other mandate includes

e To build a pipeline for the conveyance of petroleum or petroleum
products from Mombasa to Nairobi.

e To own, manage or operate such pipelines and any other pipelines and
associated ancillary facilities.

e To market, process, treat, deal in petroleum products and other products
and goods and provide transport and other distributive facilities, outlets
and services in connection therewith.

Other Infrastructure
and Civil Works

Any other relevant Ministry as the case may be.
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10.2.2 Custody of documents of ownership

(1)
(2)
(3)

All land under other infrastructure assets must be gazetted

All land under other infrastructure assets must have titles deeds supported by the land maps.

The documents of ownership of land under other infrastructure assets should be under the custody of
the authorities in charge of the other infrastructure assets. These should be maintained by the
accounting officer in charge of the relevant authority.

10.2.3 Private sector provided infrastructure

®

10.3

10.3.1
®

(2)

This mainly relates to the other infrastructure created under Public Private Partnerships. This
infrastructure reverts to the government after the period agreed upon in the contract with the private
actor. This will be referred to as private sector provided infrastructure. At the point of transfer, the
accounting officer must ensure that all the terms and conditions in the agreement are met before
acceptance. The private actor must ensure that the asset is handed over to the government after it has
met the quality conditions in the agreement.

Accounting for other infrastructure assets

Recognition
A public sector entity shall recognise other infrastructure assets when:

a) it has control over the assets;

b) itis probable that the entity will have flows from future economic benefit or service potential as a
result of the assets; and

c) the cost of the assets can be measured reliably.

All other infrastructure assets shall be recognized as assets irrespective of the cost.

10.3.2 Measurement at initial recognition

(1)
(2)
(3)

Other infrastructure assets should be measured initially at its cost (transaction costs should be
included in this initial measurement).

Where other infrastructure asset is acquired at no cost, or for a nominal cost, its cost is its fair value as
at the date of acquisition.

The value of land under the other infrastructure asset is included in other infrastructure asset
valuation, whereas the value of other land is included in property assets.

10.3.3 Acquired other infrastructure assets

Other infrastructure assets acquired by a government entity shall be recorded using the cost method
of accounting which is the fair value given as consideration plus costs incidental to acquisition
including all other costs incurred in preparing the asset ready for use.

10.3.4 Internally constructed other infrastructure assets

@®

(2)

The cost of Other infrastructure assets constructed by a government entity shall include the cost of all
materials used in construction, direct labour employed and an appropriate proportion of variable and
fixed overheads.

Work in Progress (WIP) refers to capitalisable expenditure incurred in relation to the construction,
rehabilitation or rejuvenation of Other infrastructure assets that have yet to be commissioned or are
not yet ready for use. When the construction work is complete the costs in Capital Work in Progress
will be transferred to the relevant asset classification.
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10.3.5 Contributed Other infrastructure assets

An item of Other infrastructure assets may be donated or contributed to a government entity. The cost
of the item is its fair value as at the date it is acquired.

10.3.6 Transfer of Other infrastructure assets between public institutions/ entities

When a transfer for Other infrastructure assets has occurred, the transferring entity shall remove the
asset from its records while the receiving entity shall record the assets in its records at book value.

10.3.7 Measurement after initial recognition

10.3.7.1 Cost Model

After recognition as Other infrastructure assets, the assets shall be carried at its cost less any
accumulated depreciation and any accumulated impairment losses.

10.3.7.2 Fair value model

(1)

(2)

After recognition as an asset, an item whose fair value can be measured reliably shall be carried at a
revalued amount, being its fair value at the date of the revaluation less any subsequent accumulated
depreciation and subsequent accumulated impairment losses. If an item of Other infrastructure assets
is revalued, the entire class of Other infrastructure assets shall be revalued.

The Accounting Officer shall be responsible for the maintenance and accuracy of the data relevant to
the asset information in the asset register as well as ensuring that revaluations occur regularly in
accordance with IPSAS 17 & IAS 16, where applicable.

10.3.8 Subsequent Expenditure

10.3.9

10.3.10

@®

Additional expenditure on Other infrastructure assets must be capitalised (i.e. added to the carrying
amount of the asset) when it improves the condition of the asset beyond its originally assessed
standard of performance or capacity. In general, work that includes upgrades, enhancements and
additions to an asset would fall into the category of capital expenditure when it results in any of the
following;:

a) An increase in the asset’s useful function or service capacity;

b) An extension of its useful life;

¢) Animprovement to the quality of the service(s) delivered through utilisation of the asset;
d) A reduction in future operating costs; and

e) The upgrade or enhancement becoming an integral part of the asset.

Capitalisation thresholds

Expenditure, or other transactions relating to Other Infrastructure assets, which result in the creation
of future economic benefits which are controlled by government entities are to be capitalized.

Depreciation and useful life
Depreciation is the systematic allocation of the depreciable amount of an asset over its useful life. The

depreciation method used shall reflect the pattern in which the asset’s future economic benefits are
expected to be consumed by the entity. Straight line depreciation is the method that most closely
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3

reflects the expected pattern of consumption of the future economic benefits embodied in the asset
class of office equipment, furniture and fittings.
Accounting officers are responsible for reviewing impairment and the useful lives of assets they have
responsibility for annually and advising the Accountant of any changes.

The useful life of the Other infrastructure assets is as below:

Table 10.3

Other Definition
infrastructure asset

Straight line depreciation using the rates below:

Electricity generation &
supply infrastructure

Power station permanent building 2%
structures

Plants and Power turbines 5%
Distribution and transmission lines | 10%

Flood mitigation and
drainage infrastructure

Straight line depreciation using the rates below:

Permanent building structures 2%
Overland flow paths 20%
Underground drainage 10%

Water infrastructure

Straight line depreciation using the rates below:

Water collection points/ Permanent | 2%
building structures

Water purification facilities and 10%
machines

Water storage facilities 10%
pipe network 20%
Underground drainage 10%

Solid waste and
sewerage disposal
infrastructure

Straight line depreciation using the rates below:

Permanent building structures 2%
Waste sorting and treatment 10%
facilities

Pipe network 20%

Aerodromes and

Straight line depreciation using the rates below:

Alrstrips o
P Permanent building structures 2%
Aerodromes 10%
Sea Walls and Jetties Straight line depreciation using the rates below:

Permanent building structures

2%

Sea Walls and Jetties

5%

Other Infrastructure
and Civil Works

Straight line depreciation using the rates below:

Permanent building structures

2%
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10.3.11

10.3.12
(1
(2)
(3)

10.3.13

10.4

®

(2)

10.5

Other Definition
infrastructure asset

Others 5-20% as necessary

Impairment

Other Infrastructure assets will be reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable. An impairment loss is
recognised for the amount by which the asset’s carrying amount exceeds its recoverable amount
(which is the higher of the present value of future cash outflows or value in use).

Transfers and disposals

When a transfer happens, the documents of ownership should be transferred to such other entities as
the case may be. A hand over agreement should be drawn and kept by both parties.

Asset disposal will be guided by the PPAD Act, 2015, any subsequent legislation in relation to
procurement and asset disposal and the PPAD Regulations, 2020.

The carrying amount of an item of Other Infrastructure assets shall be derecognised on disposal or
when no future economic benefits are expected from its use or disposal. The gain or loss arising from
the derecognition/disposal of an item of other Infrastructure assets shall be included in statement of
comprehensive income when the item is derecognized or disposed.

Note: The statement of comprehensive income is used by those entities using IFRS and IAS. For
those entities using IPSAS, IPSAS 1 requires, among others, a statement of financial
performance and a statement of changes in net assets/equity. Public sector entities shall
therefore ensure that the relevant accounting records as required by the applicable standards.

Disclosures in financial statements

The same information as is provided for infrastructure assets should be included in the financial
statements under the category of other Infrastructure assets. The details of the specific items of
disclosure are enumerated under IPSAS 17 and IAS 16.

Transitional provisions

An entity that adopts accrual accounting for the first time in accordance with International
Accounting Standards shall initially recognize other Infrastructure assets at cost. For assets that were
acquired at no cost, or where cost is not available, or for a nominal cost, cost is the Other
Infrastructure assets fair value as at the date of acquisition.

The entity shall recognise the effect of the initial recognition of Other Infrastructure assets as an
adjustment to the opening balance of accumulated surpluses or deficits for the period in which
accrual accounting is first adopted in accordance with IPSAS, IAS or IFRS.

Applicable accounting standards
e IPSAS 17 & IAS 16 — Property, Plant and Equipment

e IPSAS 21 or 26 and, IAS 36 - Impairment of Assets
e IPSAS 33 First time adoption of accrual basis IPSAS.
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10.6

10.7

Legislative authority

e PPAD Act, 2015

e PPAD Regulations, 2020

e PFM Act, 2012

¢ PFM (National Government) Regulations, 2015
¢ PFM (County Governments) Regulations, 2015

Implementation of guideline

The dates of implementation of the guideline are as follows:

Table 10.4

Effective Date

Beginning on or after 1 July 2020

Date guideline approved

Date guideline amended
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11.1
11.1.1

11.1.2

Motor vehicles and other transport assets

This guideline covers the following areas:

11.1 Introduction

11.2 General Management and administration of motor vehicles and other transport assets
11.3  Accounting for motor vehicles and other transport assets

11.4

Transitional provisions

11.5  Applicable accounting standards

11.6

Legislative authority

11.7 Implementation of the guideline

Introduction
Preamble

This guideline applies to all motor vehicles (both specialised and non-specialised) employed in the

course of official government transport services. These include:

a) Government Owned Motor Vehicles (GOVs) or Government Leased Motor Vehicles (GLVs) within
the National Government (Executive, Judiciary and the Parliament); County Governments; and
Commissions and Independent Offices, Departments and Agencies at both levels (national and

county) of GoK.

b) Motor vehicles owned (under) by programmes and projects financed by Development Partners
that are implemented by the Government of Kenya.

¢) Other non-motorized assets used for transport including camels, donkeys etc.

Institutional framework
The GoK bodies involved in the management and offering oversight role over the motor vehicles
serving in the public sector are described in the table below.

Table 11.1

GoK Body

Role

Government Fleet
Management Unit
(GFMU)

GFMU is under the Directorate of Public Investments and Portfolio
Management (PIPM) of the National Treasury. Its main role shall be to
develop and maintain standards and procedures on official government
transport management. The Division shall also set up and maintain the
required fleet management database.

Transport/Logistics
Departments/Units
within GoK entities

These are responsible for the day to running of the motor vehicles in the
respective GoK entities. These shall operate under delegated powers from the
respective accounting officers.

Ministry Transport,
Infrastructure,
Housing and Urban
Development

The Ministry through the Chief Mechanical and Transport Engineer (CMTE)
within the State Department of Transport carries out the following function
related to transport (including but not limited to aspects on motor vehicles)
in Kenya:
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GoK Body

Role

e Preparation of technical specifications and tender documents for
purchase of vehicles, plant, tools, equipment machinery and other
related materials.

e Advisory on procurement and disposal of vehicles and equipment;

e Pre-delivery inspection of vehicles, plant, tools, equipment and
machinery to ensure adherence to the technical specifications.

e Inspection of GoK vehicles, plant and equipment;

e Inspection and identification of private garages suitable for repairing
GoK vehicles, plant and equipment;

e Valuation of vehicles, plant and equipment for the purposes of:
o Determining resale value for disposal,
o Placement as security in courts of law,
o Insurance,
o Loans for public servants desiring to purchase used vehicles.

e Suitability/occupational testing of drivers, motor cyclists and plant
operators for employment and promotion within GoK;

e Maintenance, repair and disposal of vehicles, plant and equipment;

e Post-repair inspection to check quality and conformity of repairs to the
requirements; and

e Inspection of damages and losses caused by accident, abuse and misuse
of equipment with view to establish liability.

Traffic Police
Department within
National Police
Service (NPS)

This Department is charged with ensuring observance of the traffic laws and
regulations by all road users as required under the Traffic Act. The
Department was established to support the functions of the Kenya Police
Service in accordance with Section 24 of the National Police Service Act, 2011
and with respect to traffic laws and regulations, these are:

a) Ensuring of free flow of traffic;
b) Prevention of Road Accidents;
¢) Investigation of Accidents;

d) Enforcement of all Laws, Rules and Regulations with which the
department is charged; and

e) Initiate road safety sensitization to the members of the public.

The Government

GVCU is under NPS and is charged with overseeing the use of GoK vehicles

Vehicle Check Unit to ensure they are used in accordance with the authorization limits for the
(GVCU) respective vehicles.

National Transport | This body is established through NTSA Act, No 33 of 2012 and its function
and Safety Authority | are to:

(NTSA)

e Advise and make recommendations to the Cabinet Secretary on matters
relating to road transport and safety;

e Advise the Government on national policy with regard to road transport
sector,
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4)

(5)

GoK Body Role

e Implement policies relating to road transport and safety;

e Plan, manage and regulate the road transport system in accordance with
the provisions of the NTSA Act;

e Ensure the provision of safe, reliable and efficient road transport
services; and

e Administer the Traffic Act, Cap 403 and any other written law in relation
to transport.

Accounting officers | Prudent management on the use of the vehicle and transport assets

Reference to Non-financial Asset Management Guidelines

Motor vehicle and other transport equipment are non-financial assets and hence this guideline shall
be read in conjunction with the non-financial asset management guidelines under Part IV (i) of
Guidelines on asset and liability management in the public sector.

The non-financial asset management guidelines provide detailed guidance on the administration and
management of non-financial assets as well as their accounting treatment. The guidelines have
adopted the life cycle approach to non-financial assets management. The four phases of the life cycle
of a non-financial asset include planning, acquisition, operation and maintenance and, disposal. The
detailed guidelines with respect to the four phases have been detailed in the Guidelines on asset and
liability management in the public sector and are applicable to motor vehicle and other transport
equipment.

General Management and administration of Motor vehicles and other

transport assets

Custody of documents of ownership

The documents of ownership and/or custody for the motor vehicles shall be in the name of the entity

where the entity is a body corporate, otherwise it should be under Cabinet Secretary to the Treasury of

Kenya with reference made to the name of the GoK entity responsible for the purchase, lease or

acquisition transaction.

The documents of ownership and/or custody to the motor vehicles include:

a) Logbooks for the Government Owned Vehicles;

b) Lease agreements for the Government Leased Vehicles; and

¢) Logbooks for the Project/Programme Owned Vehicles.

The serial/reference numbers for the logbooks and lease agreements shall be included in the

assets/inventory register of motor vehicles.

The records in support of the ownership and/or custody documents include:

a) The purchase orders or agreements raised by the GoK entity at the point of purchase (ordering for
the vehicles);

b) Invoices and delivery notes raised by suppliers and lessors on purchase or lease of the vehicles
respectively;

c¢) The certificate of the Inspection and Acceptance issued by the Inspection and Acceptance
Committee (IAC);

d) The documents referred to under (a), (b) & (c¢) above shall be attached to the payment voucher for
ease of retrieval for reference purposes, as and when required.

The accounting officer in every GoK entity shall ensure that all documents of ownership and/or

custody to motor vehicles, either owned or leased by the entity are obtained and secured.
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The documents of ownership and/or custody to Government Owned Vehicles, Government Leased
Vehicles and Project/Programme Owned Vehicles shall be kept under custody of the National
Treasury for the Judiciary, Executive and Parliament.

For the County Governments, the documents of ownership and/or custody to Government Owned
Vehicles, Government Leased Vehicles and Project/Programme Owned Vehicles shall be kept under
custody of the respective County Treasuries.

Insurance

All government vehicles must be insured.

Donated transport assets

The accounting officer receiving donated assets must inspect them before they are accepted. The
accounting officer must be able to quantify the maintenance costs associated with the asset and make
a decision as to whether this can be accommodated within the entity’s budgets.

An agreement must be signed with the donating entity. No costs can be incurred on the donated
asset before transfer of full ownership.

Operations and maintenance of transport assets

The accounting officer must ensure optimal usage of the available transport assets. The operations
and maintenance must be in line with the provisions issued by the relevant authorities including the
fleet unit of the National treasury.

Operations and maintenance of animal transport assets.

The accounting officer must ensure optimal usage of the available animal transport assets. These
must be kept safe and in line with animal safety regulations.

The Prevention of Cruelty to Animals Act (2012) which was a revised version of the earlier law passed
in 1983 aims to control the treatment of animals including their use in experiments. This law states
that cruel behavior towards an animal is prohibited. This includes committing violence on the animal,
overworking it while diseased, starvation and denial of water, abandonment, poisoning, careless
surgery procedures, hunting and killing in a cruel manner, and prolonging the life of an animal in
great pain.

Training an animal in a cruel manner that inflicts pain and terror is prohibited.

Transfers and disposals

Disposal by transfer of Government Owned Vehicles (GOVs)

The transfer of a GOV by one GoK entity to another GoK entity without financial consideration shall
not be considered as a procurement event under Part VI of PPAD Act, 2015 and PPAD Regulations,
2020.

When a transfer happens, the documents of ownership and/or custody shall be transferred to such
other GoK entity as the case may be and the entire transfer process shall be under the framework of
GoK Regulations governing transfer of government assets.

A transfer agreement shall be entered to between the transferor (entity giving out) and transferee
(entity receiving).

The transferring entity shall remove the asset from its records while the receiving entity shall record
the assets in its records at book value.

Note: Subject to the requirements below (Other disposals for the Government Owned Vehicles
(GOVs)), the disposal by transfer process shall be applicable to motor vehicles owned (under) by

115



11.2.6.2
®

(2)
3)

(4)

11.2.6.3

11.3
11.3.1

11.3.2

11.3.2.1
®

(2

11.3.2.2
(1)

(2)

(3)

programmes and projects financed by Development Partners that are implemented by the
Government of Kenya.

Other disposals for the Government Owned Vehicles (GOVs)

The accounting officer of a GoK entity shall ensure that all assets disposal processes are handled by
different officers with respect to identification, consolidation, preparation of a disposal plan, pricing
and conduct of the actual disposal activities.

Asset disposal shall be fully guided by Part VI of PPAD Act, 2015 and PPAD Regulations, 2020.

All public officers or state officers involved in the procurement or asset disposal processes shall bear
responsibility for their actions and omissions under the PPAD Act 2015 and PPAD Regulations, 2020.

With respect to the GoK Policy and Guidelines Framework on motor vehicles, the actual disposal of
GOVs shall be premised on the government fleet management policy.

Note: Upon meeting all the requirements under this section (Other disposals for the Government
Owned Vehicles (GOVs), the procedures and requirement described in this section shall be
applicable to motor vehicles owned (under) by programmes and projects financed by Development
Partners that are implemented by the Government of Kenya.

Disposal of Government Leased Vehicles (GLVs)
The disposal of GLVs shall be determined by the terms and conditions of the vehicle leasing
agreement between a GoK entity (lessee) and the lessor (authorized motor vehicle dealer).

Accounting for Motor vehicles and other transport assets

Recognition

A motor vehicle shall be recognized as an asset by a public sector entity if:

a) The entity has control over the asset;

b) Itis probable that future economic benefits/ social service associated with the asset will flow to
the government entity;

¢) Cost or fair value can be measured reliably; and

d) Cost or fair value of the asset exceeds entity’s asset recognition threshold.

Measurement at initial recognition

Acquisition through purchase of a motor vehicle

The motor vehicles acquired by a GoK entity shall be capitalised in the books of account using the cost
method of accounting.

The capitalisation shall be based on the cost of purchase plus costs incidental to the acquisition
including all other costs incurred in preparing the asset ready for use.
Acquisition of a motor vehicle through a finance lease

Finance leases shall be capitalized and recognized in a GoK entity’s books of accounts and the fixed
asset register.

An operating lease shall be expensed and hence not recognized in a GoK entity’s books of accounts
and the fixed asset register.

Where the GoK entity is a lessee of a motor vehicle in a finance lease arrangement, the finance lease
shall be recognized as follows:

a) As an asset at the lower of the present value of minimum lease payments and the fair value of the
asset, determined at the inception of the lease. The discount rate applicable for calculating the
present value shall be the interest rate implicit in the lease or the incremental borrowing rate.
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b) As a liability at the lower of the present value of minimum lease payments and the fair value of the
asset, determined at the inception of the lease. The discount rate applicable for calculating the
present value shall be the interest rate implicit in the lease or the incremental borrowing rate.

Where the government entity is the lessor in an operating lease arrangement, the motor vehicle held
for operating leases purposes shall be presented in the lessor’s statement of financial position
according to the nature of the asset.

Acquisition of a motor vehicle through transfer or receipt of a donation
Where a government entity receives a motor vehicle from another GoK entity (or from a
donor/development partner including but not limited to situations when a donor funded
project/programme comes to an end), the vehicle shall be recorded by the receiving entity at book
value.

An internally/Own assembled/manufactured motor vehicle

The capitalization cost of a motor vehicle assembled or manufactured by a GoK entity for own use
shall include:

a) Cost of the materials used in assembly/manufacturing of the vehicle;
b) Direct labour cost employed in the assembly/manufacturing of the vehicle; and

¢) An appropriate proportion of the fixed and variable overheads cost entailed in the
assembly/manufacturing of the vehicle.

Whenever the assembling or manufacturing is not completed within a given financial year, the
associated cost shall be transferred to Capital Work in Progress — Motor Vehicle Account, until the
motor vehicle is completed. The total acquisition costs are then recognised in the financial year that
assembly or manufacture is completed.

Measurement after initial recognition

IPSAS 17 & IAS 16 propose two models of measurement of assets after initial recognition:

a) Cost model - After recognition as an asset, the asset shall be carried at its cost less any
accumulated depreciation and any accumulated impairment losses.

b) Revaluation model - The revaluation model recognises assets at their fair value only if that can be
measured reliably. If an asset is revalued, its value is the fair value at the date of the revaluation
less any subsequent accumulated depreciation and subsequent accumulated impairment losses.

This guideline recommends the use of cost model for valuation of Government Owned Vehicles

(GOVs).

The officer delegated the responsibility over the maintenance and accuracy of the data relevant to the

asset information in the asset register shall with the Accountant be responsible for ensuring

revaluations occur regularly in accordance with IPSAS 17 & IAS 16.

Subsequent Expenditure

The cost of a major overhaul for a motor vehicle should be added to the capitalized value of an
existing motor vehicle. The accounting treatment for such an overhaul shall be the same as that of an
internally/own assembled/manufactured motor vehicle.

Capitalisation thresholds
All GoK owned motor vehicles and those leased under finance leases should be recognised in a GoK
entity’s books of account and included in the fixed asset records/register, irrespective of the value.

Depreciation and useful life
Government Owned Vehicles (GOVs)

The useful life of a motor vehicle depends on:
a) Type of the vehicle.
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b) Use of the vehicle.
c) State of repair/ regular maintenance.

The useful life to be used for purposes of depreciating the motor vehicles shall be as described in the
table below.

Table 11.2
Type of vehicle Estimated useful life
Saloon vehicles and pick-ups 6 years
Heavy duty utility vehicles 8 years
Lorries and diesel propelled vehicles above 4500cc | 10 years

The above useful lives are based on the assumption that the vehicle is used for the purpose for which
it was purchased for; and that it is maintained on a regular basis in accordance with the GoK Policy
and Guidelines Framework on motor vehicles.

Motor vehicles owned by government entities shall be depreciated over their estimated useful lives
using the straight line method.

Government Leased Vehicles (GLVs) under finance lease
Motor vehicles under a finance lease shall be capitalised in a GoK entity’s financial records while
those under operating lease expensed.

The motor vehicles under finance lease shall be depreciated over the remaining period of the lease.

Impairment

Motor vehicles and other transport equipment will be reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount may not be recoverable.

An impairment loss shall be recognised for the amount by which the asset’s carrying amount exceeds
its recoverable amount.

The fixed asset register shall be updated with changes in the condition of vehicles following instances
of impairment.

Accounting treatment for disposals

The carrying amount of an item of a motor vehicle shall be de-recognised on disposal or when no
future economic benefits are expected from its use or disposal.

The gain or loss arising from de-recognition/disposal of a motor vehicle shall be included statement
of income and expenditure when the item is derecognized or disposed.

Disclosures in financial statements

The same information as is provided for other property, plant and equipment should be included in
the financial statements under the category of motor vehicles and other transport assets. The details
of the specific items of disclosure are enumerated under IPSAS 17 and IAS 16.

Transitional provisions

An entity that adopts accrual accounting for the first time in accordance with International
Accounting Standards shall initially recognize motor vehicles and other transport assets at cost or fair
value. For assets that were acquired at no cost, or for a nominal cost, cost is the motor vehicles and
other transport assets’ fair value as at the date of acquisition.

The entity shall recognise the effect of the initial recognition of motor vehicles and other transport
assets as an adjustment to the opening balance of accumulated surpluses or deficits for the period in
which accrual accounting is first adopted in accordance with IPSAS, IAS or IFRS.
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Applicable accounting standards

o IPSAS 17 & IAS 16 — Property, Plant and Equipment
e IPSAS 21 0r 26 and, IAS 36 - Impairment of Assets

e IPSAS 33 First time adoption of accrual basis IPSAS.
Legislative authority

e PPAD Act, 2015

e PPAD Regulations, 2020

e PFM Act, 2012

¢ PFM (National Government) Regulations, 2015

e PFM (County Governments) Regulations, 2015

Implementation of guideline
The dates of implementation of the guideline are as follows:

Table 11.3

Effective Date Beginning on or after 1 July 2020

Date guideline approved

Date guideline amended
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Subsoil Assets/Mineral resources

This guideline covers the following areas:

12.1 Introduction

12.2  General management and administration of Sub soil assets
12.3  Accounting for Sub soil assets

12.4  Transitional provisions

12.5  Applicable accounting standards

12.6  Legislative authority

12.7  Implementation of guideline

Introduction

Preamble
A mineral resource is "a concentration of naturally occurring solid, liquid, or gaseous material, in or
on the earth's crust, in such form and amount that economic extraction of a commodity from the
concentration is currently or potentially feasible"
The size and nature of many mineral resources are well known, whereas others are undiscovered and
totally unknown. Resources differ in their degree of certainty and they are commonly classified as
a. Measured, indicated, inferred, hypothetical, and speculative.
b. Economic (profitable today), marginally economic, sub economic, and other.
Resources that are both currently profitable to exploit (economic) and known with considerable
certainty (measured or indicated) are called reserves (or ores when referring to metal deposits). This
means reserves are always resources, though not all resources are reserves.

Definitions
mineral right” means —

(@) aprospecting licence;
(b) aretention licence;
() amining licence;

(d) aprospecting permit;
() amining permit; or
()  an artisanal permit.

“reconnaissance” means the operations and works to carry out the non-intrusive search for mineral
resources by geophysical surveys, geochemical surveys, photo geological surveys or other remote sensing
techniques and surface geology in connection therewith, but excludes drilling and excavations

Objective of the guideline

The objective of this guideline is to:

a. Support the development of an inventory of government subsoil/mineral assets;

b. Support standardization of the management and reporting of subsoil/mineral assets; and

c. Prescribe the appropriate treatment and disclosures for subsoil assets/mineral resources and
provide technical guidance for the preparation of financial statements, so as to enable them to
give a true and fair view, with respect to subsoil assets.

Reference to Non-financial Asset Management Guidelines

Sub soil assets are non-financial assets and hence this guideline shall be read in conjunction with the
non-financial asset management guidelines under Part IV (i) of Guidelines on asset and liability
management in the public sector.
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The non-financial asset management guidelines provide detailed guidance on the administration and
management of non-financial assets as well as their accounting treatment. The guidelines have
adopted the life cycle approach to non-financial assets management. The four phases of the life cycle
of a non-financial asset include planning, acquisition, operation and maintenance and, disposal. The
detailed guidelines with respect to the four phases have been detailed in the Guidelines on asset and
liability management in the public sector and are applicable to sub soil assets.

General Management and administration of sub soil assets

Institutional framework as per the Kenya Mining and Minerals Policy 2016

In order to achieve the goal, objectives and strategies outlined in the Kenya Mining and Minerals
Policy 2016 and actualize the potential of the mining industry, the Government is required to put in
plac