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Disclaimer

» The sponsors, the authors, the discussants and the publishers do not accept
responsibility for loss caused to any person who acts or refrains from acting in
reliance on the material in this document, whether such loss is caused by
negligence or otherwise.

» When evaluating accounting treatments all the relevant facts and circumstances
need to be fully considered. A discussion forum, because of its format and for
reasons of simplification, can only consider a particular, constrained set of facts.
The consensus views arrived at in this material are based on the assumption that
there are no other relevant facts that, if they had been considered, might have
altered that view. Consequently, such consensus views can only be considered
likely conclusions, and cannot be considered to be determinative, without full
consideration of all the facts and circumstances that would be present in reality.



Aims

» Develop a more cohesive understanding of accounting and
reporting for first-time adoption of IFRS Accounting Standards in
Ethiopia

» Enhance capacity in Ethiopia to apply IFRS 1 First-time
Adoption of International Financial Reporting Standards more
consistently



Applicable version of IFRS Accounting Standards

Unless specified otherwise, the accounting requirements that are
the subject matter of this discussion forum are IFRS Accounting
Standards as issued by the International Accounting Standards
Board that are applicable for annual period beginning on or after
1 January 2023 without early applying new and amended IFRS
Accounting Standards that have a later mandatory application
date.
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Issue 1: Conversion from gaap to
|IFRS




Conversion to IFRS
What do you think?

Conversion to IFRS is both an
accounting technical change
(applying IFRS 1) and an

culture change.

operational/systems/process/

/

What is the process of
conversion from gaap to IFRS?

/




} Conversion to IFRS
Summary of discussion

What is the process of conversion from gaap to IFRS?
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Conversion to IFRS

Decision tree (1 of 2)

Is the transition
legally
required?

Is the timing
optional?

!

Is there merit in
transitioning?

Best timing of
transitioning?

Plan :

» Impact assess
» Timelines

» Scope

» Systems

» Resources

Specify
accounting
policies

!

Start staff and
board training

1

No further
action required

- Yes
=P NO
- Next

!

!

Review of IT systems and
identification of gaps, implementation
of an IT plan




Conversion to IFRS
Decision tree (2 of 2)

Test accounting
policies

!

Test process
and techniques

!

Apply new
policies

Prepare initial
balance sheet

Evaluate outcomes, bottlenecks and
timing, test processes and auditability

|

Parallel runs

!

Prepare first set

of financials

Continuous feedback of learnings through process, tweak systems, update training

of staff and board, interaction with auditors, regulators and tax authorities
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Issue 2: Main differences between
gaap and IFRS




Ethiopian gaap versus IFRS
What do you think?

IFRS Accounting Standards are a
codified, principle-based set of
financial accounting standards.
Ethiopian gaap is a generally
accepted approach to preparing

financials and is only partially
codified.

J

What are the main differences
between Ethiopian gaap and
IFRS?
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} Ethiopian gaap versus IFRS
Summary of discussion

What are the main differences between Ethiopian gaap and IFRS?

1 https://www.researchgate.net/publication/333679683_COMPARISON_OF_IFRS_AND_GAAP_REPORTING_STANDARDS_Case_study_on_Abay_Bank_2 13



Issue 3: Retention of reserves
created at first-time adoption




Reserves created on transition
What do you think?

Transition to IFRS Accounting
Standards has the potential
to create positive reserves in
equity, for example on an
upward revaluation of PPE to
deemed cost.

We have reserves resulting
from first-time adoption of
IFRS - how long should this
reserve be retained in the
accounts?

J
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Reserves created on transition
Summary of discussion

We have reserves resulting from first-time adoption of IFRS - how long
should this reserve be retained in the accounts?

¥
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} Reserves created on transition
Summary of discussion continued

We have reserves resulting from first-time adoption of IFRS - how long
should this reserve be retained in the accounts?




Issue 4: Distribution of non-cash
‘reserves’




Distribution of non-cash reserves

What do you think?

Some retained income and/or
reserves are created through the
revaluation (eg PPE) or
remeasurement (eg shares) of assets
and liabilities. This increase in
equity does not directly result in

cash flows to the entity.

/

As discussed in the previous
guestion, retention of a
revaluation reserve is a

jurisdictional matter. However,
from technical perspective, how is

it possible to distribute such a
reserve which did not result from
cash inflow?

/
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} Distribution of non-cash reserves
Summary of discussion

Retention of a revaluation reserve is a jurisdictional matter. However,
from technical perspective, how is it possible to distribute such a
reserve which did not result from cash inflow?

¥

¥

¥
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Issue 5: Backlogged Ethiopian gaap
financial statements




Backlogged financial statements
What do you think?

Financial statements can
become backlogged,
occasionally by multiple years.
In such circumstances, catching
up financials in an arduous but
necessary step to ensure
integrity of financial numbers.

If a Company’s financial
statements are significantly
back-logged, is it possible to

convert from gaap to IFRS
without challenges? If it is
possible how can this be done?

/
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} Backlogged financial statements
Summary of discussion

If a Company’s financial statements are significantly back-logged, is it
possible to convert from gaap to IFRS without challenges? If it is possible
how can this be done?

»

»

»

»
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Backlogged financial statements
Summary of discussion continued

If a Company’s financial statements are significantly back-logged, is it
possible to convert from gaap to IFRS without challenges? If it is possible
how can this be done?

24



Issue 6: Deemed cost




Deemed cost
What do you think?

Under IFRS, the default approach is full
retrospective — IFRS is applied to the
original acquisition of an asset, and to
each subsequent period to determine
opening IFRS balance. IFRS 1 allows a
first-time adopter the choice of instead
applying deemed cost to certain assets
(including PPE) at the date of transition.

J

During first-time adoption to IFRS,
deemed cost has been interpreted
differently in Ethiopia with respect to
IAS 16. IFRS allows deemed cost for
first-time adoption of PPE, but what

does it mean?

J

26



} Deemed cost
Summary of discussion

During first-time adoption to IFRS, deemed cost has been interpreted
differently in Ethiopia with respect to IAS 16. IFRS allows deemed cost
for first-time adoption of PPE, but what does it mean?
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Issue 7: Combined operations




Combined operations
What do you think?

)

Two organizations are combined
under restructuring - the first
implemented IFRS before the

combination and the other did
not. How can the IFRS reporting
be approached for the combined

(restructured) entity. By

IFRS 3 Business Combinations is
applicablel. For SOEs, business
combinations are usually with
other SOEs and consequently
occur between entities under
common control.

/

LIFRS 3 is also discussed separately elsewhere in these Q&As 29



} Combined operations
Summary of discussion

Two organizations are combined under restructuring - the first
implemented IFRS before the combination and the other did not. How
can the IFRS reporting be approached for the combined (restructured)
entity.
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Combined operations
Summary of discussion

» Assuming the combined entities are required or elect to apply IFRS 3

Acquiror previously adopted IFRS Acquiree previously adopted IFRS

* Acquiror accounting and accounting Acquiror accounting and accounting

values remain unchanged values remain unchanged

* Acquiree assets and liabilities are * Ethiopian GAAP would be applied to
typically recognised by the acquirer the combination
at their combination-date fair value At some future date, the combined

* From the date of combination, entity transitions to IFRS
acquiree applies IFRS to restated IFRS 1 is applied
balance sheet

 |FRS 1is not reapplied by acquirer
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