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Airtel Networks Kenya Limited
Directois’ Report
For the Year ended 31 December 2019

The directors submit their report together with the audited annual financial statements for the year ended 31
December 2019, which disclose the state of affairs of the company.

1.

6.

PRINCIPAL ACTIVITIES

The principal activity of the company is the provision of a public GSM mobile telecommunications network
and mobile financial services in Kenya.

RESULTS

The results for the year are set cut in page 8.

2019 2018

KShs ‘000 KShs ‘000

Income 21,185,487 20,514,197
Loss before tax (2,740,616) (2,938,991)
Tax (35,402) 52,187
Loss after tax (2,776,018) (2,886,804)

DIVIDEND

The directors do not recommend payment of a dividend in the year. (2018: Nit).

RESERVES

The reserves for the company are set out on page 10.

DIRECTORS

The directors who held office during the year and to the date of this report are included on page 1.

BUSINESS REVIEW

Airtel Kenya has continued the momentum in this year leveraging core business drivers of growing the
customer base and offering best in class customer experience. At Airtel, we always put our customers at the
heart of what we do. We take pride in providing wide choice of data and voice bundles. During the year we
have increased the penetration of our hero products in both voice and data category, Tubonge voice and
Amazing Data bundles are most attractive bundles in the market providing great value and experience to our
loved customers. We are also excited to share the launch of revised pay as you go rates which will allow

customers to browse data at the lowest rate in the industry without really getting into any hassle of enrolling
into offers.

On the network side we have increased the population coverage of our 2G, 3G and 4G networks with close
to 90% of our sites are either 3G or 4G. The network modernization is an ongoing process and the plan is to
continue expanding the footprint in the coming year 2021 as well. On the business side we have grown the
customer base by 19% which has led to over 50% growth in voice minutes and over 100% growth in data
volumes. The business revenue has grown by 11.3% on comparative basis however adjusted for IFRS15
adoption the reported growth is 2.9% for the year.

We take this opportunity to sincerely thank all our valued stakeholders - Customers, Government Bodies,

- Regulators, Business Partners and Employees for their unstinted support during the year. For another

consecutive year, we have delivered steady results and ensured value for our shareholders supported by
growth across all our revenue streams.

We are confident of continue our growth into 2021 in both subscriber addition and revenue, and will continue
being guided by the strategic pillars of distribution excellence, customer experience, network excellence, right
cost model and people development. I look forward to the upcoming fiscal year with great optimism and

purpose.
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7. AUDITORS

Deloitte & Touché, having expressed their willingness, continue in office in accordance provisions of section
718 (2) of the Kenyan Companies Act, 2015. The Directors monitor the effectiveness, objectivity and
independence of the auditor. The Directors also approve the annual audit engagement contract, which sets
out the terms of the auditor's appointment and the related fees.

8. DISCLOSURE OF INFORMATION TO AUDITORS
Each director confirms that, so far as he is aware, there is no relevant audit information of which the
Company's auditors are unaware and that each Director has taken all the steps that he ought to have taken

as a Director to make himself aware of any relevant audit information and to establish that the Company’s
auditors are aware of that information.

By Order of the Board

SCRIBE SERVICES SECRETARIES




Alrtel Networks Renya Limited
Statement of Divectors’ Responsibilities on Financia Stalements

For the Year ended 31 December 2019

The Kenyan Companies Act, 2015 requires the directors to prepare financial statements for each financial year that
give a true and fair view of the financial position of the company as at the end of the financial year and of its profit
or loss for that year. It also requires the directors to ensure that the company maintains proper accounting records
that are sufficient to show and explain the transactions of the company and disclose, with reasonable accuracy, the
financial position of the company. The directors are also responsible for safeguarding the assets of the company,
and for taking reasonable steps for the prevention and detection of fraud and other irregularities.

The directors accept responsibility for the preparation and presentation of these financial statements in accordance
with International Financial Reporting Standards and in the manner required by the Kenyan Companies Act, 2015.
They also accept responsibility for:

(i) designing, implementing and maintaining such internal control as they determine necessary to enable the
presentation of financial statements that are free from material misstatement, whether due to fraud or
error;

(i) selecting suitable accounting policies and applying them consistently; and
(i) making accounting estimates and judgements that are reasonable in the circumstances.

The directors acknowledge that the continued existence of the company as a going concern depends on the
outcome of various strategic measures that the directors continue to pursue to return the company to profitability
and the continued financial support from the company’s shareholders and bankers. The directors are confident that
any financial support required by the company from its shareholders will be forthcoming and are of the view that
the strategic turn-around measures that have been put in place will restore the company’s solvency and will enable
it to trade profitably in a sustainable manner.

The directors acknowledge that the independent audit of the financial statements does not relieve them of their
responsibilities.

t
Approved by the board of directors on ‘Q ......... Maf(/h 2020 and signed on its behalf by:

{-

X Avenasana—

P D Sarma T Naikuhi
Director Director
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INDEPENDENT AUDITORS’ REPORT

To The Members of
AIRTEL NETWORKS KENYA LIMITED

Report on the audit of the Financial Statements

Opinion

We have audited the accompanying financial statements of Airtel Networks Kenya Limited, (“the Company”), set
out on pages 8 to 54, which comprise the statement of financial position as at 31 December 2019, and the statement
of profit or loss, statement of changes in equity and statement of cash flows for the year then ended, and the notes
to the financial statements including a summary of significant accounting policies.

In our opinion, the finandial statements give a true and fair view of the financial position of the company as at 31
December 2019 and its financial performance and cash flows for the year then ended in accordance with
International Financial Reporting Standards and the requirements of the Kenyan Companies Act, 2015.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing ("ISA"). Our responsibilities under
those standards are further described in the Auditor’s Responsibilities for the Audjt of the Financial Statements
section of our report. .

We are independent of the Company in accordance with the International Ethics Standards Board for Accountants’
Code of Ethics for Professional Accountants (IESBA Code), together with the ethical requirements that are relevant
to our audit of the financial statements in Kenya. We have fulfilled our other ethical responsibilities in accordance
with these requirements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.
Material Uncertainty Relating to Going Concern

We draw attention to Note 2 to the financial statements which indicates that the company incurred a net loss of
KShs 2.78 billion during the year ended 31 December 2019 (2018: net loss of KShs 2.89 billion) and, as of that

These conditions, along with other matters as set forth in Note 2, indicate the existence of a material uncertainty
which may casét significant doubt on the company’s ability to continue as a going concern. Our opinion is not
modified in respect of this matter. However, financial support required by the company from its shareholders will
be forthcoming as has been done in the past.

Other Information

The directors are responsible for the other information. The other information comprises the Directors’ Report as
required by the Kenya Companies Act, 2015. The other information does not include the financial statements and
our auditors’ report thereon.

Our opinion on the financial statements does not cover the other information and we do not express an audit
opinion or any form of assurance conclusion thereon.
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In connection with our audit of the financial statements, our responsibility is to read the other information and, in
doing so, consider whether the other information is materially inconsistent with the financial statements or our
knowledge obtained in the audit, or otherwise appears to be materially misstated. If, based on the work we have
performed, we conclude that there is a material misstatement of this other information, we are required to report
that fact. We have nothing to report in this regard.

Responsibilities of the Directors for the Financial Statements

The directors are responsible for the preparation and fair presentation of the financial statements in accordance
with International Financial Reporting Standards and the requirements of the Kenya Companies Act, 2015, and for
such internal control as the directors determine is necessary to enable the preparation of financial statements that
are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the company’s ability to continue
as a going concern, disclosing, as applicable, matters related to going concern and using the going concern basis
of accounting unless the directors either intend to liquidate the company or to cease operations, or have no realistic
alternative but to do so.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion.
"Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance
with ISAs will always detect a material misstatement when it exists. Misstatements can arise from fraud or error
and are considered material if, individually or in the aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgement and maintain professional
scepticism throughout the audit. We also: '

o Identify and assess the risks of material:misstatement of the financial statements, whether due to fraud or
error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient
and appropriate to provide a basis for our opinion. The risk of not detecting a material misstatement resulting
from fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional
omissions, misrepresentations, or the override of internal control.

o  Obtain an.understanding of internal control relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company's internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and
related disclosures made by the Directors.

»  Conclude on the appropriateness of the Directors' use of the going concern basis of accounting and based on
" thé dudit evidence obtained, whether a material uncertainty exists related to events or conditions that may
cast significant doubt on the Company's ability to continue as a going concern. If we conclude that a material
" uncertainty exists, we are required to draw attention in our auditor's report to the refated disclosures in the
financial statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions are based
on the audit evidence obtained up to the date of our auditor's report.
» Evaluate the overall presentation, structure and content of the financial statements, including the disclosures
and whether the financial statements represent the underlying transactions and events in a manner that
achieves fair presentation.

We communicate with the directors regarding, among other matters, the planned scope and timing of the audit
and significant audit findings, including any significant deficiencies in internal contro! that we identify during our
audit.



Report on Other matters prescribed by the Kenya Companies Act, 2015.

In our opinion, the Information given in the director’s report on pages 2 to 3 is consistent with the financial

statements.
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Certified Public Accountants (Kenya)
Nairobi

CPA Fred Okwiri - P/No 1699
Signing partner responsible for the independent audit
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For the Year ended 31 December 2019

TR 1B

Notes 2019 2018
KShs'000 KShs'000
Income
Revenue 7 21,093,609 20,501,225
Other Income 9 91,878 12,972
21,185,487 20,514,197
Expenses
Cost of Sales 8 4,966,071 4,455,017
Distribution Costs 10 2,152,776 4,018,225
Administrative Expenses 11 1,646,602 2,673,666
Other Expenses 12 12,505,511 10,892,484
Finance Costs 13 2,655,143 1,413,796
23,926,103 23,453,188
Profit/ (Loss) Before Tax (2,740,616) (2,938,991)
Tax {(Expense) / Credit 16 (35,402) 52,187
Profit / (Loss) for the year (2,776,018) (2,886,804)




Airtel Networks Kanys Limited
Statament of Financial Position

-

For the Year ended 31 December 2019

Assets

Non-current assets
Property, plant and equipment
Capital work-in-progress
Right of use asset
intangible assets
Income tax recoverable
Investment in subsidiary
Other non-current assets

Current assets
Inventories
Derivative Instrument
Trade and other receivables
Cash and cash equivalents

Total Assets

Equity and liabilities
Equity
Ordinary share capital
Share premium ~ ordinary and preference shares
Redeemable preference shares
Accumulated losses

Non-current liabilities
Shareholders’ loan
Lease liabilities - non current
Other non-current liabilities

Current liabilities
Borrowings
Lease liabilities — Current
Derivative Instrument
Trade and other payables
Provisions

Total liabilities

Total equity and liabilities

Notes

17
17
19
18
16
36
36

25

27

28
29
37

30

20

31
32

2019 2018
KShs'000 KShs'000
11,706,668 15,744,600
411,444 2,946,135
9,280,771 -
3,693,991 4,511,258
301,287 294,861
20,000 20,000
576,482 35,784
25,990,643 23,552,638
21,102 43,595

= 239

8,915,308 9,671,790
1,386,519 295,703
10,322,929 10,011,327
36,313,572 33,563,965
3,350,000 2,625,000
7,665,699 4,493,824
22,611,513 22,611,514
(71,413,563) (68,090,426)
(37,786,351) (38,360,088)
46,692,603 47,504,323
9,164,430 5,925,554
47,589 39,646
55,904,622 53,469,523
8,195,671 5,292,935
1,689,480 806,988
11,977 9,224
6,843,778 10,601,294
1,454,395 1,744,089
18,195,301 18,454,530
74,099,923 71,924,053
36,313,572 33,563,965

The financial statements on pages 8 to 54 were approved by the Board of directors on
...................................... 2020 and signed on its behalf by

H o cadd—

Director
P D Sarma

-~

«£.

Director

T Naikuni
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}Eor the Year éhdéd 31 December 2019

Cash flows from operating activities
Profit / (loss) before tax

Adjustments for:

Depreciation and amortization

Interest expense (Note 13)

Other non-cash items

Operating cash flow before changes in working capital

Changes in working capital

(Increase) / decrease in trade & other receivables

(Increase) / decrease in inventories

(Decrease) / increase in trade & other payables

(Decrease) / increase in provisions

(Decrease) / increase in other financial and non-financial liabilities
(Increase) / decrease in other financial and non-financial assets
Cash generated from operations before tax

Income tax paid (Note 16)

Net cash generated from operating activities (a)

Cash flow from investing activities

Purchase of property, plant and equipment and capital work-in-progress
Purchase of intangible assets

Investment in subsidiary

Net cash used in investing activities (b)

Cash flow from financing activities

Issue of share capital (Note 25)

Proceeds from borrowings

Repayment of borrowings

Repayment of lease liabilities

Interest paid

Proceeds / (repayment) from borrowings from related parties

Net cash generated / (used in) from financing activities (c)

Net increase / (decrease) in cash and cash equivalents during the year (a+b+c)

Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year (Note 24)

11

2019 2018
KShs '000  KShs '000
(2,740,616)  (2,938,991)

5,536,874 3,514,966
2,841,184 2,229,238
(455,480) 469,160
5,181,962 3,274,373
923,039  (1,535,113)
22,886 (41,906)
(1,301,411) 2,216,700
(289,694) 311,699
7,942 .
(540,698) (12,256)
4,004,026 4,213,497
(6,425) (9,470)
3,097,601 4,204,027
(4,598,571)  (4,356,331)
(194,120)  (2,577,500)
= (20,000)
(4,792691) (6,953,831)
1,021,250 =
3,098,056 1,528,756
(125,177) -
(1,516,918) -
(1,542,713)  (1,077,533)
1,009,594 1,805,400
1,944,092 2,256,623
1,149,002  (493,181)
(123,846) 369,335
1,025,156

(123,846)

iz



Fbr the Year ended 31 DecemberEOlQ

1.

3.

GENERAL INFORMATION

Airte! Networks Kenya Limited (the company) is incorporated in Kenya under the Kenyan Companies Act as a
private limited liability company and is domiciled in Kenya. The address of the registered office is:

LR No. 209/1180,

Parkside Towers, Mombasa Road,
P O Box 73146, City Square 00200,
Nairobi.

The immediate holding company is Bharti Airtel Kenya B.V., a company incorporated in Netherlands. The step

up parent company is Airtel Africa PLC., a company incorporated in England and Wales and Bharti Airtel Limited,
a company incorporated in India.

GOING CONCERN BASIS OF PREPARATION OF FINANCIAL STATEMENTS

In 2019, the company incurred a net loss of Kshs 2.78 billon (2018: loss of Kshs 2.89 billion). As at 31 December
2019, the company has accumulated losses of Kshs 71.41 billion (31 December 2018: Kshs 68.09 billion). Opening
accumulated Losses have been adjusted by Kshs 0.55 billion due to adoption of IFRS 15 and IFRS 16 during 2019.
Overall the company is in a net liability position of Kshs 37.79 billion (2018: Kshs 38.36 billion), it may be noted
that company has Shareholders’ loans of KShs 46.69 billion. The company is strongly supported by the parent
company. Including shareholder’s loan, there is sufficient liquidity to manage the operations. Further the unit has
shown buoyant growth over the last three years with growth in revenue, with a consequent reduction in net
losses.

The directors are of the opinion that the Company is a going concern on the basis that the Company:

a) Will generate cash inflows from operations of at least the amount projected in the management’s annual
operating plan. The generation of sufficient cash flows from operations is driven by and is dependent on
management achieving operational targets on subscriber numbers, churn rate and average revenue per user;

b) Will continue to obtain funding from lenders whenever required;

c) The Company will be able to obtain from the shareholders any additional funding required to meet its
obligations as and when they fall due. A commitment to this effect from the major shareholders has been
obtained by the Company.

The directors are confident that the funds described above will be available to the Company to support its

obligations as required and that it is therefore appropriate to prepare the financial statements on a going concern
basis.

SIGNIFICANT ACCOUNTING POLICIES

a) Statement of compliance

The financial statements have been prepared in accordance with International Financial Reporting Standards
(IFRS) and the requirements of the Kenyan Companies Act, 2015.

For the purposes of reporting under the Kenyan Companies Act, 2015 the balanée sheet in these financial
statements, is represented by/equivalent to the statement of financial position and the profit and loss
statement is presented in the statement of profit or loss. . ..

The principal accounting policies adopted in the preparation of these financial statements are set out below.
These policies have been consistently applied to all years presented, unless otherwise stated.

b) Basis of preparation

The annual financial statements are prepared in accordance with International Financial Reporting Standards
(IFRS) as issued by the International Accounting Standards Board (IASB). The measurement basis applied is
the historical cost basis, except where otherwise stated in the accounting policies below. The financial
statements are presented in Kenya Shillings (KShs), which is also the company’s functional currency, rounded
to the nearest thousand.

The preparation of financial statements in conformity with IFRS requires the use of estimates and assumptions.
It also requires management to exercise its judgement in the process of applying the company’s accounting
policies. The areas involving a higher degree of judgement or complexity, or where assumptions and estimates
are significant to the financial statements, are disclosed in Note 3r.

12



C N nciais Statements
For the Year ended 3i December 2019

3. SIGHNIFICANT ACCOUNTING POLICIES (continued)

An item of property, plant and equipment and any significant part initially recognised is derecognised upon
disposal or when no future economic benefits are expected from its use or disposal. Any gain or loss arising
on derecognition of the asset (calculated as the difference between the net disposal proceeds and the carrying
amount of the asset) is included in profit or loss when the asset is derecognised.

g) Impairment of non-financial assets

Assets that have an indefinite useful life, for example goodwill, are not subject to amortisation and are tested
annually for impairment. Assets that are subject to depreciation and amortisation are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount may not be recoverable. Such
circumstances include, though are not limited to, significant or sustained declines in revenues or earnings and
material adverse changes in the economic environment.

An impairment test is performed at the level of each cash generating unit (‘CGU’) or groups of CGUs expected
to benefit from acquisition-related synergies and represent the lowest level within the entity at which the
goodwill is monitored for internal management purposes, within an operating segment. A CGU is the smallest
identifiable group of assets that generates cash inflows that are largely independent of the cash inflows from
other assets or group of assets.

An impairment loss is recognised whenever the carrying amount of an asset or its cash-generating unit exceeds
its recoverable amount. The recoverable amount of an asset is the greater of its fair value less costs of disposal
and value in use. To calculate value in use, the estimated future cash flows are discounted to their present
value using a pre-tax discount rate that reflects current market rates and the risks specific to the asset. For
an asset that does not generate largely independent cash inflows, the recoverable amount is determined for
the cash-generating unit to which the asset belongs.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. Impairment losses, if any, are recognised
in profit or loss as a component of depreciation and amortisation expense.

For all assets, an assessment is made at each reporting date to determine whether there is an indication that
previously recognised impairment losses no longer exist or have decreased. If such indication exists, the
company estimates the asset’s or CGU’s recoverable amount. A previously recognised impairment loss is
reversed only if there has been a change in the assumptions used to determine the asset’s recoverable amount
since the last impairment loss was recognised. The reversal is limited so that the carrying amount of the asset
does not exceed its recoverable amount, or exceed the carrying amount that would have been determined,
net of depreciation or amortisation, had no impairment loss been recognised for the asset in prior years. Such
reversal is recognised in profit or loss.

h) Intangible assets

Identifiable intangible assets are recognised when the company controls the asset, it is probable that future
economic benefits attributed to the asset will flow to the company and the cost of the asset can be reliably
measured.

Separately acquired intangible assets are recognised at cost. The cost of intangible assets that are acquired in
a business combination is its fair value as at the date of acquisition. Following initial recognition, the intangible
assets are carried at cost less accumulated amortisation and accumulated impairment losses, if any.

Amortisation is recognised in profit or loss on a straight-line basis over the estimated useful lives of intangible

- -assets from the date they are available for use. The amortisation period and the amortisation method for an
intangible asset are reviewed at least at each financial year-end. Changes in the expected useful life or the
expected pattern of consumption of future economic benefits embodied in an asset is accounted for by
changing the amortisation period or method, as appropriate, and are treated as changes in accounting
estimates.

The amortisation expense on intangible assets with finite lives (10 years for License, 2 years for YU brand and
4 years for YU customers) is recognised in profit or loss in an expense category that is consistent with the
function of the intangible assets.

The carrying amount of an intangible asset is derecognised on disposal or when no future economic benefits
are expected from its use or disposal. Gains or losses arising from de-recognition of an intangible asset are
measured as the difference between the net disposal proceeds and the carrying amount of the asset and are
recognised in profit or loss when the asset is derecognised.
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SIGNIFICANT ACCOUNTING POLICIES (continued)

i)

(i) Mobile Phone Licenses

Acquired licenses are initially recognised at cost. Subsequently, license and spectrum entry fees are measured
at cost less accumulated amortisation and accumulated impairment loss. Amortisation is recognised in profit
or loss on a straight-line basis over the unexpired period of the license commencing from the date when the

related network is available for intended use in the respective jurisdiction and is disclosed under administrative
expenses.

(ii) YU Brand & Customer Base

On 21 December 2014, the company acquired YU brand and customer base. YU brand and Customer base
were recognised at their cost as at 21 December 2014 and are being amortised over a period of 2 years and
4 years respectively starting 21 December 2014.These are fully amortised as at 31 December 2017 with the
YU customer base being subjected to accelerated amortisation in 2017.

Inventories
Inventories are valued at the lower of cost and net realisable value.

Basis of cost

Cost is determined by the First in First Out (FIFO) method. The cost of inventories comprises all the purchase
and other costs in bringing the product to its present location but excludes borrowing costs.

Basis of net realisable value

Net realisable value is the estimated selling price in the ordinary course of business, less the cost of completion
and applicable variable selling expenses.

Financial instruments

Financial assets and financial liabilities are recognised on the Company’s statement of financial position when
the Company becomes a party to the contractual provisions of the instrument.

Trade receivables

Trade receivables are amounts due from customers for merchandise sold or services performed in the ordinary
course of business. If collection is expected in one year or less (or in the normal operating cycle of the
business if longer), they are classified as current assets. If not, they are presented as non-current assets.

Receivables are recognised initially at fair value and subsequently measured at amortised cost using the
effective interest method less provision for impairment. A provision for impairment of receivables is established
using an ECL mode! in line with the requirements of IFRS 9 as outlined in the next section below. The amount
of the provision is the difference between the carrying amount and the present value of estimated future cash
flows, discounted at the effective interest rate. The amount of the provision is charged to profit or loss.

Impairment of financial assets

The Company recognises a loss allowance for expected credit losses on investments in debt instruments that

_are measured at amortised cost or at FVTOCI, lease receivables, trade receivables and contract assets. The

arnount of expected credit losses is updated at each reporting date to reflect changes in credit risk since initial
recogmtlon of the respective financial instrument.

The Company always recognises lifetime ECL for trade receivables, contract assets and lease recelvables The
expected credit losses on these financial assets are estimated using a provision matrix based on the Company's
historical credit loss experience, adjusted for factors that are specific to the debtors, general economic
conditions and an assessment of both the current as well as the forecast direction of conditions at the reporting
date, including time value of money where appropriate,

For all other financial instruments, the Company recognises lifetime ECL when there has been a significant
increase in credit risk since initial recognition. However, if the credit risk on the financial instrument has not
increased significantly since initial recognition, the Company measures the loss allowance for that financial
instrument at an amount equal to 12-month ECL.
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3. SIGNIFICANT ACCOUNTING POLICIES (continued)

c) Consolidation

Subsidiaries

Subsidiaries are all entities over which the company has control. The company controls an investee if and
only if the company has all the following:

e Power over the investee;
e  Exposure, or rights to variable returns from its involvement with the investees; and
e The ability to use its power over the investee to affect the amount of the company’s returns.

Subsidiaries are fully consolidated from the date on which control is transferred to the company. They are de-
consolidated from the date the control ceases.

The subsidiary of the company is immaterial. Therefore, consolidated financial statements would be of no real
value to the members of the company in view of insignificant amounts involved. The investment in the
company'’s subsidiary is stated at cost less accumulated impairment losses.

d) Revenue recognition

The Company’s revenue arises from billing customers for voice and data usage, interconnection, roaming, site
sharing, sale of handsets and accessories, messaging and VAS revenue, other service revenue as well as
revenue from Mobile Virtual Network Operator (MVNO). Revenue is measured at the fair value of the
consideration received or receivable for the sale/provision of goods and services in the ordinary course of the
company’s business. Revenue is shown net of value-added tax (VAT), excise duties, discount and rebates.

Revenue is recognized upon transfer of control of promised products or services to the customer at the
consideration which the Company has received or expects to receive in exchange of those products or services,
net of any taxes / duties and discounts. When determining the consideration to which the Company is entitled
for providing promised products or services via intermediaries, the Company assesses whether the
intermediary is a principal or agent in the onward sale to the end customer. To the extent that the intermediary
is considered a principal, the consideration to which the Company is entitled is determined to be that received
from the intermediary. To the extent that the intermediary is considered an agent, the consideration to which
the Company is entitled is determined to be the amount received from the customer; the discount provided
to the intermediary is recognized as a reduction in revenue.

i)  Service revenues

Service revenues include amounts invoiced for usage charges, fixed monthly subscription charges and
internet usage charges, roaming charges, activation fees and fees for value added services (‘VAS'). Service
revenues also include revenues associated with access and interconnection for usage of the telephone

network of other operators for local, domestic long distance and international calls.

Service revenues are recognised as the services are rendered and are stated net of discounts, waivers and

taxes. Revenues from pre-paid cards are recognised based on actual usage.

Revenues from national and international long distance operations comprise revenue from provision of voice
services which are recognised on provision of services while revenue from provision of bandwidth services

is recognised over the period of arrangement.

Unbilled revenue represents revenues recognised from the bill cycle date to the end of each month. These

are billed in subsequent periods based on the terms of the billing plans.

Deferred revenue includes amount received in advance on pre-paid cards and advance monthly rentals on

post-paid. The related services are expected to be performed within the next operating cycle.
iy Sale of goods

Sales of goods (handsets and accessories) are recognised in the period in which the company delivers
products to the customer, the customer has accepted the products and collectability of the related

receivables is reasonably assured.

iii) Site Sharina revenue

Site sharing revenue arises from rental fees charged to other operators for usage of sites owned or leased

t.

by Airtel Networks Kenya Limited in a sub-letting arrangen
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3. SIGNIFICANT ACCOUNTING POLICIES (continued)

iv) MVNO Revenue

MVNO refers to Mobile Virtual Network Operator. In 2014, Airtel Networks Kenya Limited entered into an
agreement to sell excess network capacity to Finserve Africa Limited (Finserve). As per the agreement,
Finserve pays Airtel Networks Kenya Limited for usage of infrastructure capacity in form of Voice, SMS and
Data revenue. In addition, any other costs incurred by Airtel on behalf of Finserve are marked-up and cross-
charged to Finserve.

v) Interest income
For all financial instruments measured at amortised cost and interest bearing financial assets, classified as
financial assets at fair value through profit or loss, interest income is recognised using the effective interest
rate (EIR), which is the rate that exactly discounts the estimated future cash receipts through the expected
life of the financial instrument or a shorter  period, where appropriate, to the net carrying amount of the
financial asset. Interest income is included in ‘other income’ in the statement of profit or loss.

e) Functional currency and translation of foreign currencies

Transactions are recorded on initial recognition in Kenya Shillings, being the currency of the primary economic
environment in which the company operates (the functional currency). Transactions in foreign currencies are
converted into Kenya Shillings using the exchange rates prevailing at the dates of the transactions.

Monetary assets and liabilities denominated in foreign currencies are retranslated at the spot rates of exchange
ruling at the reporting date. Foreign exchange gains and losses resulting from the settlement of such transactions

and from the translation of monetary assets and liabilities denominated in foreign currencies at year-end exchange
rates are recognised in profit or loss.

Non-monetary items that are measured at historical cost in a foreign currency are translated using the exchange
rates as at the dates of the initial transactions. Non-monetary items measured at fair value in a foreign currency
are translated using the exchange rates at the date when the fair value is determined.

f) Property, plant and equipment

Property, plant and equipment is stated at cost less accumulated depreciation and any accumulated
impairment losses. Such cost includes the cost of replacing part of the property, plant and equipment and
borrowing costs for long term construction projects if the recognition criteria are met. When significant parts
of property, plant and equipment are required to be replaced in intervals, the company recognises such parts
as separate components of assets with specific useful lives and provides depreciation over their useful lives.
The carrying amount of the replaced part is derecognised. Subsequent costs are included in the asset’s
carrying amount or recognised as a separate asset, as appropriate, only when it is probable that future
economic benefits associated with the item will flow to the company and the cost of the item can be measured
reliably. All other repair and maintenance costs are recognised in profit or loss when incurred.

Assets are depreciated to their residual values on a straight-line basis over their estimated useful lives.
Estimated useful lives of the assets are as follows:

Asset category Years
Leasehold Land " Period of lease '
Land At Cost
Building M i SR )
Leasehold Improvement Period of lease or 10 years whichever is less
Plant and equipment

- Network equipment 3-25
(including passive infrastructure)

- Customer premises 3-5

equipment

Computers/Servers 3-5
Furniture, Fixtures and Office 2-5
equipment
Motor vehicles 3-5

The assets’ residual values, depreciation methods and useful lives are reviewed, and adjusted prospectively if
appropriate, at each reporting date.

14




3. SIGMIFICANT ACCOUNTIMG POLICIES (continued)

Lifetime ECL represents the expected credit losses that will result from all possible default events over the
expected life of a financial instrument. In contrast, 12-month ECL represents the portion of lifetime ECL that
is expected to result from default events on a financial instrument that are possible within 12 months after the
reporting date.

(i) Significant increase in credit risk

In assessing whether the credit risk on a financial instrument has increased significantly since initial
recognition, the Company compares the risk of a default occurring on the financial instrument at the reporting
date with the risk of a default occurring on the financial instrument at the date of initial recognition. In making
this assessment, the Company considers both quantitative and qualitative information that is reasonable and
supportable, including historical experience and forward-looking information that is available without undue
cost or effort.

(if) Definftion of default

The Company considers the following as constituting an event of default for internal credit risk management
purposes as historical experience indicates that financial assets that meet either of the following criteria are
generally not recoverable:

+ when there is a breach of financial covenants by the debtor; or

e information developed internally or obtained from external sources indicates that the debtor is unlikely to
pay its creditors, including the Company, in full (without taking into account any collateral held by the
Company).

Irrespective of the above analysis, the Company considers that default has occurred when a financial asset is
more than 90 days past due unless the Company has reasonable and supportable information to demonstrate
that a more lagging default criterion is more appropriate.

The Company write-offs debt only when there is objective evidence that the debt will not be recovered and
after it has exhausted its collection avenues.

(if) Measurement and recognition of expected credit losses

The measurement of expected credit losses is a function of the probability of default, loss given default (i.e.
the magnitude of the loss if there is a default) and the exposure at default. The assessment of the probability
of default and loss given default is based on historical data adjusted by forward-looking information as
described above.

As for the exposure at default, for financial assets, this is represented by the assets’ gross carrying amount at
the reporting date.

For financial assets, the expected credit loss is estimated as the difference between all contractual cash flows
that are due to the Company in accordance with the contract and all the cash flows that the Company expects
to receive, discounted at the original effective interest rate.

The Company recognises an impairment gain or loss in profit or loss for all financial instruments with a
corresponding adjustment to their carrying amount through a loss allowance account,

Trade payables

Trade payables are obligations to pay for goods or services that have been acquired in the ordinary course of
business from suppliers. Accounts payable are classified as current liabilities if payment is due within one year
or less. If not, they are presented as non-current liabilities. Payables are recognised initially at fair value and
subsequently measured at amortised cost using the effective interest method.

Borrowings

Interest-bearing loans are initially measured at fair value, and are subsequently measured at amortized cost,
using the effective interest rate method. Any difference between the proceeds (net of transaction costs) and
the settlement or redemption of borrowings is recognized over the term of the borrowings in accordance with
the Company’s accounting policy for borrowing costs.
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3.

SIGNIFICANT ACCOUNTING POLICIES {continued)

Cash and cash eguivalents

For the purpose of the statement of cash flows, cash equivalents include cash in hand, deposits held at call
with banks, other short term highly liquid investments which are readily convertible into known amounts of
cash and which were within three months of maturity when acquired, less advances from the banks repayable
within three months from the dates of advance.

Faquity instruments

An equity instrument is any contract that evidences a residual interest in the assets of an entity after deducting

afl of its liabilities. Equity instruments issued by the company are recorded at the proceeds received, net of
direct issue costs.

k) Share capital

)

Ordinary shares and qualifying preference shares that do not meet the definition of a financial liability are

classified as ‘share capital’ in equity. Any premium received over and above the par value of the shares is
classified as ‘share premium’ in equity.

Cash and cash equivalents

Cash and cash equivalents comprise cash at bank and on hand, call deposits and other short-term highly liquid
investments with an original maturity of three months or less, that are readily convertible to a known amount
of cash and are subject to an insignificant risk of changes in value.

For the purpose of the statement of cash flows, cash and cash equivalents also include outstanding bank
overdrafts shown within the borrowings in current liabilities in the statement of financial position and which
are considered an integral part of the company's cash management.

m) Employee benefits

Retirement benefit obligations and long term incentives

The company operates a defined contribution retirement benefits scheme for its employees. The company and all
its employees also contribute to the National Social Security Fund, which is a defined contribution scheme. A
defined contribution scheme is a retirement benefit plan under which the company pays fixed contributions into a
separate entity. The company has no legal or constructive obligations to pay further contributions if the fund does

not hold sufficient assets to pay all employees the benefits relating to employee service in the current and prior
periods.

The assets of all schemes are held in separate trustee administered funds, which are funded by contributions from
both the company and employees.

The company’s contributions to the defined contribution schemes are charged to profit or loss in the year to which
they relate.

Other entitlements

The estimated monetary liability for employees’ accrued annual leave entitlement at the reporting date is recognised
as an expense accrual. &

The company’s top executives are usually entitled to long term incentives, This is a long term incentive whereby

- the executives are-entitled to a certain predetermined number of shares in the company once the company achieves

the set performance targets and the executive has served over the set number of years. The liability is usually
accrued for on a monthly basis but subject to continuous review between accrued amounts and the target incentive.

n) Taxes

The tax expense for the period comprises current and deferred income tax. Tax is recognised in profit or loss.

Current income tax is the amount of income tax payable on the taxable profit for the year determined In accordance
with the relevant tax legislation. The current income tax charge is calculated on the basis of the tax enacted or
substantively enacted at the reporting date.

Deferred tax is provided using the liability method on temporary differences between the tax bases of assets and
liabilities and their carrying amounts for financial reporting purposes, at the reporting date.
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3. SIGNIFICANT ACCOUNTING POLICIES (continued)

Deferred tax liabilities are recognised for all taxable temporary differences, except:

. when the deferred tax liability arises from the initial recognition of goodwill or an asset or liability in a
transaction that is not a business combination and, at the time of the transaction, affects neither the
accounting profit nor taxable profit or loss

e in respect of taxable temporary differences associated with investments in subsidiaries, associates and
interests in joint ventures, when the timing of the reversal of the temporary differences can be controlled and
it is probable that the temporary differences will not reverse in the foreseeable future.

Deferred tax assets are recognised for all deductible temporary differences, the carry forward of unused tax credits

and any unused tax losses. Deferred tax assets are recognised to the extent that it is probable that taxable profit

will be available against which the deductible temporary differences, and the carry forward of unused tax credits

and unused tax losses can be utilised, except:

o when the deferred tax asset relating to the deductible temporary difference arises from the initial recognition
of an asset or liability in a transaction that is not a business combination and, at the time of the transaction,
affects neither the accounting profit nor taxable profit or loss.

o in respect of deductible temporary differences associated with investments in subsidiaries, associates and
interests in joint ventures, deferred tax assets are recognised only to the extent that it is probable that the
temporary differences will reverse in the foreseeable future and taxable profit will be available against which
the temporary differences can be utilised.

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the extent that it is
no longer probable that sufficient taxable profit will be available to allow all or part of the deferred tax asset to be
utilised. Unrecognised deferred tax assets are reassessed at each reporting date and are recognised to the extent
that it has become probable that future taxable profits will allow the deferred tax asset to be recovered.

Deferred income tax is determined using tax rates (and laws) that have been enacted or substantively enacted at

the reporting date and are expected to apply when the related deferred income tax liability is settled or the related
deferred income tax asset is realised.

Deferred tax assets and deferred tax liabilities are offset if a legally enforceable right exists to set off current tax

assets against current tax liabilities and the deferred taxes relate to the same taxable entity and the same tax
authority.

Value Added Tax (VAT)

Expenses and assets are recognised net of the amount of VAT, except:

. When the value added tax incurred on a purchase of assets or services is not recoverable from the tax
authority, in which case the value added tax is recognised as part of the cost of acquisition of the asset
or as part of the expense item, as applicable, and

s  When receivables and payables are stated with the amount of value added tax'included

The net amount of value added tax recoverable from, or payable to, the tax authority is included as part of
receivables or payables in the statement of financial position.

o) Provisions

i} General
Provisions are recognised when the company has a present obligation (legal or constructive) as a result
of a past event, it is probable that an outflow of resources embodying economic benefits will be required
to settle the obligation and a reliable estimate can be made of the amount of the obligation.

Where the company expects some or all of a provision to be reimbursed, the reimbursement is recognised
as a separate asset but only when the reimbursement is virtually certain. The expense relating to any
provision is presented in profit or loss net of any reimbursement.

If the effect of the time value of money is material, provisions are discounted using a current pre-tax

rate that reflects, where appropriate, the risks specific to the liability. Where discounting is used, the
increase in the provision due to the passage of time is recognised as a finance cost.

S/

(
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3. SIGNIFICANT ACCOUNTING POLICIES (continued)

i) Asset Retirement Obligation

Asset retirement obligations (ARQ) are provided for those operating lease arrangements where the company
has a binding obligation at the end of the lease period to restore the leased premises in a condition similar to
inception of lease. ARO is provided at the present value of expected costs to settle the obligation using
discounted cash flows and is recognised as part of the cost of that particular asset. ARO asset is recorded in
property plant and equipment and ARO liability is recorded in provisions.

iii) Contingencies
Contingent liabilities are disclosed in the financial statements unless in cases where the possibility of an
outflow of resources embodying economic benefits is remote. Contingent assets are not recognised. However,
when the realization of income is virtually certain, then the related asset is no longer a contingent asset, and
is recognised as an asset. Contingent assets are disclosed where an inflow of economic benefits is probable.

p) Borrowing Costs

Borrowing costs directly attributable to the acquisition, construction or production of an asset that necessarily
takes a substantial period of time to get ready for its intended use or sale are capitalised as part of the cost
of the asset. All other borrowing costs are expensed in the period in which they occur. Borrowing costs consist
of interest and other costs that an entity incurs in connection with the borrowing of funds.

q) Customer Acquisition Cost

In prior years, based on the then available information, the company considered that the average life of
customers across its network was less than 12 months and had taken the practical expedient available under
IFRS15 not to defer customer acquisition costs on recognition and amortise over the average anticipated
customer life, but to expense customer acquisition costs as incurred. With increased and more reliable data
the company now estimates that the historic average customer life is longer than 12 months and believes that
its churn rate provides the best indicator of anticipated average customer life and has updated its policy on
cost deferral recognition in these financial statements with a financial impact of increasing profits before tax
by Kes 98.6mn. The amounts relating to the prior and earlier years are not considered under to be material
requiring restatement of the prior year financial statements and are presented as exceptional item under
distribution cost.

r) Dividends

Dividends payable are charged to equity in the period in which they are declared. Proposed dividends are
not accrued until they have been ratified at the Annual General Meeting.

s) Critical accounting estimates and judgements

Critical accounting estimates and assumptions

The preparation of the company’s financial statements requires management to make judgements, estimates and
assumptions that affect the reported amounts of revenues, expenses, assets and liabilities, ARO Provision, lease
classification especially site rentals, going concern and the disclosure of contingent liabilities, at the end of the
reporting period. Assets retirement obligation (ARO) is an estimate of the cost of demolishing the sites once the lease
term expires (note 3(n)). Estimates are made for amounts to be recognised in the books of account as the expected
~"duration of lease agreements and estimated cost of restoration of the base transceiver station (BTS) sites to original
state prior to occupancy. Management also evaluates and makes assumptions on factors that affect the company’s
ability to continue existing as a going concern. Estimates, assumptions and judgements are continually evaluated
and are based on historical experience and other factors, including éxperience of future events that are believed to
be reasonable under the circumstances. However, uncertainty about these assumptions and estimates could result
in outcomes that require a material adjustment to the carrying amount of the asset or liability affected in future
periods.
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3. SIGNIFICANT ACCOUNTING POLICIES (continued)

Jugdgements

In the process of applying the company’s accounting policies, management has made the following judgements,
which have significant effect on the amounts recognised in the financial statements:

Income taxes (Note 16)

Significant judgement is required in determining the company’s provision for income taxes. There are many
transactions and calculations for which the ultimate tax determination is uncertain during the ordinary course of
business. The company recognises liabilities for anticipated tax audit issues based on estimates of whether additional
taxes will be due. Where the final tax outcome of these matters is different from the amounts that were initially
recorded, such differences will impact the income tax and deferred tax provisions in the period in which such
determination is made.

Deferred income tax assets (Note 21)

Deferred income tax assets are recognised for all unused tax losses to the extent that it is probable that taxable profit
will be available against which the losses can be utilised. Significant management judgment is required to determine
the amount of deferred income taxes that can be recognised, based upon the likely timing of future taxable profits.
Critical assumptions have been made by the directors in determining the recoverability of the deferred income tax
asset.

Allowance for bad and doubtful debts (Note 23).

The company reviews its trade receivables at each reporting date to assess whether an allowance for bad and
doubtful debts should be recorded in profit or loss. In particular, judgement by management is required in the
estimation of the amount and timing of future cash flows when determining the level of allowance required. Such
estimates are based on assumptions about a number of factors and actual results may differ, resulting in future
changes to the allowance.

Critical estimates are made by the directors in determining the recoverable amount of impaired receivables,

Revenue recognition and presentation

The company assesses its revenue arrangements against specific criteria including whether it has exposure
to the significant risks and rewards associated with the sale of goods or rendering of services, in order to
determine if it is acting as a principal or as an agent.

When deciding the most appropriate basis for presenting revenue or costs of revenue, both the legal form
and substance of the agreement between the company and its business partners are reviewed to determine
each party’s respective role in the transaction. Where the company’s role in a transaction is that of a
principal, revenue comprises amount billed to the customer/distributor, after trade discounts.

Estimates and assumptions

The key assumptions concerning the future and other key sources of estimation uncertainty at the reporting
date that have a significant risk of causing a material adjustment to the carrying amounts of assets and
liabilities within the next financial year are discussed below:

Property, plant and equipment

Directors make estimates in determining the depreciation rates for property, plant and equipment. The rates
used are set out in the accounting policy for property, plant and equipment.

These estimates are continually evaluated and are based on historical experience and other factors, including
expectations of future events that are believed to be reasonable under the prevailing circumstances. Refer
to Note 17.

Intangible assets

Intangible assets acquired separately are measured on initial recognition at cost. Following initial recognition,
intangible assets are carried at cost less any accumulated amortisation and accumulated impairment losses.
Internally generated intangibles, excluding capitalized development costs, are not capitalized and the related
expenditure is reflected in profit or loss in the period in which the expenditure is incurred. The useful lives
of intangible assets are assessed as either finite or indefinite. Refer to Note 18,
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3.

SIGNIFICANT ACCOUNTING POLICIES (continued)

Value in Use of non-financial assets

The company assesses whether there are any indicators of impairment for all non-financial assets at each
reporting date. Non-financial assets are tested for impairment when there are indicators that the carrying
amounts may not be recoverable.

Impairment exists when the carrying amount of an asset exceeds its recoverable amount, which is the higher
of its fair value less costs of disposal and its value in use. The fair value less costs of disposal calculation is
based on available data from binding sales transactions at arm’s length transactions of similar assets or
observable market prices less incremental costs for disposing of the asset.

In assessing value in use, the estimated future cash flows are discounted to their present value using a pre-
tax discount rate that reflects current market assessments of the time value of money and the risks specific
to the asset. Note 17.

Contingent liabilities

As disclosed in note 33 to these financial statements, the company is exposed to various contingent liabilities
in the normal course of business. The directors evaluate the status of these exposures on a regular basis to
assess the probability of the company incurring related liabilities. However, provisions are only made in the
financial statements where, based on the directors’ evaluation, a present obligation has been established.

Going concern

The company’s management has made an assessment of its ability to continue as a going concern and
obtained commitment from shareholders for financial support in order to continue in business for the
foreseeable future. Furthermore, management has put in place sound business strategies to ensure that the
company raises revenue and adequate cash flows to fund its operations. Therefore, the financial statements
continue to be prepared on the going concern basis. Refer to Note 2.

Asset retirement obligations (ARO)

In measuring the provision for ARO the company uses technical estimates to determine the expected cost to
dismantie and remove the infrastructure equipment from the site and the expected timing of these costs.
The provision for asset retirement obligations is djsclosed in Note 32.
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4. APPLICATION OF NEW AND REVISED INTERNATIONAL FINANCIAL REPORTING STANDARDS
4.1 Mew and amernded IFRS Stendards that are effective for the current year ended 31 December 2019
Impact of initia! application of IFRS 16 Leases

The Company has applied IFRS 16 using the modified retrospective approach with effect from January 1,
2019. The Company elected to apply the practical expedient included in IFRS 16 and therefore retained its
existent assessment under IAS 17 and IFRIC 4 as to whether a contract entered or modified before January
1, 2019 contains a lease.

At inception of a contract, the Company assesses a contract as, or containing, a lease if the contract conveys
the right to control the use of an identified asset for a period of time in exchange for consideration. To assess
whether a contract conveys the right to control the use of an identified asset, the Company assesses whether
the contract involves the use of an identified asset, the Company has the right to obtain substantially all of
the economic benefits from use of the asset throughout the period of use; and the Company has the right to
direct the use of the asset.

(a) As a lessee

On initial application of IFRS 16, the Company recognised a lease liability measured at the present value of
all the remaining lease payments, discounted using the lessee’s incremental borrowing rate at January 1, 2019
whereas the Company has elected to measure right-of-use asset at its carrying amount as if IFRS 16 had been
applied since the lease commencement date, but discounted using the lessee’s incremental borrowing rate at
January 1, 2019. The Company has elected not to recognise a lease liability and a right-of-use asset for leases
for which the lease term ends within twelve months of January 1, 2019 and has accounted for these leases
as short-term leases.

For new lease contracts, the Company recognises a right-of-use asset and a corresponding lease liability with
respect to all lease agreements in which it is the lessee in the statement of financial position. The lease liability
is initially measured at the present value of the lease payments that are not paid at the commencement date,
discounted by using the rate implicit in the lease. If this rate cannot be readily determined, the Company uses
its incremental borrowing rate. Lease liabilities include the net present value of fixed payments (including in-
substance fixed payments), variable lease payments that are based on consumer price index (CPI), the
exercise price of a purchase option if the lessee is reasonably certain to exercise that option, and payments
of penalties for terminating the lease, if the lease term reflects the lessee exercising that option.

The lease payments are discounted using the interest rate implicit in the lease or, if that rate cannot be readily
determined, the Company’s incremental borrowing rate.

Subsequently, the lease liability is measured at amortized cost using the effective interest method. It is re-
measured when there is a change in future lease payments including due to changes in CPI or if the Company
changes its assessment of whether it will exercise a purchase, extension or termination option or when the
lease contract is modified and the lease modification is not accounted for as a separate lease. The
corresponding adjustment is made to the carrying amount of the right-of-use asset, or is recorded in profit or
loss if the carrying amount of the related right-of-use asset has been reduced to zero.

Right-of-use assets are measured at cost comprising the amount of the initial measurement of lease liability,
any lease payments made at or before the commencement date less any lease incentives received, any initial
direct costs, and restoration costs.

»v~Stibsequent to initial recognition, right-of-use asset are stated at cost less accumulated deépreciation and any
impairment losses and adjusted for certain re-measurements of the lease liability. Depreciation is computed
-using the straight-line method from the commencement date to the end of the useful life of the underlying
asset or the end of the lease term, whichever is shorter. The estimated useful lives of right-of-use assets are
determined on the same basis as those of the underlying property and equipment.
In the statement of financial position, the right-of-use assets and lease liabilities are presented separately.

When a contract includes lease and non-lease components, the Company allocates the consideration in the
contract on the basis of the relative stand-alone prices of each lease component and the aggregate stand-
alone price of the non-lease components.

Short-term leases and leases of low-value assets

The Company has elected not to recognise right-of-use assets and lease liabilities for short term leases of

machinery that have a lease term of 12 months or less and leases of low value assets. The Company recognises
the lease payments associated with these leases as an expense on a straight-line basis over the lease term.
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4, APPLICATION OF NEW AND REVISED INTERNATIONAL FINANCIAL REPORTING STANDARDS (Continued)
(b) Company as a lessor

Whenever the terms of the lease transfer substantially all the risks and rewards of ownership to the lessee,
the contract is classified as a finance lease. All other leases are classified as operating leases.

Amounts due from lessees under a finance lease are recognized as receivables at an amount equal to the net
investment in the leased assets. Finance lease income is allocated to the periods so as to reflect a constant
periodic rate of return on the net investment outstanding in respect of the finance lease.

Rental income from operating leases is recognised on a straight-line basis over the term of the relevant lease.
Initial direct costs incurred in negotiating and arranging an operating lease are added to the carrying amount
of the leased asset and recognised on a straight line basis over the lease term.

When a contract includes lease and non-lease components, the Company applies IFRS 15 to allocate the
consideration under the contract to each component.

The Company enters into ‘Indefeasible right to use’ (IRU’) arrangements wherein the right to use the assets
is given over the substantial part of the asset life. However, as the title to the assets and the significant risks
associated with the operation and maintenance of these assets remains with the Company, such arrangements
are recognised as operating lease. The contracted price is recognised as revenue during the tenure of the
agreement. Unearned IRU revenue received in advance is presented as deferred revenue within liabilities in
the statement of financial position.

Plant and equipment

The Company leases passive infrastructure for providing telecommunication services under composite
contracts which include lease of passive infrastructure and land on which the passive infrastructure is built as
well as maintenance, security, provision of energy etc. services. These leases typically run for a period of 3 to
15 years. Some leases include an option to renew the lease mainly for an additional period of 3 to 10 years
after the end of initial contract term.

A portion of certain lease payments change on account of changes in consumer price indices (CPI). Such
payment terms are common in lease agreements in the countries where the Company operates. Lease terms
are negotiated on an individual basis and contain a wide range of different terms and conditions.

Other leases

The Company's other leases comprise of lease of shops, showrooms, guest houses, warehouses, data centers,
vehicles and Indefeasible right of use (IRU)

(¢) Financial impact of initial application of IFRS 16

The Company has recognised KShs 9.28 Billion of right-of-use assets and KShs 10.58 Billion of lease liabilities upon
transition to IFRS 16. KShs 547 Million is recognised in retained earnings on the date of initial application.

current year ended 31 December 2019

In the current year, the Company has applied a number of amendments to IFRS Standards and
Interpretations issued by the IASB that are effective for an annual period that begins on or after 1 January

~-2019. Their adoption has not had any material impact on the disclosures or on the amounts reported in
these financial statements.

Amendments to IFRS 9 Prepayment Features with Negative Compensation:

The Company has adopted the amendments to IFRS 9 for the first time in the current year. The
amendments to IFRS 9 clarify that for the purpose of assessing whether a prepayment feature meets the
solely payments of principal and interest’ (SPPI) condition, the party exercising the option may pay or
receive reasonable compensation for the prepayment irrespective of the reason for prepayment. In-other
words, financial assets with prepayment features with negative gdmpensation do not automatically fail SPPI.
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5. FIMANCIAL RISX MANAGEMENT OBJECTIVES AND POLICIES

The company's activities expose it to a variety of financial risks including credit and liguidity risks, effects of
changes in foreign currency and interest rates and changes in market prices of the company's products. The

Market risk

Market risk is the risk that changes in market prices such as interest rate and foreign exchange rates will affect
the company’s income or the value of its holdings of financial instruments. The objective of market risk

management is to manage and control market risk exposures within acceptable parameters, while optimising
the return on risk.

i) Foreign exchange risk

The company’s currency risk arises mainly from fluctuation of the Kenya Shilling against the US Dollar since
the company has liabilities and receivables from related parties that are denominated in US Dollar. The
company manages foreign exchange risk by converting its foreign currency balances into local currency on
an on-going basis to cater for its operational requirements,

The sensitivity analysis has been prepared on the basis that the trade receivables, payables and borrowings
and the proportion of financial instruments in foreign currencies are all constant.

The assumption in calculation of the sensitivity analysis is that the sensitivity of the relevant statement of profit or
loss is the effect of the assumed changes in the respective market risk, the sensitivity of equity is calculated by
considering the effects of the assumed changes of the underlying risks,

At 31 December 2019, if the KShs had weakened/strengthened by 5% against the US dollar with all other variables
held constant, post tax profit for the period would have been KShs 2.49 billion (2018: KShs 2.33 billion)
lower/higher, mainly as a result of US dollar denominated trade receivables, payables, bank balances and
borrowings. There would be no impact on equity.

The balances in foreign currencies at year end were as follows:

2019 2018
KShs'000 KShs’000
Assets in foreign currencies
Trade receivables 6,107,014 7,132,120
Bank balances 90,930 29,498
Total Assets 6,197,944 7,161,618
Liabilities in foreign currencies
Trade and other payables 2,525,309 1,301,646
Shareholder’s loan 46,692,603 47,504,323
Borrowings 6,834,307 4,872,676
Total Liabilities 56,052,219 53,678,645
Net foreign currency liability (49,854,274) (46,517,027)

In computing the percentage change in exchange rates, management has taken into consideration the
direction of the published rates movement in the functional currency against the major foreign transactional
currencies over the last two years.

i) Price risk

The company does not hold any financial instruments subject to price risk.
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5. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)

iii) Cash flow and fair value interest rate risk

Interest rate risk arises from possibility that changes in interest rates will affect future profitability or the
fair value of financial instruments. Interest rate risk to the company is the risk of changes in market interest
rates reducing the overall return or increasing the cost of finance to the company. The company limits
interest rate risk by monitoring changes in interest rates in the currencies in which loans are denominated.

The company’s only variable interest bearing financial liabilities are its external borrowings of KShs 7.89
Billion (2018: KShs 4.97 Billion) which are set at variable rates, and it is therefore exposed to cash flow
interest rate risk. The company also relies on funding from shareholders of KShs 46.7 Billion (2018: 47.5
Billion) which is at a fixed rate and therefore not exposed to cash flow interest rate risk. The company
regularly monitors financing options available to ensure optimum interest rates are obtained.

At 31 December 2019, an increase/decrease of 100 basis points would have resulted in a decrease/increase
in pre-tax profit of KShs 78.87 milfion (2018: KShs 49.72 million).

The balances of interest-bearing liabilities at year end were as follows:

2019 2018
Kshs ‘000 KShs ‘000

Financial liabilities

HSBC-Mauritius loan 1,518,750 =
Citibank loan 5,006,813 4,428,191
Stanbic Bank loan 1,000,000 -
Standard Chartered bank loan - 124,493
Bank overdraft 361,363 419,549
Total 7,886,926 4,972,233

Shareholder’s loans 46,692,603 47,504,323

iv) Credit risk

Credit risk is the risk of financial loss to the company if a customer or counter-party to a financial instrument fails
to meet its contractual obligations, and arises principally from the company’s receivables from customers.

Credit risk arises from cash and cash equivalents, amounts from related parties and trade and other receivables.
The company has no significant concentrations of credit risk. The Credit Control function assesses the credit quality
of each customer, taking into account its financial position, past experience and other factors. Individual risk limits
are set based on internal or external ratings in accordance with limits set by the management. The utilisation of
credit limits is regularly monitored.

The amount that best represents the Company’s maximum exposure to credit as at 31 December is made up as

follows:

Category '
Performing
Doubtful

In default

Write-off

Description

- The counterparty has a low riék of defaulf and does ﬁét B

have any past-due amounts

Amount is >90 days past due or there has been a significant
increase in credit risk since initial recognition

Amount is >120 days past due or there is evidence indicating
the asset is credit-impaired
impaired

There is evidence indicating that the debtor is in severe
financial difficulty and thé company has no realistic prospect

of recovery
U =

Basis for recognizing
expected credit losses

 12-month ECL

Lifetime ECL ~ not
credit- Impaired

Lifetime ECL — credit-

Amount is written off



Alrtel Melworks Kanva Limited
Motes to the Financiais Statemenis
ror the Year ended 31 December 2019

. FINAMCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)

The tables below detail the credit quality of the Company’s financial assets as well as the Company’s maximum
exposure to credit risk by credit risk rating grade:

Note Internal/ 12 months or lifetime ECL Gross Loss Net amouni
external carrying allowance
rating amount .
31-Dec-19 Sh'000 Sh'000 Sh'00C
Trade receivables 23 Performing Lifetime ECL (simplified approach) 1,992,541 1,542,051 450,490
Other Receivables 23 Performing Lifetime ECL (simplified approach) 762,508 135,995 626,513
Cash and cash 24 Investment 12 months ECL 1,386,519 - 1,386,519
equivalents grade
Due from related 35(a) Performing Lifetime ECL (simplified approach) 6,152,050 = 6,152,050
parties
10,293,618 1,678,046 8,615,572
Note Internal/ 12 months or lifetime ECL Gross Loss Net
external carrying allowance amount
rating amount
31-Dec-18 Sh'000 Sh'000 Sh'000
Trade receivables 23 Performing Lifetime ECL (simplified approach) 2,491,573 1,707,930 783,643
Other Receivables 23 Performing Lifetime ECL (simplified approach) 966,276 188069 778,207
Cash and cash 24 Investment 12 months ECL 315,703 - 315,703
equivalents grade
Due from related 35 (a) Performing Lifetime ECL (simplified approach) 6,939,811 - 6,939,811
parties

10,713,363 1,895,999 8,817,364

Bank balances are not restricted and include deposits held with banks that have high credit ratings. Bank balances
deposits are thus considered investment grade.

The customers under the fully performing category are paying their debts as they continue trading.

The loss allowance represents the debt that is fully provided for in line with the expected credit loss model.

v) Liquidity risk

Prudent liquidity risk management includes maintaining sufficient cash balances, and the availability of funding
from an adequate amount of committed credit facilities including facilities from the principal shareholders.

Management monitors rolling forec;asts of the company’s liquidity reserves on the basis of expected cash flows.
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. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)

The table below summarises the maturity profile of the Group’s financial liabilities based on contractual
undiscounted payments:

Less than1 Between Between Totals
year 1iand2 2and5
years years
KShs'000 KShs’'000 KShs'000 KShs'000

At 31 December 2019:
Liabilities
Shareholder’s loans 46,692,603 = - 46,692,603
External borrowings 7,525,566 - - 7,525,566
Bank overdraft 361,363 - - 361,363
Accrued expenses and other payables 2,280,990 - = 2,280,990
Amounts due to related companies 1,840,452 - - 1,840,452
Trade payables 1,124,293 - - 1,124,293
Total financial liabilities 59,825,267 - - 59,825,267
(contractual maturity dates)
At 31 December 2018:
Liabilities
Embedded derivative liability 9,224 - = 9,224
Shareholder’s loans 47,504,323 - - 47,504,323
External borrowings 4,552,803 - - 4,552,803
Bank overdraft 419,549 - - 419,549
Accrued expenses and other payables 4,937,355 - - 4,937,355
Amounts due to related companies 1,716,516 - - 1,716,516
Trade payables 2,361,060 - - 2,361,060
Total financial liabilities 61,500,830 - - 61,500,830

(contractual maturity dates)

Capital management

Capital includes equity attributable to the equity holders of the parent. The primary objective of the company g
management is to ensure that it maintains a strong credit rating and healthy capital ratios in order to SUDD?Dita I
business and maximize shareholder value. Tt its

The company manages its capital structure and makes adjustments to it, in light of changes in economic CONngdis;
To maintain or adjust the capital structure, the company may adjust the dividend payment to shareholders, o t'°ns_
new shares. issue

No changes were made in the objectives, policies or processes during the year ended December 31, 2019 and DQCE

31, 2018. The company monitors capital using a gearing ratio, which is net debt divided by total capital plus Net Mbe,
Net debt is calculated as loans and borrowings less cash and cash equivalents. debt.
Telecom companies in Kenya are réq“u“\ired by law to maintain at least 20% local shareholding. However, in Noye b
2012, Airtel Networks Kenya Limited managed to secure an unlimited waiver from this requirement by the then Fin'gber

The gearing ratios at 31 December 2019 and 2018 were as follows.

2019 2018

KShs'000 KShs'000

Loans and borrowings 54,579,529 52,476,556
Less : Cash and cash equivalents (1,386,519) (315,703)
Net Debt 53,193,010 52,160,853
Equity (37,786,351)  (38,360,088)
Gearing ratio Over 100% Over 100%

\/\% 30
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For the Year ended 31 December 2019

&

SEGMENTAL INFORMATION

The Central Bank of Kenya requires Airtel Money to present its financial results. However, Airtel Money is not
registered as a separate entity. Therefore, we are presenting segmental information in order to comply with
requirements by Central Bank of Kenya.

Information reported to the managing director (chief decision maker) for purposes of resource allocation and
assessment of segment performance focuses on nature of services provided. The directors of the company
have decided to organize the company around differences in services and related regulatory structure. As a
result, there are two operating segments: Airtel Networks Kenya Limited telecommunications business (GSM)
and Airtel Kenya Networks Limited Mobile Commerce business.

Specifically, the company reports operating segments under IFRS 8 as follows:

- Telecommunications business (GSM)
- Mobile commerce business (Airtel Money)
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Airke! Metworks Kenya Limited
MNotas to the Financial Statements (continued)
For the year ended 31 December 2019

6. SEGMENTAL INFORMATION (continued)

STATEMENT OF FINANCIAL POSITION

. Intersegment y Intersegment

GSM Airtel Money elimination Total GSM Airtel Money elimination Total

2019 2019 , 2019 2018 2018 ' 2018

KShs'000  KShs'000 2819 ESIE 00 KShs'000 KShs'000 Kshs'oop 2018 KShs'000 KShs'000
Bank balance 368,741 1,017,778 - 1,386,519 246,838 48,865 - 295,703
Non-Current Assets 25,616,325 73,031 - 25,689,356 23,210,781 46,997 : 23,257,778
Other assets 9,431,946 268,562 (462,811) 9,237,697 15,461,701 77.743 (2,764,424) 12,775,020
Total Assets 35,417,012 1,359,371 (462,811) 36,313,572 __ 38,919,320 173,604 (2,764,424) 36,328,501
Creditors (8,679,359) (328,687) 462,811  (8,545,235)  (13,135530)  (2,994,612) 2,764,424 (13,365,718)
Shareholder’s loans (46,692,603) - - (46,692,603) (47,504,323) - - (47,504,323)
Loans from banks (8.195.671) - - (8195.671)  (6,099,923) (112) - (6,100,035)
Other liabilities (10.662,359) (4,054) - (10,666.413)  (7,658,897) (59,617) - (7,718,514)
Retained earnings 68,543,319 2,870,245 - 71,413,564 65,200,691 2,880,735 : 68,090,426
o (29,730338)  (3,896,875) - (33,627,213)  (29,730,338) - - (29,730,339)
Total equity and liabilities _(35,417,012) __(1,359,371) 262,811 (36,313,572)  (38,919,320) __ (173,605) 2,764,424 (36,328,501)
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Airtel Networks Kenya Limited
Notes to the Financial Statements (continued)
For the year ended 31 December 2019

11.

12,

13.

ADMINISTRATIVE EXPENSES

Employee benefits expense (Note 14)

Travel costs

Professional fees

Auditors’ remuneration

Provision for impairment on doubtful trade receivables
Office administration and maintenance costs

Repairs and maintenance costs

Directors’ remuneration

Insurance expenses

Other administrative costs

OTHER EXPENSES

Network operation and maintenance costs
Leased lines

Amortization of license fees

Regulatory costs

Depreciation on property, plant and equipment
Depreciation on Right of use assets

Customer experience costs

Other operating expenses

Amortization of YU Brand

Amortization of YU Customer Base

FINANCE COSTS

Interest expense on borrowings
Interest expense on lease liabilities
Interest income

Upfront fees on bank loans
Foreign exchange losses/(Gain)
Bank charges

(95}

2019 KShs’000 2018 KShs’000
1,428,075 1,438,113
17,091 13,231
42,959 41,509
11,130 9,039
(166,557) 408,618
154,827 652,187
29,601 10,548
11,263 10,141
18,432 12,158
99,781 78,122
1,646,602 2,673,666
4,360,501 5,339,066
361,895 242,763
563,811 486,686
2,098,039 1,661,468
3,149,296 3,098,935
1,823,767 5
117,272 104,625
30,929 28,489
s (862)
c (68,687)
12,505,511 10,892,484
1,849,369 2,229,238
991,815 .
(12,176) -
4,253 14,060
(212,834) (843,545)
34,715 14,043
2,655,143 1,413,796

wh




Airtel Networks Kenya Limited
Notes to the Financial Statements (continued)
For the year ended 31 December 2019

2019 KShs'000 2018 Kshs'000

14. EMPLOYEE BENEFITS EXPENSE

The following items are included within employee benefits expense:

Salaries and wages 870,153 751,545
Other staff related costs 521,685 654,676
Social security costs — defined contribution plans 36,237 31,892
1,428,075 1,438,113
15. Leave Encashment

Opening Balance 46,780 37,494

_ Charge for the year e el I — . 11,866 .. 19,732
Payments for the year (6,033) (10,446)
Closing Balance =t 52,613 46,780

The Company has a policy for employee benefits, specifically applicable to leave encashment in line with IAS 19. The
valuation is performed on a quarterly basis by a third party, and all assumptions considered for evaluation are revised
on an annual basis.

16. INCOME TAX

Statement of financial position

As at 1 January - 294,861 285,391
Paid during the year 6,425 9,470
Tax recoverable 301,287 294,861

The tax on the company’s profit/(loss) before income tax differs from the theoretical amount that would arise using
the statutory income tax rate as follows:

2019 2018
KShs'000 KShs'000

Loss before income tax (2,740,616)  (2,938,991)
Tax calculated at the statutory income tax rate of 30% (822,185) (881,697)
Net tax effect of:

Income not subject to tax (1,370,747) (190,778)
Adjustment of deferred tax in prior year - (38,792)
Expenses not deductible for tax purposes 1,687,589 1,184,380
Deferred income tax asset not recognized during the year 505,343 (73,113)
Settlement of Various Disputes (35,402) 52,187
Income tax expense (35,402) 52,187
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Airtel Networks Kenya Limited
Notes to the Financial Statements (continued)
For the year ended 31 December 2019

20. EMBEDDED DERIVATIVE

2019 2018
KShs'000' KShs'000'
ASSET
At start of the year 239 4,459
(Charge)/credit to profit or loss (239) (4,220)
At end of the year - 239
LIABILITY
At start of the year 9,224 8,059
Charge to profit or loss 2,753 1,165
At end of year 11,977 9,224

21. DEFERRED INCOME TAX

Deferred income tax is calculated using the enacted tax rate of 30% (2018: 30%). The movement on the deferred
income tax account is as follows

2019 2018

KShs’000 KShs’'000

At start of year 19,930,454 20,003,566
Credit to profit or loss 505,343 (73,112)
Unrecognized asset (20,435,797) (19,930,454)

At end of year = =

Deferred income tax asset and deferred income tax credit to profit or loss are attributable to the following items after
multiplying by the tax rate of 30%:

1.1.2019 Credit to profitorloss 31.12.2019

Year ended 31 December 2019 KShs'000 KShs'000 KShs'000
Doubtful Debts (1,910,842) 217,952 (1,692,890)
Inventory obsolescence (48,120) (393) (48,513)
Accrued leave (46,780) (5,832) (52,613)
Bonus (89,339) 1,341 (87,998)
Provision for network removal (ARO) (8,412) (148) (8,560)
Provision for tax cases (182,663) (252,051) (434,714)
Provision for legal cases (336,588) 46,617 (289,971)
ESOP Provision (22,453) 17,646 (4,807)
Net unrealized exchange differences 815,780 (214,294) 601,486
Provision for Airtel Money/ Bank/ Cash balance (590,570) - (590,570)
Right of use assets - IFRS 16 = 9,280,771 9,280,771
Lease Liability IFRS 16 - (10,853,910)  (10,853,910)
Tax losses carried forward (60,579,948) 824,429  (59,755,519)
Deferred income tax assets not recognized 62,999,936 937,871 63,937,808

Net deferred income tax assets - - =
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Airtel Networks Kenya Limited
Notes to the Financial Statements (continued)
For the year ended 31 December 2019

21. DEFERRED INCOME TAX (continued)

The net unrecognised deferred income tax asset and deferred income tax credit to profit or loss are
attributable to the following items after multiplying by the tax rate of 30%::

1.1.2018 Credit to profit or loss 31.12.2018
Year ended 31 December 2018 KShs'000 KShs'000 KShs'000
Doubtful Debts (1,502,259) (408,583) (1,910,842)
Inventory obsolescence (50,156) 2,035 (48,121)
Accrued leave ) » o (37,494) (9,287) (46,780)
Bonus (@730 (16,609) (89,339)
Provision for network removal (ARO) (17,312) 8,900 (8,412)
Provision for legal cases ~—{371,720) 35,132 (336,588)
Provision for tax cases (453,994) 271,330 (182,663)
IBM embedded derivative gain 8,059 (8,059) (0)
Net unrealized exchange differences (136,451) 952,231 815,780
ESOP Provision (10,297) (12,155) (22,453)
Provision for Airtel Money/ Bank/ Cash balance - (590,570) (590,570)
Tax losses carried forward (60,200,554) (379,394) (60,579,948)
Deferred income tax assets not recognized 62,844,908 155,028 62,999,936
Net deferred income tax assets - - -

A deferred tax asset of KShs 20.44 million (2018: KShs 19.99mn) has not been recognized in the financial
statements as it is not probable that future taxable profits will be available against which the deferred tax asset
can be utilized. The company’s tax losses can be carried forward for ten years for offsetting.

22, INVENTORIES 2019 2018
KShs’'000 KShs'000
Finished goods (at cost) 69,615 91,715
Provision for stock obsolescence (29,850) (38,572)
Stock write-down (18,663) (9,548)
21,102 43,595

The cost of inventories recognised as an expense and included in ‘cost of sales’ amounted to KShs 28.45
million (2018: KShs 51.59 billion) (Note 8). Inventories include handsets and accessories.




Airtel Networks Kenya Limited
Notes to the Financial Statements (continued)
For the year ended 31 December 2019

23. TRADE AND OTHER RECEIVABLES 2019 2018
KShs’000 KShs'000

Trade receivables 1,992,541 2,491,573
Less: Provision for impairment losses (1,542,051) (1,707,930)
Net trade receivables 450,490 783,643
Amount receivable from related companies (Note 35) 6,152,050 6,939,811
Prepayments 1,686,255 1,170,129
Other receivables 762,508 966,276
Less: Provision for impairment losses on other receivables (135,995) (188,069)
8,915,308 9,671,790

Other receivables include value added tax recoverable, duty recoverable, and Airtime Credit services (Kopa credo)
recoverable,

Movements on the provision for impairment of trade receivables are as follows:

2019 2018

KShs’000 KShs’000

At start of year 1,707,930 1,430,283

(Recovery) / provision for the year (165,879) 277,818

Provisions reversed on write-off of bad debts aged over 3 years - (171)

At end of year 1,542,051 1,707,930
Movements on the provision for impairment of other receivables are as follows:

At start of year 188,069 57,269

(Recovery) / provision for the year (52,074) 130,800

At end of year 135,995 188,069

The carrying amounts of receivables approximate their fair value due to the short-term nature of the receivables.

24, CASH AND CASH EQUIVALENTS 2019 2018
KShs’000 KShs’000

Cash at bank 356,998 263,467
Fixed Deposits* 992,250 -
Cash in hand 37,271 32,236
1,386,519 295,703

For the purposes of the statement of cash flows, cash and cash equivalents comprise the following:

Cash in hand and bank balances 394,269 295,703
Fixed Deposits 992,250 -
Bank overdraft {(ncte 30) (361,363) (419,549)
1,025,156 (123,846)
RN
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Airtel Networks Kenya Limited
Notes to the Financial Statements (continued)
For the year ended 31 December 2019

25. ORDINARY SHARE CAPITAL Number Parvalue Ordinary Shares
of shares KShs KShs’000

Authorised, issued and fully paid-up share capital
Balance as at 31 December 2018 2,625,000 1,000 2,625,000
Additions to share capital during the year 725,000 1,000 725,000
Balance as at 31 December 2019 3,350,000 1.000 3,350,000

The Company’s nominal share capital was increased by the addition of KShs 725,000,000 divided into 725,000
ordinary shares of KShs 1,000 each by a resolution of the company directors on 31t July 2019 in line with statutory
requirements.

- 26. ‘SHARE PREMIUM - a o
Ordinary shares Redeemable preference

shares Lo

12019 KShs'000 KShs'000 KShs'000

At start of year 234,801 4,259,023 4,493,824

Additions to share premium during the 3,171,875 - 3,171,875

At end of year 3,406,676 4,259,023 7,665,699
2018

At start and end of year 234,801 4,259,023 4,493,824

The premium on ordinary shares arose on the issue of 875,000 ordinary shares of KShs 1,000 each issued in 2001 for
a premium of KShs 234,801,000 and a further issue of 725,000 ordinary shares of KShs 1,000 each in 2019 for a
premium of KShs 3,171,875,000. The premium on redeemable preference shares arose on the issue of 6,700,000
redeemable preference shares of KShs 1,000 each issued in 2007 for a premium of KShs 1,340,000,000, on the issue
of 8,525,427 redeemable preferences shares of KShs 1,000 each in 2008 for a premium of KShs 2,141,806,000 and
the issue of 3,886,087 redeemable preference shares of KShs 1,000 each in 2009 for a premium of KShs 777,217,000.

27. REDEEMABLE PREFERENCE SHARES

Number of Preference Share
preference shares shares premium Total
KShs'000 KShs'000 KShs’000
At 31 December 2018,
and 31 December 2019 22,611,513 22,611,513 4,259,023 26,870,536

The number of Authorised and Issued Preference Shares is 22,611,514 with a par value of KShs 1,000 each.
The preference shares are classified as equity in line with IAS 32, Financial Instruments; Presentation. They are
denominated in Kenya Shillings and have no right to dividend.

There is no fixed redemption date for the preference shares; they will be redeemed at the discretion of the
company.

28. SHAREHOLDER'S LOANS

2019 2018
KShs'000 KShs'000
At start of year 47,504,323 43,434,755
Proceeds from new shareholder’s loans (Net of Exchange loss) 820,565 1,805,400
Accumulated interest capitalized 1,243,340 1,151,505
Reclassification related party balances - 1,112,663
Conversion of loan to Equity (2,875,625) -
At end of year 46,692,603 47,504,323

These are loans from the immediate holding company, Bharti Airtel Kenya B.V. The loans are payable on

demand. The loans are unsecured and bear 3% interest per annum.

In August 2019, the company infused KShs 3.897 Billion in the mobile money business by converting

shareholder loan to equity KShs 2.876 Billion and a cash injection in the mobile money business of KShs 1.021

Billion. AN
)
2 ;
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Airtel Networks Kenya Limited
Notes to the Financial Statements (continued)
For the year ended 31 December 2019

29, LEASE LIABILITIES
i) As a lessee

(a) Analysed as;

2019 2018
KShs '000’ KShs '000’
Non-current 9,164,430 5,925,554
Current 1,689,480 806,988
10,853,910 6,732,542
(b) Maturity analysis:
Less than one year 2,444,981 1,332,544
Later than one year but not later than two years" 1,091,828 1,332,544
Later than two years but not later than five years 7,968,026 3,997,630
Later than five years but not later than nine years 2,091,885 2,527,367
Later than nine years 61,965 =
Total undiscounted lease liabilities 13,658,685 9,190,085
Lease liabilities included in the statement of financial position 10,853,910 6,732,542
Amounts recognized in profit or loss
Interest on lease liabilities 991,815
991,815

i) As a lessor

The Company's lease arrangements as a lessor mainly pertain to passive infrastructure, Certain of these lease
arrangements have escalations up to 5 % per annum.

Operating lease
Lease income recognized in profit or loss 40,073

The following table sets out a maturity analysis of lease rentals, showing the undiscounted lease payments to be
received after the reporting date:

Less than one year 42,879
One to five years 203,705
More than five years 60,139
Total 306,723
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Airtel Networks Kenya Limited
Notes to the Financial Statements (continued)
For the year ended 31 December 2019

30. CURRENT BORROWINGS 2019 2018
KShs'000 KShs'000
At start of the year 4,873,386 581,925
Transfer from Non-current Borrowings - 4,552,803
Repayment (125,177) (280,659)
Interest on shareholder loan (13,272) 23,103
Debt Originating Cost 1,315 (3,787)
Stanbic bank ,Citi & HSBC loans 3,098,056 -
Closing Balance 7,834,308 4,873,386
Bank overdraft ‘
At start of the year 419,549 431,534
Repayments in the year (58,186) (11,985)
Repayment
Closing Balance (Bank overdraft) 361,363 419,549
Total Current Borrowings 8,195,671 5,292,935
Current borrowings comprise:
Citibank loan 5,006,816 4,552,803
Interest on shareholder loan 311,214 324,370
Debt Originating Cost (2,472) (3,787)
HSBC Mauritius 1,518,750 =
Stanbic Bank 1,000,000 -
7,834,308 4,873,386

Current borrowings consist mainly of external loans from Citibank, HSBC-Mauritius and Stanbic Bank
repayable within 12 months of 31 December 2019.

The overdraft facility extended by Standard Chartered Bank Kenya Limited has a limit of KShs 1 Billion being
an extension from KShs 490 Million as at 2018 and bears 10.75% interest per annum. Interest accrues on

the daily overdrawn balance and is payable monthly in arrears. As at 31st December 2019, the overdrawn
balance was KShs 361.4 Million (KSthQ.G Million as at 31st December 2018).

YA
LN
\

N
e’
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Airtel Networks Kenya Limited
Notes to the Financial Statements (continued)
For the year ended 31 December 2019

30. CURRENT BORROWINGS (continued)
Overdraft and undrawn facifities
At the end of the reporting period, the entity had the following financing facilities;

A Facility for overdraft, bonds and guarantees with a limit of KShs 1 Billion. The facility had an undrawn portion
amounting to KShs 621.6 million

The entity had the contingent liabilities under bonds and guarantees facility with Standard Chartered PLC. amounting
KSHs 17.06 Mn

The entity had forward deals with Standard Chartered PLC. amounting KSHs 368.87 Mn

The carrying amounts of the borrowings recognized in the financial statements approximate their fair values.

31. TRADE AND OTHER PAYABLES 2019 2018
KShs'000 KShs'000

Trade payables 1,124,293 2,361,060
Amounts due to related parties (Note 36) 1,840,452 1,716,516
Accrued expenses and other payables 2,280,990 4,937,355
Deferred Airtime Revenue 1,070,956 1,057,721
Social security and others taxes 527,087 528,642
6,843,778 10,601,294

The carrying amounts of the above payables and accrued expenses approximate their fair value due to
their short term nature. The payables are not interest bearing and are normally settled as per credit
terms agreed with individual vendors.

32. PROVISIONS 2019 2018
KShs'000 KShs'000

Provision for IT costs 2,258 4,710
Provision for VAS expenses 63,650 83,357
Provision for network expenses 391,167 288,714
Provision for call center costs 12,082 36,918
Provision for marketing and distribution costs 8,636 162,261
Provision for staff costs 192,471 316,785
Provision for Asset retirement obligations = 353,775
Provision for legal claims and regulatory costs 724,685 401,807
Provision for Airtime Credit Services 57,974 56,563
Provision for professional fees 806 3,666
Other Provisions 664 35,533
1,454,394 1,744,089

Provisions for legal and regulatory claims are made against outstanding cases. These provisions are
evaluated based on facts of the cases and external inputs obtained from legal advisors.

Provisions for IT costs are made for IT costs incurred with various partners for IT support including
provision for use of IT services and assets from Comviva, Avaya & Wipro.

Provisions for staff costs are mainly provision for perforrnanga bonus and year end expenses.
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Airtel Networks Kenya Limited
Notes to the Financial Statements (continued)
For the year ended 31 December 2019

33. CONTINGENT LIABILITIES

In the ordinary course of business, the company is a defendant or co-defendant in various litigations and claims.
Although there can be no absolute assurance, the directors believe, based on information currently available, that the
ultimate resolution of these legal proceedings is not likely to have a material adverse effect on the results of its
operations, financial position or liquidity. The disputes mainly relate to tax and legal matters.

2019 2018
KShs'000' KShs'000'

~ Tax litigations = g _-
Import duty and VAT 440,321 494,964

Legal litigations
Civil and other legal cases 573,850 577,907
34. COMMITMENTS

The capital expenditure contracted as at the reporting date is as follows;

2019 2018

KShs’000 KShs'000
Capital commitments

Authorised and contracted
Due within 1 year 1,012,604 4,224,982
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Airtel Networks Kenya Limited
Notes to the Financial Statements (continued)
For the year ended 31 December 2019

RELATED PARTY TRANSACTIONS

The company is controlled by Airtel Africa Plc which is the parent company. The ultimate parent of the company

is Bharti Airtel Limited.

(i) Sale of goods and services

Bhatti Airtel (UK) Limited
Airtel Uganda Limited

Bharti Airtel International (Netherlands) B.V

Airtel Networks Limited (Nigeria

Airtel Madagascar S.A. ¢

Airtel Networks Zambia Plc

Airtel Tanzania Limited

Bharti International (Singapore) Pte Ltd
Bharti Airtel Limited

Airtel Malawi Limited

Airtel Gabon S.A.

Airtel Congo (RDC) S.A

Airtel Niger Limited.

Airtel Rwanda Limited

Airtel Money Transfer Limited

Airtel Congo S.A

Airtel Tchad S.A

Airtel (Seychelles) Limited

Airtel Mobile Commerce BV

Bharti Airtel Services Limited
Singapore Telecommunication Limited
Emtel Mauritius

Airtel Ghana Limited

Jersey Airtel Limited

Bharti Airtel Lanka (Pvt Ltd), Sri Lanka

2019 2018
Kshs'000  Kshs'000
356,546 351,694
285,520 232,587
40,393 =
31,108 33,551
24,351 23,670
16,425 20,449
16,343 30,611
13,872 1,789
13,230 114,372
12,257 7,402
9,633 7,673
9,160 19,542
7,157 50,901
6,635 6,358
6,465 E
6,307 6,292
5,131 3,758
2,725 8,669
611 -
550 -
524 E
280 -
107 972
14 19
6 18
865,350 920,326
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Relationship
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Fellow subsidiary

Fellow subsidiary -~ - - -
Fellow subsidiary

Fellow subsidiary e
Fellow subsidiary

Step up parent

Fellow subsidiary

Fellow subsidiary

Fellow subsidiary

Fellow subsidiary

Fellow subsidiary

Subsidiary of Airtel Networks Kenya Ltd
Fellow subsidiary

Fellow subsidiary

Fellow subsidiary

Fellow subsidiary

Fellow subsidiary

Fellow subsidiary

Other related party

Joint venture

Fellow subsidiary

Fellow subsidiary



Airtel Networks Kenya Limited
Notes to the Financial Statements (continued)
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35. RELATED PARTY TRANSACTIONS (Continued)

(ii) Purchase of goods and services

Airtel Uganda Limited

Bharti Airtel (UK) Limited

Network i2i Ltd.

Bharti Airtel Limited

Airtel Tanzania Limited

Bharti Airtel International (Netherlands) B.V
Airtel Rwanda Limited

Bharti International (Singapore) Pte Lid
Centum Learning Limited

Nxtra Data Limited

Airtel Congo (RDC) S.A

Airtel Networks Zambia Plc

Airtel Networks Limited (Nigeria)
Airtel Tchad S.A

Airtel Malawi Limited

Airtel Congo S.A

Emtel Mauritius

Airtel Niger Limited.

Airtel Mobile Commerce BV

Airtel (Seychelles) Limited

Airtel Gabon S.A.

Airtel Money Transfer Limited

Bharti Airtel Lanka (Pvt Ltd), Sri Lanka
Singapore Telecommunication Limited
Airtel Ghana Limited

Bharti Airtel Services Limited

Airtel Madagascar S.A.

2019 2018
Kshs'000 Kshs'000
469,257 267,764
300,007 141,302
111,043 102,733
98,125 141,718
54,116 79,751
48,939 .
26,923 19,609
22,579 44,486
13,794 L
8,147 8,772
5,972 8,476
5,749 18,135
4,634 7,363
4,215 270
3,630 16,694
3,502 1,521
1,001 s
576 70,939

526 -

486 1,172

220 186

189 2

42 151

27 -

7 12,819

- 3,589

- 382
1,183,706 947,834

Relationship

Fellow subsidiary
Fellow subsidiary
Step up parent
Step up parent
Fellow subsidiary
Step up parent
Fellow subsidiary
Fellow subsidiary
Fellow subsidiary
Fellow subsidiary
Fellow subsidiary
Fellow subsidiary
Fellow subsidiary
Fellow subsidiary
Fellow subsidiary
Fellow subsidiary
Other related party
Fellow subsidiary
Fellow subsidiary
Fellow subsidiary
Fellow subsidiary
Subsidiary of Airtel Networks Kenya Ltd
Fellow subsidiary
Fellow subsidiary
Joint venture
Fellow subsidiary
Fellow subsidiary



Airtel Networks Kenya Limited

Notes to the Financial Statements (continued)

For the year ended 31 December 2019

35.

RELATED PARTY TRANSACTIONS (Continued)

(iii) Outstanding balances arising from sale and purchase of goods/services

(a) Receivable from related parties

Bharti Airtel International (Netherlands) B.V

Airtel Networks Limited (Nigeria)
Airtel Rwanda Limited
Airtel Niger Limited.
Bharti Airtel (UK) Limited
" Airtel Tanzania Limited
Airtel Uganda Limited
Airtel Congo (RDC) S.A
Airtel Malawi Limited
Bharti Airtel Limited
Airtel (Seychelles) Limited
Airtel Madagascar S.A.
Airtel Gabon S.A.
Bharti International (Singapore) Pte Ltd
Airtel Networks Zambia Plc
Airtel Money Transfer Limited
Airtel Tchad S.A
Airtel Ghana Limited
Airtel Congo S.A
Airtel Mobile Commerce BV
Singapore Telecommunication Limited
Jersey Airtel Limited
Bharti Airtel Lanka (Pvt Ltd), Sri Lanka

(b) Payable to related parties

Airtel Tanzania Limited

Network i2i Ltd.

Airtel Uganda Limited

Bharti Airtel (UK) Limited

Bharti Airtel Limited

Bharti International (Singapore) Pte Ltd
Nxtra Data Limited

Bharti Airtel International (Netherlands) B.V

Airtel Congo (RDC) S.A

Airtel Rwanda Limited

Airtel Mobile Commerce BV
Airtel Ghana Limited

Bharti Airtel Services Limited
Airtel Tchad S.A

Centum Learning Limited

Airtel Networks Zambia Plc
Airtel Malawi Limited

Airtel Networks Limited (Nigeria)
Airtel (Seychelles) Limited

Airtel Niger Limited.

Airtel Congo S.A

Airtel Money Transfer Limited
Africa towers NV

Airtel Gabon S.A.

Airtel Madagascar S.A.

Emtel Mauritius

Bhatrti Airtel Lanka (Pvt Ltd), Sri Lanka

)
/

2019 2018
Kshs'000 Kshs'000 Relationship
5,174,637 5,182,464 Step up parent
247,191 323,402 Fellow subsidiary
194,201 202,747 Fellow subsidiary
125,307 119,907 Fellow subsidiary
95,307 260,190 Feliow subsidiary
-~74,947 236,944 Fellow subsidiary - -
61,624 144,563 Fellow subsidiary
36,405 ... 52,484 Fellow subsidiary
27,451 149,136 Fellow subsidiary
23,551 48,862 Step up parent
19,640 17,067 Fellow subsidiary
18,896 72,560 Fellow subsidiary
13,017 35,310 Fellow subsidiary
12,327 1,034 Fellow subsidiary
9,581 23,732 Fellow subsidiary
6,465 - Subsidiary of Airtel Networks Kenya Ltd
4,014 15,646 Fellow subsidiary
4,008 - Joint venture
2,671 53,756 Fellow subsidiary
611 - Fellow subsidiary
198 - Fellow subsidiary
1 - Fellow subsidiary
- 7 Fellow subsidiary
6,152,050 6,939,811
805,106 936,902 Fellow subsidiary
354,727 269,648 Step up parent
259,141 160,049 Fellow subsidiary
134,976 76,486 Fellow subsidiary
72,789 144,139 Step up parent
54,349 28,607 Fellow subsidiary
37,745 29,943 Fellow subsidiary
36,728 - Step up parent
33,595 30,874 Fellow subsidiary
15,302 5,227 Fellow subsidiary
13,605 13,097 Fellow subsidiary
5,227 - Joint venture
4,131 4,158 Fellow subsidiary
3,921 37 Fellow subsidiary
2,678 - Fellow subsidiary
2,420 9,281 Fellow subsidiary
1,335 2,737 Fellow subsidiary
787 3,689 Fellow subsidiary
696 552 Fellow subsidiary
538 268 Fellow subsidiary
220 631 Fellow subsidiary
189 - Subsidiary of Airtel Networks Kenya Ltd
124 124 Fellow subsidiary
70 32 Fellow subsidiary
37 19 Fellow subsidiary
13 - Other related party
3 16 Fellow subsidiary
1,840,452 1,716,516
,—’;i\\\
i NG



Airtel Networks Kenya Limited
Notes to the Financial Statements (continued)
For the year ended 31 December 2019

35. RELATED PARTY TRANSACTIONS (Continued)

(iv) Key management compensation

2019 2018
KShs'000 KShs'000
Employment benefits 325,841 244,905
Details on key management compensation are as follows:
Total Salaries and Allowances ' 248,431 203,991
Annual Performance Bonuses 40,265 20,245
Long Term Incentive (LTI) = ] 3,062 2,642
Director’s remuneration 11,263 10,141
Social Security — Pension 5,410 4,196
Medical Expenses 6,955 3,691
Termination Dues 10,455 =
325,841 244,905

Annual performance bonus is awarded based on achievement of set earnings before interest, tax,
depreciation and amortisation, EBITDA, whereas long term incentive is meant to align senior management

rformance with the vision of the company. As at 31 December 2019, the provision for long term
ncentive was KShs 3 million (2018: KShs 2.6 million).

2019 2018

{(v) Shareholder’s loans KShs'000 KShs'000
Payable to Bharti Airtel Kenya B.V. 46,692,603 47,504,323
Interest expense incurred on shareholder’s loans 311,214 324,482

Terms and conditions of the loan are detailed in Note 28.



Airtel Networks Kenya Limited
Notes to the Financial Statements (continued)
For the year ended 31 December 2019

37.

38.

36 (i) INVESTMENT IN SUBSIDIARY

Country of incorporation

Airtel Money Transfer
Limited

100% owned Kenya

The company started operations in March 2019.

2019 2018
Principal business KShs KShs
'000 '000

International Mobile money
transfer 20,000 20,000

The fi ﬁanEiéI stéférrients of Airtel Money Transfer Limited ha\}e‘ hof nbéen conéolidated in Vtrhersewf‘ hanciai étafehents asm
the amaynts involved are not material and would be of no real value to the users of the financial statements. The
subsidiary has a bank balance of KSh 20 million which is equal to the investment made by Airtel Networks Kenya Limited.

The company has 99% shareholding in Airtel Money Transfer Limited.

The company is incorporated in Kenya.

36 (ii) OTHER NON CURRENT ASSETS

Paid under protest (legal case deposit)
Prepaid expenses aged more than 1 year
Security deposits

Details of other non-current liabilities are as below;

Rent equalization liability
Asset retirement obligation
Other employee benefits*

COMPARATIVES

2019 2018
KShs’000 KShs’000
5,121 1,237
550,019 1,129
21,342 33,418
576,482 35,784

2019 2018

Kshs'000 Kshs'000

- 31,235

8,560 8,411

39,029 -

47,589 39,646

*Other employee balances relate to provision for leave encashment which were reported under trade and other payables
as at 2018 following a current/non-current split during the year 2019.

Where necessary, comparative figures have been reclassified to conform to changes in presentation in the current year,
The table below illustrates the reclassification made to the prior year balances for presentation purposes in the current
year. Where necessary, comparative figures have been adjusted or excluded to conform to changes in presentation in the

current year.

KES'000 Reclassification

As Previously stated

Balance Sheet

Borrowings - Non current
Borrowings - Current

Lease Liabilities - Non current
Lease Liabilities - Current

(5,925,554)
(6,099,923)

KES'000 Notes
Reclassified amount

5,925,554 3 29
806,988 (5,292,935) 30
(5,925,554) (5,925,554) 29
(806,988) (806,988) 29



Airtel Networks Kenya Limited
Notes to the Financial Statements (continued)

For the year ended 31 December 2019

39.

40.

OPERATING LICENCE

During the year ended 31 December 2014, The company acquired subscribers, brand name and license from
Essar Telecommunication Limited. The company is operating under Essar license since January 2015, which is
valid until 2025. The Company has requested the Communications Authority of Kenya (CA) to issue fresh
documents incorporating new terms and conditions including roll out obligations bearing Airtel’s name. In 2017,
CA demanded USD 20.025 million from Airtel in license renewal fees. Airtel lodged a judicial review and the case
was ruled in Airtel’s favour but the CA appealed the case. The appeal is yet to be determined.

EVENTS AFTER THE REPORTING DATE
There are no-material events after the reporting date that would require adjustment or disclosure in these financial

statements.
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