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ABSTRACT

Business corporations are obliged to disclose in their corporate’s reports information
pertaining to the nature of their investments including, sustainability report and the assumption
they make about the future going concern to comply with regulatory standards. In this study,
we deal with two primary questions; (1) to what extent and levels do listed firms in Uganda
and Rwanda comply with international financial reporting standards (IFRS)? (2) What
significant effect do firm structure have on the level of IFRS disclosure? To address the first
question, a total of sixty-five (65) financial statements presented in the time series 2015 to 2017
were assessed with the help of a checklist from which the compliance indices were constructed.
Multiple regression models were selected to deal with the second question. The findings
revealed that, listed companies in the USE have an average compliance index of 95% compared
to the RSE average index of 92%. According to the observation, USE has maintained a constant
compliance level at 95% between 2015 and 2017. On the other hand, the RSE compliance level
declined from 96% in 2015 to 90% in 2017. Meanwhile, the results of the multiple regression
models showed that, leverage and audit-type have a positive influence on the levels of
compliance, whereas, firm size, profitability and multinational were found insignificant. The
usefulness of this study provides information to the regulatory agencies and shareholders to
capitalize audit services as a mechanism for promoting the consistent use of the standards.
Finally, the regulatory agencies should embark initiatives that aim at promoting awareness such
as trainings specially to highlight the gray areas which are problematic disclosure. More also,
since IFRS was adopted mandatory to be applied by publicly trading companies while the small
and medium enterprises SMEs were encouraged to apply, the regulators should consider
building the capacity of SMEs, such initiatives would benefit SMEs to acquire funds in the

capital market and it creates a potential opportunity for future listing.



CHAPTER ONE: INTRODUCTION

1.0.  Introduction
Chapter one highlights the research overview, it includes the following main themes;
the background of the study, the purpose of the study, a statement of the problem, objectives,
survey questions, the theoretical framework and methodology, Significance, limitation and the

overall organization of the paper.

1.1.1. Background of the study

There are two concepts as to why Business Corporations must implement and comply
with the financial reporting standards and other standard requirements. Obviously, firms do not
only disclose all information about their operations to comply with all the required regulatory
standards, but also to preserve their reputation guaranteeing its accuracy. They opt for
disclosure of information to comply with the ethical and social responsiveness, it can further
be argued that, recently, large corporation is using the model of corporate social responsibility
(CSR) as a marketing mechanism for their brands, enhancing disclosure in the financial
reporting.

This research focus on the international financial reporting standards (IFRS), under
these standards, a firm is required to publicly disclose information about the nature of their
investments and the assumptions about the future going concern. The disclosure of information
for the external purpose helps the firm foster relationship with the external market as argued
by Freeman's theory in section 2.2.4 and the theory of capital market equilibrium in section
2.2.3. While, the freeman’s argument emphasizes that, firms should focus benefits on all
stakeholders including its employees, thus, compliance with the disclosure principles also helps
to protect investors and shareholders interest explained in the agency theory in section 2.2.2

below.
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Recently, “there are more than 150 countries applying the international financial
reporting standards worldwide” (Paul 2017). Uganda adopted the International Accounting
Standard (IAS) in 1998 parallel with the establishment of the Ugandan capital market, an
initiative extended for financial market expansion, obviously, it was part of the economic
reforms of 1992 (Alan & Tim, 2009). The process of implementation and enforcement of the
IAS in Uganda is through the legislation, reflected in the Company Act 2013 which mandates
that, all limited liability businesses to complete their financial reports using the IFRS
framework, this has led to the stability of the Uganda Securities Exchange (USE) over time.

According to the capital market authority of Uganda, two consecutive annual reports
2016 and 2017 has revealed that, the total fund under management increased to Shillings 2.06
trillion high from Shillings 95.0 billion in 2005 and 2006 respectively, while the total value of
assets increased by 1130% between the period 2017 (Shillings 6.5 million) and 2006 (Shillings
525,587) (CMA Report, 2017 and 2016). We cannot over emphasize on CMA’s performance,
nevertheless, it is important to note that compliance with the standards has a significant
contribution in attracting foreign direct investments (FDI), necessary for capital market
expansion due to the increased trust and access to information.

On the other hand, the Rwanda Stock Exchange (RSE) in the same footing as Uganda
was formed to provide an enabling environment for capital market investment, apparently, the
need for a good financial reporting infrastructure became inevitable. In 2008, Rwanda
exclusively established the Institute of Certified Public Accountant of Rwanda (ICPAR) under
Avrticle 3 11/2008 of the Rwandan law. ICPAR is the only national accounting standards setter
and regulator of accountancy professionals of Rwanda. Eventually, it adopted IFRS under
company Act 2009. In 2017, the RSE statistics indicate a total of eight listed companies,
however, despite of the small size, the RSE total market capitalization indicates FRw 3.05

trillion ($3.35 billion) which is half of the Uganda Security Exchange market capitalization

Page | 2



valued at $ 6.13 billion. More also, RSE recorded a 27 % increase in total revenue between
2017 and 2013, however, its total asset value decreased by 6.7 % during the same financial
period (RSE, 2013, 2017).

Furthermore, there are several reasons why information is very fundamental for the
capital market participants; Firstly, access to adequate information helps to reduce fear
associated with investments and allow effective and efficient operations of business
corporations. Several standards, particularly the accounting standards are created to govern the
global business environment in such a way that it communicates information to the users about
the basis on which the accounts have been prepared. The accounting and financial reporting
standards are therefore, designed to ensure the homogeneity of financial data in the reporting
and consistent compliance by any entity publishing financial reports. Such reporting practices
help market participants (shareholders, investors and regulators) make financial scrutiny and
suitable economic decision, which became a necessity because prospective investors desire to
invest in a company with a sound business practice and transparency.

Secondly, and the last, the viewpoint of the standards is relevant for improving
information access and cost reduction (Julie & Marvin, 2009). It also enhances, the quality of
reporting and increases efficiency of capital markets, relevant for users of financial information
for their capital investment and other economic purposes (Okpala, 2012). Moreover, the
adoption of IFRS by jurisdictions increases comparability benefits in the capital markets
(Brochet, 2012). Hence, the IAS/IFRS are therefore created to help market participants sustain
investments across the globe with a high degree of comparability and responsiveness to

accountability and transparency.
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1.1.2. Statement of problem

In 1998, Uganda adopted the IAS to strengthen national financial reporting
infrastructure and as a response to the global initiative, following the international financial
crash of 1990s (Jacome, 2004). The IAS was indispensable to provide an enabling environment
for improving the scale of financial stability and reduce risk associated with the integrated
capital market in the country. Subsequently, the establishment of an independent national
accounting standard setter the ICPAU and CMA of Uganda regulating the activities of the
Uganda Security Exchange (USE) market supported the initiative of IAS implementation in
the country. However, according to the World Bank 2005 report on “observance of standards
and codes (ROSC)” the report had noted a significant gap in the compliance levels with IAS,
it has identified two key areas for improvement; Firstly, setting-up of effective enforcement
mechanisms for corporate financial reporting to ensure consistent compliance. Secondly, it
emphasized on the strengthening of the role of auditors as significant to influence compliance.
Subsequent reports in 2014, reassessed the degree to which the recommended policy of the
2005 review has been implemented, the report revealed that, Uganda has progressively
improved its corporate financial reporting in numbers of areas, however, it further needs to
maintain and improve the general financial reporting structure through education and training.

Although the report has explicitly revealed that, there has been a progressive
improvement in the compliance, less attention was paid to the study of compliance with the
standards and even after the new amendments of 1AS and the IFRS adoption. Due to the lack
of empirical studies to confirm the significant improvement following this report, this study is
very relevant to provide information. Prior studies have also supported the existence of
“compliance gaps” in the implementation of IAS/IFRS across the globe (Odia & Ogiedu, 2013;
Samaha & Khlif, 2016; Philip, B. & Tarca, 2012). Moreover, other studies pointed that there

is a substantial deviation from IFRS disclosures despite the claimed compliance with the
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standards in listed firm’s annual reports (Yiadom & Atsunyo, 2014; Palmer, 2008). Based on
this context, this research investigates the extent and level of compliance. We included RSE to

have a better benchmark of comparative data for the application of IFRS in the two countries.

1.1.3. Research objectives
a) This research explores the extent listed firm complies with IFRS in Uganda

and Rwanda stock markets.

b) To determine significant levels of firm structure (firm size, firm profitability,

audit type, multinational, and leverage) influence on IFRS disclosure.

1.1.4. Research questions
a) To what extent and levels do listed firms in Uganda and Rwanda comply with IFRS?

b) What significant effect does firm structure have on the level IFRS disclosure?

1.1.5. Theoretical framework

International financial reporting standards are being applied worldwide to encounter
the increasingly globalized capital markets (CAl & Wong, 2010). It would hardly be possible
without 1AS to compare financial information across international borders (Onulaka, 2015).
The convergence of IFRS has potential to lower cost and asymmetry of information affecting
investors in local and global capital markets (Daske, 2006; Hail, Leuz, & Wysocki, 2010).
Moreover, IFRS has the potential benefits necessary for attracting FDI because proportional
disclosure leads to information access which is critical for investors (Okpala, 2012; Gordon,
2012).

Some prior studies, Scalera (2010) and Annisette (2004) have pointed out that, the

standards are attached to international development fund projects towards socioeconomic
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developments, notably, from the international perspective; the international organizations for
example IMF, World Bank, and the European Union (EU). Thus, the adoption of IFRS
influences more accountability and transparency on the general performance of business,
enhancing cross border investments. This suggests that, the adoption of IFRS in Uganda as
well as in Rwanda is consistently compliant with the standards to create collusion thereby
condense the international pressures stated above (lonas, 2007).

In the context of the EU, the convergent and enactment of IFRS confirmed a significant
increase (Paglietti, 2009), in the same note, IFRS applied by Greek firms, has revealed positive
influence on the profitability of the firm (Ballas & Tzovas, 2010). More also, Francesco &
Pereira (2012) revealed a positive association between high compliance with the standards and
the share revenue/turnover. The author further highlighted that, economic incentives are
essential for improving consistent compliance.

Hypothetically, we assumed full compliance with IFRS by all listed companies in the
two countries undertaken in this study. Compliance levels also dependent on several factors
such as firm structure, corporate governance, regulatory enforcements and many more. Hence

IFRS full benefits are evident where the regulatory environment is apparently rigorous.
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Figure 1: The Theoretical Framework

IFRS adoption and
decision by a country
Forces of influence driven by
le International funds e.g. (IMF,
L World Bank & EU etc.)
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.
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companies Audit, multinational &
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!

Performance measure
e Increase FDI
e Value of Equity etc.

Source: (Original work by the author obtained from the literature).

1.1.6. Significance of the study

The significant contribution of this research has a great benefit to the Regulatory
Agencies; respect to the significant role of regulators in the enforcement of the standards, the
data gathered will help to engage more with partners and mechanics on raising awareness about
the importance of compliance with the standards.

On the side of investors, it will enhance and increases trust, economic value and
restoring confidence among investors. Therefore, data collected will enrich investors with such

information.
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Whereas, the academics and auditors; audit function provides diagnosis of a firm
strength and weakness in terms of resource control measurements, since this function is integral
for IFRS compliance, they may use this information gathered from the data to provide opinion
over time. In general, the research is instrumental for increasing literature on the study of IFRS
compliance in the two countries. As a baseline, the study further provides benchmarks for
IAS/IFRS comparative information, particularly for compliance with financial standards,
relevant for the academics.

More on the relevance of this research, to provide unique insight of IFRS in the two
countries because of lack of prior literature about the subject is an impasse. Thus, our proposal
establishes this paper as a baseline for prospective research benchmark on compliance with
IFRS. The necessity of a baseline provides information measurement of IFRS adoption for the
two countries, which is an essential part of communicating strategic policies by the
governments and other stakeholders, however, it will be very difficult to make such national

policies without the track of IFRS progressive assessment.

1.1.7. Limitation

In general, our success is magnificent, we have encountered some significant
difficulties; foremost, the sample size was only 23 listed companies in the two stock markets,
such a sample is bound to larger statistical errors than large samples, therefore making it
difficult to compare the result with prior literature from other countries with large number of
samples used. Initially, we intended to collect a total sample (N = 23x3), however, since these
financial statements were collected online, four of the reports were missing, additional effort
was made to contact the companies through emails obtained from their respective website, but,
no response was received. Furthermore, the information obtained is solely those collected in

the financial statements, neither did we interviewed the regulators nor the authors of their
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independent opinion about our findings, this was limited by shortage of fund to travel and

conduct interviews. More also, time constraint was a challenge.

1.1.8. Research organization
This study is being structured in four different chapters as outline in the figure below;

Figure 2: Research, Organizational Structure

Chapter one C_hapter Two Chapter Three
Introduction ReV|?m?;tL$Levant Research Methodology
V.
Chapter four
Data processingand | References e Appendices
analysis and Results,
summary and Conclusion
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CHAPTER TWO: REVIEW OF RELEVANT LITERATURE

2.0. Introduction
This section evaluates the prior literature on the study of compliance with the standards.
It explores the extents to which listed companies comply with the standards. Themes of
discussion include international financial reporting standards, theories effecting the standards,
compliance with IFRS, Uganda and Rwanda stock markets and lastly, the effect of firm

structure on IFRS disclosure.

2.1.1. International Financial Reporting Standards (IFRS)

The essentials of financial reporting help the external parties acquire information about
the firm’s performance. This, however, was problematic in the past due to the use of various
accounting frameworks by different jurisdictions, hence has discouraged the function of
international capital markets. As a result, in 1973, 1AS was formed, and later became known
as IASB the body which adopted IFRS to counteract the problem affecting the international
capital markets. It aims to “develop a single set of high quality, globally accepted financial
reporting standards based on principles” (IASB, 2012). Several literatures have observed an
increase number of IFRS jurisdictions over the past years (Pacter, 2017). They also pointed
that positive global economic impact is linked to IFRS adoption (Paglietti, 2009), however,
despite these attainments, Hodgdon & Adhikari (2008) pointed to the challenges pertaining to
the implementation of IFRS with respects to consistency and compliance with the standards,
explored in the interceding sections.

Several prior studies pointed at economic and political reasons as rationale for the
decision of IFRS adoption by a jurisdiction (Bello & Adeyemi, 2015). According to proponents
of IFRS, the European Union became the first to adopt the standards in 2002, it necessitated

IFRS standards for all member states, to contribute the efficient and effective operations of the
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capital market (Aubert & Grudnitski, 2011). Addition to this, Paglietti (2009) investigated the
impact of EU’s mandatory application of the standards, and the findings confirmed positive
increase, consistent with prior studies (Street, Gray & Bryant, 1999; Street & Brant, 2000;
Glaum & Street, 2003). Moreover, the rationale as to why the international organization,
including the IMF, World Bank and EU encourages the adoption of IFRS, is to help
organizations feel protected as these standards, provides rigorous substantiation opportunities
for stakeholder assessment of investment performance (Zakari, 2014). Hence the attention to
IFRS compliance and enforcement issue became essential in the view point of regulators,

investors and shareholders, as discussed below.

2.1.2. Compliance with International Financial Reporting Standards

Compliance is conformity with the rule, professional standards, security laws and the
obligation of liabilities (Sarbanes Oxley, 2002). According to Deloitte (2010) a company is
compliant if it conformed to all the applied standard “financial statements should not be
described as complying with IAS, unless they comply with all the requirements of each
applicable standard.” Meanwhile Hodgdon et al. (2008) put forward that, implementation of
the standards is dependent on state’s responsibility, since currently no International Security
Regulators (ISR) charged with enforcement of IFRS. This, therefore, suggests that due to non-
uniformity in the enforcement of IFRS, level of compliance is affected greatly across the globe.

Levels of IFRS compliance vary significantly across developed and developing
countries (Boshnak, 2017; Glaum et al., 2003). An empirical study by Demir & Bahadir (2014)
pointed at a lack of incentives, weak institution and enforcement agencies in developing
countries attributed to dissimilarity of IFRS compliance index. Suzuki (2011) complemented
that, usually when state’s financial institutions are strongly backed up by legislation, they play

a strategic role. For instant, when the firm failed to meet required standards or is in act of
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violation, sanction and penalties for unlawful act are guaranteed. This sounds credible for
regulators' effectiveness in monitoring of portfolios, however, the author further argued, the
critical role of regulatory agencies is fundamental for the enforcement and implementation for
consistent compliance.

More also, Shehu & Masunda (2015) empirical investigation assessed a sample size of
fifteen leading journal articles to determine compliance with IFRS presentation and disclosure
requirement reported by different researchers between the period 2005 and 2014, the results
revealed that, there is non-compliance despite the full adoption of the standards by respective
jurisdictions. The Authors argued that, lack of strong institutions and enforcement agencies in
some developing countries is problematic to achieve full compliance with IFRS. The author’s
recommendation suggested regulatory agencies should engage in activities that create
awareness and training programs for promoting the standards.

Furthermore, on the topic of compliance with IFRS, Alfaraih (2009) empirical
investigation in Kuwaiti listed firms revealed deviations in the application of the standards
based the sample tested. The results were found constant with the previous compliance studies
(Street & Gray, 2001; Al-Shammari et al. (2008). Additionally, the authors suggested
regulatory agencies to employ dual audit carried out by external auditors to promote further
compliance in the KSE. Thus, from the viewpoint of institution and enforcement Agencies in
developing countries; although listed companies may claim the implementation of the
standards, however, their consistency remain questionable. In fact, IFRS foundation provides
a framework for business accountant to safeguard the credibility of financial reporting and
access of financial information to all users, by no means should a company continue in business
without disclosure of financial information, the things which matter is a lack of consistent
application of the standards and low credibility of some regulatory enforcement and monitoring

that is the reason as to why prior authors reported the results of noncompliance. However, the

Page | 3



relationship between Business Corporation and regulators is fostered by financial reporting,
disclosure as a means of information for external users. The theories underlining this concept

of financial reporting standards are discussed below.

2.2.  Theories effecting the financial reporting standards

2.2.1. Introduction

The purpose of this section is to discuss the theories transpiring firm’s disclosure of
financial information to comply with the internal control mechanism of a firm and the external
regulatory standards it obliged to observe. Although there are several theories discussed in
literature pertaining to the context of compliance and disclosure, we wanted to stick to our
study objectives as already discussed in the previous section 1.1.3 relating to the objectives of
this report, we consider dealing with discussion of three theories to address the two
fundamental issues which support our objectives in the following relation. First, the Agency
theory is suitable to explain the explicit relationships the internal environment (shareholders
and managers) of a firm with a disclosure practice. Next, the second issue, the Capital theory
of market equilibrium provide considerable background for the relationship between the
external environment of a firm influence on the firm’s decision to disclosure and compliance,
just a reminder, a strategic position of a firm is affected by both internal and external factors, a
firm must strive to balance its position to counteract the effect. Thirdly, the stakeholder theory,
provide a holistic business strategy that corporations use to persuade stakeholders to help them

achieve their medium- and long-term business objective.

2.2.2. The Agency Theory
Agency theory perspective describes a behavioral management science, the relationship
between agent and principal in a corporate environment. The assumption underlying this
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relation and the distance of separation of the duties and responsibilities creates a condition of
misunderstanding and mistrust because of the existence of a knowledge gap. This gives birth
to the agency problem. Conventionally, the principal and the agent agree on certain principles
and regulation governing the relationship to reduce the gap through provision of bi-quarterly
and annual financial statements and to check the quality of performance on a regular basis by
means of annual general meetings and extraordinary general meetings. The Agency theory
addresses problems that arise due to such discrepancy between the principal and agent. This
situation is bound to occur in any corporation as you may have experienced, if there exist
knowledge gap. One way to reduce the principle agent problem is by explicit disclosure of
financial information (Mahoney, 1995). The Agency law, perhaps serves to reduce risk
associated with agency issues, for example, the U.S Security Exchange Act of 1934, mandates
all limited liability companies unveil information including management’s compensation
transactions. Interestingly, here disclosure becomes evident by the fact that managers need to
comply all time both to shareholders and regulators. Mohammad, J. A. (2010) pointed that,
there are strong relationships between the function of internal audit and agency variation. Still
on the topic, the viewpoint of agency theory and corporate governance, Leung & llsever (2013)
provided empirical evidence that, there is a positive link between corporate governance and
mandatory IFRS adoption, however, there are mixed views of the results in the prior literature
due to differences approaches used for the studies. In a nutshell, the Agency theory underlined
three key elements; relationship, information and compliances to disclosure. IFRS require
companies to disclose information, to close the knowledge gap between managers and
shareholders on economic grounds to make a reliable investment decision, because high-
quality information facilitate greater transparency. (Martinez, F., 2015) expanded this concept

by highlighting that, the financial reporting quality directly associated with high level of ethical
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commitment, and sustainability. Next, we will now address question two regarding the firm’s

relation with the external environment (Investors, regulators and the public).

2.2.3. The Theory of Capital Market Equilibrium

Generally, market equilibrium assumed that information is symmetrically distributed
across the participants of the market, thereby leading to perfect competition, such assumption
serves as standards for measuring the effectiveness and efficiency of a given market. Let’s say,
Supposed, for example, a free market economy exists as a perfect competitive structure where
the market equilibrium point is determined by the forces of supply and demand without
government interference hence the Pareto efficiency. However, When the condition for Pareto
optimality is not met by the free market often leads to a market failure, as result, it affects the
net economic value (Robert C, Merton., 1986).

Capital Market Equilibrium describes the relationship between investors, asset pricing
and the availability of market information. When it comes to asset pricing, investors are curious
using the capital asset pricing model (CAPM). According to Li (2012) “this model is simple
and practical, and mainly adopted in researches on the relationship between the expected rate
of asset return and asset investment risk as well as the formation mechanism of the equilibrium
price.” The CAPM represents a clear association between risk and return for a portfolio that
investors would expect when choosing to buy or sale assets. They assessed the asset price based
on the available information a firm disclosed. Hypothetically, let’s assume that supposed, a
firm is trading security or stocks in the market, the maximum optimal price of the stocks is
assessed based on the information disclosed by the company’s accounting section in their
financial statements in line with the regulatory standards pertaining to the financial
performance. Lack of accurate information deprives firm’s ability to trade and will be assessed

as one with high potential risk.

Page | 6



Likewise, the relationship between demand and supply, information is an integral
element for governing the relationship, hence, when a firm publicly discloses information in
their reports and the financial statements pertaining to their investment and the assumption
forecasting about the future, it serves as the market mechanism for maintaining the relationship
continues between the market participants and creates confidence associated with the efficiency
of capital markets. This notion underpinning the condition of compliance with the regulatory
standards governing the general relationship of the capital market (Nicloas, J, 1976).

Pelaez, C. M., & Pelaez, C. A., (2009) pointed that, “a perfect competition requires
perfect information only if the model of asymmetry of information is used because some
market participants to control a larger amount of information than others which likely leads to
an imperfect condition of the market undermining the Pareto optimality”. The author added
that, in such situation the regulatory authorities must take collective form of action to improve
the Pareto policies. Another contribution to Palaez’s argument, Hull, J. (2009) stated that, after
the financial crunch of 2007, regulators issued a revised set of principles to be observed by
banks and other financial institutions; these include, but not limited to, (1) “Banks must
publicly disclose information about the assumption of its liquidity system” (2) “Supervisors
should share information with other parties including regulators to facilitate corporation in the
oversight of the liquidity risk management”. For instance, in United Kingdom (UK), the
London stock exchange (LSE) regulation 12,43A (b) requires listed firms to “observe the
combined code of corporate governance and should be reflected in their annual financial reports
whether they comply if not they must provide an explanation.” (Gola, C., & Roselli, A., 2009).

Finally, this suggests that, a firm should exercise full compliance in all aspects of
including financial reporting to satisfy a complete relationship with the internal parts and the

regulators and social responsibility in the external environment.
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2.2.4. The stakeholder theory, also known as Freeman’s stakeholder
theory.

The extent of compliance with financial reporting standards is associated with
Corporate Social responsibility (CSR) activities, for example, in financial accounting, income
tax and corporate tax reporting. Recently, Global Leaders (G20) and many other international
organizations such as United Nations Global Compacts (UNGC) and Human Rights
organizations (HRO), advocates for a sustainable and social responsibility policy, including the
environment. The resultant effect affected business corporations shifted in the business strategy
to include social responsibility additional to profit motive as suggested by the stakeholder
theory in contrast.

Under this theory, Freeman argued that, the core value of a corporation is social
responsibility, in his view, the goal of a corporation should satisfy all stakeholders involved or
affected by a project or the investment of a company, these include; the employees, suppliers,
community, environment, government and financial institutions. The Freeman’s concept is
contrary to the Friedman’s theory which is also known as the shareholder’s theory. According
to Friedman, the goal of a corporation is to make a profit and should take care about its
shareholders. However, in the modern global economy, the stakeholder theory is the most
selling and important for a business corporation to adopt. It provides a corporate ecosystem
environment for a company to survive a sustainable economic value which is the core argument
of Freeman. Currently, Evidence shows that, business corporations disclose and publish
sustainability reports, including their annual reports as a mandatory requirement to comply
with regulations. Another typical example, the World Bank is using Environmental and Social
Standards (ESS) as a standard criterion for evaluating investment project impact. Thus, more
significantly, business corporations are using CSR for satisfying all stakeholders which can

also be argued further in the context of competitive advantage.
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2.3.  Financial standards in Uganda and Rwanda

The financial reporting environment in Uganda and Rwanda, is described by the
relationship between the institutes of certified public accountant, as a standard setter which
regulates all accountant and audit professionals. The second party includes the regulators
(Central bank, Exchange security agent, insurance regulatory authorities and capital market
authorities) and the third party include the listed companies.

Uganda lies in East African region, the country’s social, political and economic became
evident in 1986 when it established its first-time economic reforms. According to (Alan & Tim,
2009), the three fundamental reforms between 1990-1992 include legislation of the parallel
foreign exchange market (FOREX), liberalization of coffee marketing, and the establishment
of fiscal disciplines to bring about macroeconomic stability, trade liberalization and
privatization. As an act of reform diffused to all sectors, ICPAU was established in 1992 under
the Accountant Act 1992 repealed by Act 2013. ICPAU was formed exclusively the national
professional accountancy organization (PAQO) for Uganda, mandated to; (i) setting and
maintaining accounting and audit standards (ii) licensing accounting firms (iii) monitoring the
performance of its members and (iv) advising the government on financial accountability
matters. Mandatory members of ICPAU include all heads of accountants and finance, internal
auditors for both public and private sector entities that are of public interest. ICPAU also has

affiliation with the Pan African Federation of Accountant (PAFA).

2.3.1. Accounting framework and audit in Uganda
The (Companies Act., 2012) and the (Accountant Act., 2013) outlined the process and
procedures for corporate accounting audits for Uganda. Every public entity under the fifth
schedule of the Act required to prepare and present financial statements using the IFRS/IAS

framework. In this respect, a public entity is defined as one which encompasses “publicly
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traded debt or equity instruments” or “public organizations that are fully or partially owned by
the state” or “private organization in which the state has a non-controlling equity interest”.
Other entities that are not specified as public may use IFRS or the IFRS for SMEs. Other
entities other than the Uganda Security Exchange (USE) regulating the application the
standards include; the Bank of Uganda (BOU), Uganda Retirement Benefits Regulatory
(URBR), Insurance Regulatory Authority (IRA) prescribes the use of IFRS for entities under
their supervision in accordance with the Public Finance Management Act 2015.

Moreover, the company Act 2012, and the Accountant Act 2013 established the ICPAU
exclusively as the auditing and the standards setter. There are two key principles of this
institution, the ICPAU recognize public entity’s financial statements be audited exclusively by
its preregistered members and in accordance with the IAS guidelines. Most interestingly, such
procedures have created links with major industries; Banking, securities exchange, and
insurance regulators instruct and regulate entities to seek prior approval for final appointment

of Auditor preregistered auditors approved by the ICPAU.

2.3.2. The financial reporting in Rwanda

Geographically, Rwanda lies in East African region. Rwanda 2020 vision includes a
plan that seeks out to change the nation’s social welfare status described by high labor intensive
and low income to a capital-intensive technology mainly to be driven by services towards
achieving middle income level by 2020 (World Bank, 2017).

Major reforms, firstly, the government led transformation attempt to enhance,
improvement in the financial reporting practice aims to produce inclusive and reliable financial
information. Secondly, to build on trust in its financial sector and management of finance,
through application of high-quality accounting standards, based on the robust accrual -based

financial reporting framework. In 2008, the Institute of Certified Public Accountant of Rwanda
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(ICPAR) exclusively recognized as Professional Accountancy Organization to regulate the
accountancy profession under Article 5 of the Rwanda law 11/2008. More also, Article 7,
established the roles of the ICPAR but not limited to the scope of (i) regulation of the
accountancy profession, (ii) preserve integrity and build capacity of accountants, (iii) advise
government on matters relating to the accountancy profession, (v) issue and renewal of license,
(vi) to provide its members professional education in accounting and other related disciplines.

Furthermore, the company Act 2009 of Rwanda provides the guidelines and the
modalities for presentation of financial reports using the standards. More also, Article 3
empowers ICPAR to set rules for accounting compliance with IFRS. As a result, IFRS was
fully adopted mandatory to be applied by a public corporation and the SMEs were also
encouraged to use the standards.

In addition to the compliance with IFRS, the ICPAR sets mandatory and compulsory
annual audit of all company’s financial statements, except small private enterprises and
companies consistent with article 3. Additionally, following the adoption, the standards became
instituted by the National Bank of Rwanda (NBR) and all other regulatory agencies, for
example, CMA of Rwanda regulates all firms under its management.

To further assess the determinants of the levels of IFRS compliance, this paper also

examines the levels of influence a firm structure has, as discussed below.

2.4.  Firm structure
This study examined the influence of firm structure denoted by firm size, profitability,
Audit by big 4 (Deloitte, Ernst and Young, KPMG, Price Waterhouse Cooper), multinational
and leverage. The proxy of firm size is computed as the book value of total assets. Because of
the high amount of firm asset in millions, it is stated in terms of natural logarithms (Bonetti,

Magnan & Parbonetti, 2016). The profitability of each firm is computed as the ratio of return
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on equity (ROE) at the end of the specific financial year (Yiadom & Atsunyo, 2014).
Independent function of the external auditor is a core survey instrument that helps reduce
Principal-Agency problem (Abakah, 2017), when the firm is audited by big 4 is determined as
dummy variables and is coded as one (1), otherwise zero 0’ (Tower & et-al., 2011). Moreover,
similar approach applied to the measure of multinational business, if a company has parent
affiliation is then scored one (1), otherwise zero 0’, consistent with prior studies (Al-Shammari,

2005).

2.4.1. Multinational Business.

In the broader perspective, the compliance with IFRS assumes that, international
business discloses more than local firms. Abakah (2017) confirmed a positive correlation
between compliance levels and those companies with international affiliations. Yiadom &
Atsunyo (2014) noted Malone’s and Jones’ 1993 arguments which claimed that, a company
with global affiliations are subjective to a wider range of regulations and that, such conditions
can trigger the company to a high disclosure as may be opposed to domestic indigenous firms

with less incentives and limited regulations.

2.4.2. Leverage
To determine the company’s financial structure, one of the factors is a leverage which
is computed in terms of the ratio of debt to equity (Mutawaa, 2010; Yiadom & Atsunyo, 2014).
A company precondition for disclosure is very high under debt financial structure. (Al-
Shammari; Brown, & Tarca, 2008) added that companies with high leverage have a high risk
compared to other companies with less leverage. Debt financing is associated with high risk
where the management is required to demonstrate explicit disclosure as possible to reduce the

risk of agency cost as discussed in the preceding sections 2.2.2.
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CHAPTER THREE: RESEARCH METHODOLOGY

3.0.  Introduction
Chapter three highlights the modalities and techniques used for data collection and
measuring of the variables. It includes the main themes; research design, sample population,
source of data, ethical issues, the process of data collection, dependent and independent

variables.

3.1.1. Research design

A cross-sectional research design was used to examine financial statements presented
in the time series 2015-2017. Several prior studies commonly use two types, measurements for
corporate compliance; (1) Dichotomous and (2) Partial Compliance methods (Glaum and Street,
2003). Both methods designed the compliance index from disclosure indices scored as dummy
variables and uses the mandatory disclosure requirements as the maximum standards for
measuring the compliance level. This study used Partial Compliance method (PCM) as an
alternative to the Dichotomous method. The PCM assumes equal weights for all the standards,
unlike in the Dichotomous approach where it assumes a non-uniform allocation of the weights,
see section 1.3.6 which lay out the detailed explanation about the measurement.

The research designed to use three basic steps; firstly, when computing the extent of
compliance is administered using a constructed checklist to compute the compliance disclosure
index (CINDEX). The CINDEX signifies the sum of items a company should disclose in each
of the categories of standards in its annual reports. Secondly, when examining the levels of
relationship between the firm structure and IFRS disclosure, we constructed the second index
computed using various formulas shown in figure 4, section 1.3.6. Thirdly, and the last step,

the multiple regression used to compute the regression model.
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3.1.2. Sample population

A total of twenty-three (23) listed companies in the two stock markets were selected for

investigation (i.e.16 in Uganda and 7 in Rwanda) which is too low. The reason for this sample

size is being limited to the available number of companies listed. On the other hand, we

restricted sample size to the number of companies listed because according to Yiadom (2014,

p87-94) the rationale for adoption of IFRS, listed public companies were the major target for

the standards whose financial reports claims compliance with the standards as the reason to

reduce the asymmetry of information. Addition to that, Uganda and Rwanda Company’s Act,

respectively, mandated IFRS to be applied by listed companies.

Figure 3: Accounting standards

S/NO. International Accounting Standards

1 IAS 1 Presentation of financial statements
2 IAS 7 Statement of cash flow

3 IAS 12 Income tax

4 IAS 16 Property, Plant and Equipment

5 IAS 18 Revenue

6 IAS 19 Employee benefits

Source: (From the literature)

3.1.3. Data and research instruments

The source of data is from the annual financial statements published in respective stock

exchange websites for the period 2015 to 2017. The research instruments include self-

administered checklist adapted from Deloitte (2010). The checklist was developed according

to the standards issued by the IASB reflected in the figure 3 above. For further details refer to

Appendix A and B below.
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3.1.4. Ethical issues

This study conformed to the research guidelines convened by the University and the

College of Graduate School Management (GSM). It was compiled under a closed supervision

by accounting and finance Professors whom were part of the panel of review and scrutiny, to

ensure that the process and procedures up-held to the requirement set forth by the University.

3.1.5. The measurement of variables

Figure 4 below shows flow chart process through which the CINDEX was completed,
it also represents the regression model and the technique used to analyze the model.

Figure 4: Flowchart for weighing and scoring compliance disclosure index.

An unweighted scoring technique was
used to score the checklist compliance
as a measure of CINDEX

¥

Scoring each CINDEX (yes=1,
No=0) is taken as total disclosure
(td) by each company where

td=Zdi
i

v

m
med = Zdi
i

The CINDEX of each company
computed as Maximum total
disclosure (mtd) expected for each
company to comply

-

CINDEX
= e (%)

mtd

\ 4

Compliance
with IFRS
regression

—>

The compliance level CINDEX which
also called the dependent variable

¥

Function form of econometric model
for the independent variables f(firm;
size, profitability, audit type,
multinational. leveraae)

¥

Regression equation; CINDEX =
Bo + Bisize + B,profit + B;Aud
+ B,multi'n + B Leve

Source: (Original work by the author)

y

Analysis of the model using
Multiple regression (STATA/SE 15.1)

The unweighted technique for scoring the checklist, determined each of the category of

standards in the future 3 above by a score of “Yes” = 1, if disclosed/presented, otherwise “No”

= 0. The measurement takes into consideration the two binary values 0 and 1 assigned for

noncompliance and full compliance respectively.
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The choice to use weighted or unweighted technique depends on the research purpose
and that is why this research uses the PCM (Alfaraih, 2017). When research intends to target
specific group or users of financial information, the weighted technique/ Dichotomous methods
is relevant to us because other items could be considered with priority and given more weights
than others in the categories. However, this research targets general users of financial
information, the PCM is ideal since each item is regarded as important and equal as the study
sought to provide information about the performance level in general.

**The CINDEX was compiled systematically, overall disclosure for a company was

summed up as the index of total disclosure (TD) for a company, illustrated as;

dt is the total disclosed items from a company

dx = 1 if the required item is disclosed

dx = 0 if the required item is not disclosed,

n= signifies the disclosures indices a company is expected to comply

***The maximum score represents an aggregate disclosure of the checklist of which a

company expected to disclose;

mtd = is the maximum total disclosure a company expected to disclose.
dx = is each disclosure indices
M = is the maximum disclosure, such that m = n, refer to the above equation.

**** The level of compliance was then determined by combining the formula (i & ii);
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CINDEX = e (ifi)*+*
mtd

*****Lastly, regression model to test the independent variables, the factors that influence IFRS
disclosure requirements (firm size, profitability, audit type, multinational, and leverage). We
employed functional form of econometric model used in prior research (Alfaraih, 2017).
Compliance level (CINDEX) = [(size, profit, audit, multinational, leverage) Such that

the regression analysis equation tested as;

CINDEX= B, + Bisize + B,profit+ Bz;Audit+ B,multi'n + Bsleverage **x*x
Where;
CINDEX is the compliance level
Bo is a constant term
Size is defined as the book value of total assets.

Profitability is determined as the ratio of return to equity (ROE)

Audit type is a dummy variable coded two (1) if a company financial statement is
audited by any of the big 4, or Zero (0) otherwise.

Multinational is a dummy variable coded one (1) if the company has parent
affiliated, or zero (0) otherwise

Leverage is computed as the ratio of total long-term debt (more than one year) to
total shareholder’s equity.

3.1.6. Dependent and independent variables
Unlike in other prior studies, the independent variables models include more than five
factors (Bonetti et al., 2016; Mutawaa, 2010). However, in this study, we used five factors
(variables) in the model for our experiment. The CINDEX represent the dependent variable.
On the other hand, (i) firm size (ii) profitability (iii) audit type (iv) Multinational and (v)

leverage represents the independent variables

3.1.7. Data processing and analysis
The study applied descriptive statistical tools with the help of SPSS for determining the

extent of compliance with the standards. The measure includes tables of frequency distribution,
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mean, standard deviation, maximum and minimum. Multiple regression was then used for

analysis of the regression model with the help of STATA/SE 15.1.
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CHAPTER FOUR: DATA ANALYSIS AND THE RESULTS

4.0. Introduction
This final chapter four, presents research results and techniques applied for collecting
the data and the analysis processes. The findings are presented in the following sequence; first,
frequency distribution tables for the sample collected (table 1). Second, the measurement of
the overall extent of IFRS compliance was determined for listed companies followed with other
descriptive statistics tables. Third, since the dataset is a time series, the multiple regressions for
the regression model was computed with the help of state/SE 15.1. Finally, the findings were

consolidated in the summary and the deduction.

4.1.1. Data collection

We obtained an overall total of 65 annual financial reports for 23 listed companies from
the two countries for the period 2015 to 2017. Since the data were collected through online
from the respective securities exchange (USE, RSE) websites, therefore, four (4) annual reports
were missing. 71% of the total financial reports were from Uganda and 29% from Rwanda
respectively. 78% of the reports belongs to parent companies in Uganda Meanwhile, in Rwanda,
89% of the listed firms were parent companies and 21% constitutes subsidiaries. More also, in
Uganda, audit services by the big 4 is high as 80%. Conversely, in Rwanda listed companies
were 100% audited by big 4. See table 1 below.

The technical evaluation process of the financial statements involves logical
understanding and thorough checking before matching with each item applicable in the
checklist to construct the compliance index. The process logically followed as demonstrated
in appendices B (1-5), a company can be penalized if it failed to disclose in its annual report

the applicable standards in the checklist, for example a disclosure of comparative information
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in the current period of financial statement (IAS1:38) and in the notes, a firm should disclose

“going concern” information IAS1: 16 and 25 etc. Refer to appendix B for the detail samples

4.1.2. Descriptive statistics tables

Table 1: Frequency _Tables

Companies classified by

N =65 industry type Frequency Percentage
Uganda Industrials 3

Finance and Insurance 24

Utilities 3

Consumer goods 6

Consumer services 10

Audited by big4 37

Audited by others 9

Total 46 71%
Rwanda Finance and Insurance 12

Telecommunication 2

Consumer goods 3

Consumer services 2

Audited by big4 19

Audited by others 0

Total 19 29%

Source: From the field data

Table 2 below exhibits the descriptive statistic reports for compliance index (CINDEX)
computed for each country in the time series. The CINDEX is indicated by mean, Standard
deviation, Minimum and maximum. The overall extent of compliance for the time series 2015
-2017 is 95%, 95% and 96% respectively for listed companies on the USE. Similarly, in
Rwanda, the degree of compliance indicates 90% in 2016 and 2017 which show a decline in
the disclosure index as compared to 95% in 2015. These results suggest that, listed companies
on USE and RSE exhibited a high degree of IFRS compliance for accounting standards
observed, however, based on the sample, the presentation and disclosures are not 100%
compliant with the standards, this conclusion is consistent, according to Deloitte (2010)
“Financial statements should not be described as complying with IFRS unless they comply

with all the requirements.” Moreover, in general, the presentation and disclosure for
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compliance with IFRS in USE has a constant level of disclosure, which suggest a stable
regulation is being exercised by the USE regulatory agencies, however, the RSE disclosure
level fluctuated over the period assessed, this finding unveil to the regulations for rigorous
monitoring.

Table 2: Descriptive statistics for IFRS disclosure presented in time series for each country

Name of country of

business Std.
operations Time series 2015 to 2017 N Min Max Mean  Deviation
Uganda 2015 Overall CINDEX 15 .86 1.00 .9503 .03565
2016 Overall CINDEX 16 .85 1.00 .9469 .03955
2017 Overall CINDEX 15 .80 1.00 .9599 .04574
Rwanda 2015 Overall CINDEX 5 .90 .99 .9581 .03852
2016 Overall CINDEX 7 .56 .99 .9033 .15510
2017 Overall CINDEX 7 .39 1.00 .8999 .22345

Source: from the field data

Table 3 exhibits descriptive statistics reports for each accounting standards observed,
they represent the measure of each disclosures index. In Uganda IAS1 and IAS 7 indicates
disclosure levels of 97% and 1AS 12 indicates 98% high disclosure. However, IAS 16; IAS 18;
IAS 19 indicates 91% and 94% low disclosure levels from 98% IAS 12. On the other hand, in
Rwanda IAS1, IAS 7 and IAS 12 indicate high disclosure levels of 96%, 96% and 95%
respectively. But IAS 16, IAS 18 and IAS 19 indicated 89% and 86% low disclosure levels
from IAS 1 and IAS 7. The findings indicate that while IAS 1, IAS 7 and IAS 12 exhibited
high degree of disclosures, IAS 16, IAS 18 and IAS 19 disclosure remained problematic for

the standards observed in both the stock markets over the time series.
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Table 3: IFRS Compliance and Disclosure by IAS Category

CINDEX and each IAS disclosure Std.
by Country N Min Max Mean Deviation
Uganda IAS1 CINDEX 46 .89 1.00 .9676 .03202
IAS7 CINDEX 46 40 1.00 9717 .09583
IAS16 CINDEX 46 .61 1.00 .9433 .07824
IAS18 CINDEX 46 71 1.00 .9068 .07510
IAS19 CINDEX 46 .59 1.00 .9427 .09651
IAS12 CINDEX 46 71 1.00 .9814 .05310
Overall CINDEX 46 .80 1.00 .9522 .03999
Rwanda IAS1 CINDEX 19 72 1.00 .9566 .08360
IAS7 CINDEX 19 .60 1.00 .9684 .10029
IAS16 CINDEX 19 13 1.00 .8719 24141
IAS18 CINDEX 19 .00 1.00 .8571 .23810
IAS19 CINDEX 19 14 1.00 .8900 .25949
IAS12 CINDEX 19 g1 1.00 .9549 .09586
Overall CINDEX 19 .39 1.00 9165 16014

Source: from the field data

Table 4 exhibits IAS disclosure by industry category for each country. Financial reports
were classified as; industrials, finance and insurance, utilities, consumer goods and consumer
services. The disclosure level by industry category indicates 97% for Industrials, 96% finance
and insurance, 85 for utilities, 97% consumer goods and 96% consumer services. On the other
hand, in Rwanda Finance and insurance found to indicate 98%, Telecommunication, 48%,
Consumer goods 98%, consumer services 98%. Comparative finding indicates that, industry
category that is Utilities in Uganda and telecommunication in Rwanda exhibited low disclosure

over the time series.
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Table 4: IFRS Compliance Disclosure by Industry Category

Disclosure according to industry categories N Min Max Mean Std. Deviation

Uganda Industries Overall CINDEX 3 .95 .99 .9699 .02042
Finance Overall CINDEX 24 .89 .99 .9577 .02348
Utilities Overall CINDEX 3 .80 .90 .8526 .04726
Consumer goods Overall CINDEX 6 .92 1.00 9741 .03101
Consumer services Overall CINDEX 10 .85 1.00 .9506 .04057

Rwanda Finance Overall CINDEX 12 .90 .99 .9627 .03250
Telecom Overall CINDEX 2 .39 .56 AT757 .11570
Consumer goods Overall CINDEX 3 .98 .99 .9845 .00169
Consumer services Overall CINDEX 2 .96 1.00 .9778 .03145

Source: From the field data.

4.1.3. Testing the regression model.

Table 5 exhibits multiple regression analysis carried out using four different statistical
tools, namely the multivariate, ordinary least squares (OLS), Fixed effect (FE) and random
effects (RE) models. The purpose of this approach is because the data set represents time series
and as well to provide robustness to the model test illustrated below.

CINDEX = g, + B,LoGsize + B,prof + B,LoGAudit + 8, LoGMultiN + B leverage

Refer to chapter 3 (the Methodology); CINDEX was scored as unweighted scores, in
which Standardization became necessary to mitigate the effect of skewness. We employed
“Natural log” as a controllable measure to transform the independent variables into natural log
forms (Bonetti et al., 2016). We added binary numbers 1 or +2 to the dummy variables created
for some reasons, where the scores had been reported as zero. Firm size was computed from
the book value of firm total assets (LogSize), we computed the profitability (Profit) of each
firm as a ratio of return on equity (ROE). Leverage was determined as a ratio of debt to equity

(Leve). Similarly, Audit-type (Logauditl, Logaudit2) and multi-national (multinl,
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Logmultin2) were scored as dummy variables which measures firms’ choice to be audited by
big-4 scored as 1 or otherwise 0, and the multi-national variables determined when a company
is a multinational scored as 1 otherwise 0. Finally, consideration for the heterogeneity effect of
the data was taken as further measure to reduce the variance by applying robust standard error

type regression.

4.1.4. Multivariate regression

Table 5: The Summary of the Multiple Regression Analysis.

STATA (SS)
Model Model 1 Model 2 Model 3 Model 4
Multivariate OLS Fixed Effect Random Effect

CINDEX P>|t| P>|t| P>[t| P>|z|
Logsize (Firm size) 421 .361 974 .886
LogProfit (profitability) 267 .091 .249 .359
LogAuditl (Bigd==1) .000 .000 .904 .898
LogAudit2 (others==0) .000 .000 - -
LogMiltinal (Parent==1) 967 .944 - .790
LogMultina2 (Subsid ==0) - - - -
LogLeve (Leverage) .014 .051 .303 .674

within =.0630 within = .0567
R? .9928 .9928 between = .1238 Between =.0352

Overall =.0730 Overall =.0232
P-Value .0000 .000 .6379 .9486
F 1358.899 5223.83 .640 1.16

Notes: The result of the multiple regression computed using different statistical tools, dependent Variables
CINDEX (constant), the purpose was to provide robustness to the model in predicting the compliance
levels. In the multi regression modell (the multivariate analysis) assumed compliance can be influenced
by multiple factors, the result exhibits a strong correlation with R2 =. 9928; F-statistics = 1358.899;
statistically significant P-Value = .000, while the individual coefficients audit by big4 and others and
leverage are also significant; In the model two (Ordinary least Square OLS), since the dataset represent
time series 2015 to 2017, pool analysis was run. Multina2 automatically omitted because of collinearity,
the overall model is also significant and strongly correlated R2 =. 9928, P-Value <. 050. The limitation
of the multivariate and OLS analysis assumes the dataset as homogeneous, non-time variance, that’s why
the FE & RE models were employed to provide robustness to the results of the best fit of the regression
model by declaring dataset as panel. The FE model (within regression), logaudits2, logmultinal and
logmultina2 omitted because of collinearity, no significance found in the test P-Value >. 05. Lastly, the
Random-effects GLS regression, logaudit2 and logmultina2 omitted because of collinearity. No significant
found in the test P-Value >. 05.
Source: From the Field data
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The analysis showed modell (multivariate) and model 2 (OLS), is strongly correlated
with R2=. 9928 and is statistically significant P-Value =. 000, and the individual coefficients
Logauditl, Logaudit2 and LogLeve indicates significant. However, the FE and RE models do
not indicate a significant relationship with the model. Additionally, the function of the financial
audit act as a mechanism for diagnosing internal and external risk of a firm, in this study, we
found that regardless of the audit type (big 4 or other local firms), both positively influence the
levels of compliance, however, it should be noted again in this study, being audited by big4 is
high 45%-degree of influence compared to 34% audit levels with others. The results support
the notion which suggests that, companies whose capital structure is debt financing obligation
to disclose more information (Palmer, 2008).

Our research objective (ii) was supported in part by the regression model, no association
found between Firm size and level of compliance. Although, Ali Ahmed & Henry (2004)
reported a positive correlation of firm size and the level of compliance in India and Bangladesh,
however, (Glaum et al., 2003) reported a negative relationship in Germany, hence the result is
consistent. Profitability does not have significant link to vary with the level of compliance, it’s
consistent with previous compliance studies (Samaha & Khlif, 2016). Finally, Samara & Khlif
(2016) found no evidence to support arguments that when a company is a multinational it will
incline to display a high level of compliance because of the nature of its operations, investors
are looking to invest their capital in more financially sound company because must satisfy more
local and international regulatory. Note, while some results showed no evidence, it does not
dispute prior literature that had reported positive association of firm size with level of
compliance (Glaum & Street, 2003)

Table 6 exhibits Spearman’s Rank Correlations Matrix, the interrelations within
dependent and independent variables. The essentials of running this test to identify any

occurrence of interrelationship within the variables that may cause statistical interference in
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the data thereby making the data less reliable. One way to reduce the irregularity of such
occurrence is by means of Spearman’s rank Correlation technique as illustrated in the table.
We found the correlation coefficients do not have a strong positive relationship between the
variables that may be considered as major interference to the data since they fall below 0.80
(Neuendorf, K., 2016). The coefficient correlation matrix in the table has indicated only three
of the highest correlation indices as 0.4505* (firm size and audited auditing by big 4), 0.3719*
(profit and audits by others), - 0.3719* (profit and multinational). This therefore suggests that

interrelationship within the independent variables in the regression model is low.
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4.1.5. Spearman’s Rank Correlation Matrix

Table 6 Spearman’s Rank Correlation Matrix for independent variables

N =65 CINDEX Logsize Profit Leve LogAuditl LogAudit2 LogMultil LogMulti2
CINDEX 1,000

Logsize (Firm Size) 0.0911 1.000

LogProfit (Profitability) 0.0813 -0.1968 1.000

LogAuditl (Bigd==1) 0.1845 0.4505* 0.0736 1.000

LogAudit2 (others==0) 0.1533 -0.1423 0.3719* 0.1548 1.000

LogMiltinal (Parent==1) -0.1533  0.1423 -0.3719* -0.1548 -1.000 1.000

LogMultina2 (Subsid ==0) 0.2029 -0.2229 -0.1236 -0.1664 0.0171 -0.0171 1.000

LogLeve (Leverage) -0.2029 0.2229 0.1236 0.1664 -0.0171 0.0171 -1000 1.000

Source: From the Field data
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4.2. Summary

The topic of Compliance with International financial reporting standards helps
regulators and shareholders with the ability to compare transaction across borders and enhances
transparency. Three theories supporting this concept of firm disclosure for compliance were
discussed in section 2.2. This study sought to address two primary questions exploring the
extent and levels listed firms in Uganda and Rwanda complies with IFRS and the significant
effect firm structure have on the levels of IFRS compliance, these questions include; (1) to
what extent and levels do listed firms in Uganda and Rwanda comply with international
financial reporting standards IFRS? (2) What significant effect does firm structure have on the
level IFRS disclosure?

To address the first question, the research obtained a sample of sixty-five (65) financial
statements presented in the time series 2015 to 2017 and assessed the disclosure of the
following standards; IAS 1, IAS 7, IAS 16, IAS18, IAS 19 and IAS 12 with the help of a
checklist from which the compliance indices were constructed. Lastly, descriptive statistical
tools were employed to explain the extent of the CINDEX. Similarly, multiple regression
models were selected to deal with the second question where the firm attributes; firm size,
profitability, leverage, audit type and multinational were computed using different statistical
tools discussed in section 3.1.2 and 3.1.3 respectively.

The overall mean compliance index determining the extent of IFRS compliance in
Uganda was found indicate an average of 95% for the sample observed where the disclosures
were 96% in 2017, 95% in 2016 and 2015 whereas in Rwanda, the average compliance was
92% where the disclosures reported were 90% in 2017, 90% in 2016 and 96% in 2015. These
findings support the main theoretical argument of the research that listed companies exhibit

high compliance with IFRS because capital markets operate as an integrated network of the
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various market participants, hence IFRS provides mechanisms and reduce asymmetry of
information and cost. Without compliance with IFRS the smooth function of capital markets
could be almost unbearable, hence high compliance by listed companies. This result also
suggests, average listed companies in Uganda have a high compliance index compared to those
listed in Rwanda. However, none of the listed firms are fully compliant with the standards
based on the sample assessed.

The regression model test revealed significant relationship exist between firm structure
and IFRS disclosure. The multivariate and OLS models exhibited a very strong positive
relationship statistically significant; meanwhile individual coefficients such as audit type and
leverage also showed significance. This further suggests, the role of auditors is central in
maintaining consistence of financial reporting aligned to the standards. Moreover, firms whose
capital structure are debt financed are inclined to disclose more, we argued the context of the
listed companies in the observation that, leverage indicates the mean of 1.291 and 3.334 in
2017 for Uganda and Rwanda respectively. In other words, the listed firms had relied on debt
financing structure which already set upon them a condition to comply and disclosure of
detailed information to harmonize the relationship between firm and fund providers. These
findings provide support for IFRS compliance as essential in the viewpoint of management,
together with regulators, shareholders and other Stakeholders such as Investors and fund
ventures (Philip, B., 2011).

This research is important for enrichment of knowledge and literature on the study of
IFRS in the two countries. Moreover, to provide baseline support for comparative information
and future research as well, it could be used to explain fear associated with foreign direct
investment FDI, thus to increase levels of trust. It should also be noted that, this study is
important as it provides a baseline for future research opportunities to investigate the insight

performance of these listed firms. On the other hand, it offers the regulatory agencies
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reinforcement to engage listed companies in cooperation and programs that promote IFRS
compliance to a high degree of compliance, thereby increase levels of confidence and reduce
risk involved in the capital market.

Although we may have overemphasized our achievement, it is important to note some
limitation encountered during the research; this research focused solely on investigating the
extent of compliance with the standards and examining firms’ features presented in the model.
Such analysis does not provide in-depth of internal controllable measures subject to IFRS
interpretation by each firm, as it was argued by Palmer (2008) that, companies might be
tempted to disclose to satisfy regulators. This may contradict the principle of relevancy and
reliability of information on financial statements of companies to outsiders, however, financial
statements remained a channel of communication between a company and its clients, hence, it
depends on the regulatory environment where the company operation is based, maximum
monitoring and sensor allows them to act responsibly. We did not collect regulators’ and
auditors’ comments applied to these findings, which, however, offers a new opportunity for
future investigation. Another challenge was that the size of the market is small making it
difficult to make absolute comparison with prior literatures whose studies investigated large
samples more than 100 companies, yet we sample accumulated for three periods has been just
N= 65, such characteristics of the sample is bounded for large statistical errors and limitation
while applying statistical tools (Combs, 2010; Shahshahani, 1994).

Future research should focus interest to address; foremost, the study on the effect of
institutional enforcement policy. While also investigation should include the study of IFRS
compliance in the viewpoint of internal control and management respect to the listed firms

because it’s an essential part to ensure consistent compliance with IFRS by all listed companies.
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4.3.  Conclusion

To conclude, the study has achieved its core objectives set forth affecting the extent
listed company complies with IFRS in Uganda and Rwanda. Based on the sample, the study
found none full compliance with IFRS, although listed companies indicated a high degree of
disclosure, these findings satisfied our main theoretical argument pertaining to listed firms’
compliance with the standards for efficient and effective capital market operations. The result
of the regression model supports objective 11 of the study. The choice of audit type and leverage
were found to have a positive influence on the levels of IFRS compliance, whereas profitability,
firm size and multi-national exhibited no significance in the models. As discussed, this study
provides useful information to the regulatory agencies and shareholders or investors to
maintain financial audit services as a key mechanism for promoting IFRS levels of compliance
to the exceptional degree. On the other hand, the stakeholders, should utilize audit services as
essential to reduce conflict of interest and risk of agency problem by means of financial
disclosure, transparency and accountability. More also, the regulatory agencies should embark
on cooperation and training programs specially to those that can highlight the gray areas of the
standards with low disclosure to maintain consistent compliance throughout. The regulators
may also need to consider building the capacity of SMEs as one way for creating awareness,
towards a competitive capital market and better performance for creating potential
opportunities of future listing because IFRS was adopted mandatory to be applied by publicly

owned corporations, while SMEs were encouraged to apply.
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APPENDIX A: Disclosure and Presentation Checklist

5.0.  Presentation of Financial Statement (IAS 1)

Scoring: the responses are Yes = 1, No = 0.

This section of the checklist addresses IAS 1, which prescribes the basis for presentation of
general-purpose financial statement to ensure comparability both with the entity’s financial
statements of previous periods and with the financial statement of other entities.

Reference | Presentation/disclosure requirement 01

Complete set of financial statement

A complete set of financial statement comprises of;

IAS 1:10 (a) A statement of financial position as at the end of the period,

IAS 1:10 (b) A statement of comprehensive income for the period;

IAS 1:10 (C) A statement of changes in equity for the period,

IAS 1:10 (d)| A statement of cash flows for the period;

IAS 1:10 (e) Notes, comprising a summary of significant accounting policies
and other explanatory information

Fair presentation and compliance with IFRSs

IAS 1:16 | An entity whose financial statements comply with IFRSs shall
make an explicit and unreserved statement of such compliance in|
the notes.

Going concern

IAS 1:25 | When preparing financial statements, management shall make a
assessment of an entity’s ability to continue as a going concern.

Accrual basis of accounting

IAS 1:27 | An entity shall prepare its financial statements, except for cash
flow, using the accrual basis of accounting.

IAS 1:29 | An entity shall present each material class of similar items
separately in the financial statements.

Comparative information




IAS 1:38

Except when IFRS permits or require otherwise, an entity shall
disclose comparative information in respect of the previous
period for all amount reported in the current period’s financial
statement.

Identification of the financial statements

IAS 1:49

An entity shall clearly identify the financial statements and
distinguish them from other information in the same published
document.

IAS 1:51

An entity displays the following information prominently and
repeat it when is necessary for the information presented to be
understandable.

IAS 1:51(a)

The name of the reporting entity or other means of identification,
and any change in that information from the end of the preceding
reporting period.

IAS 1:51(b)

Whether the financial statements are of the individual entity or a
group of entities;

IAS 1:51(c)

The date of the end the reporting period or the period covered by
the set of financial statements or notes;

IAS 1:51(d)

The presentation currency

IAS 1:51(e)

The level of rounding used in presenting amounts in the financiall
statements.

Statement of financial position

Information to be presented in the statement of financial
position

IAS 1:54

As a minimum, the statement of financial position sheet shall
include line items that present the following amounts;
As a minimum, the statement of financial position sheet shall
include line items that present the following amounts:

IAS 1:54 (a)

Property, Plant and equipment;

IAS 1:54(b)

Investment property

IAS 1:54(c)

Intangible assets;

IAS 1:54(e)

Investments accounted for using the equity method;

IAS 1:54(g)

Inventories

IAS 1:54(h)

Trade and other receivables




IAS 1:54(i)

Cash and cash equivalents;

IAS 1:54(k)

Trade and other payables;

IAS 1:54(L)

Provisions;

IAS 1:54(n)

Liabilities and assets for the current tax, as defined in the IAS 12
income taxes;

IAS 1:54(0)

Deferred tax liabilities and deferred tax asset, as defined in IAS
12;

An entity shall disclose the following, either in the statement of
financial position or the statement of changes in equity, or in the
notes;

IAS 1:79(a)

For each class of shared capital;

The number of shares authorized;

The number of shares issued and fully paid, and issued but not
fully paid;

Par value per share, or the shares have no par value

IAS 1:79(b)

A description of the nature and purpose of each reserve within
the equity;

Information to be presented in the statement of comprehensive
income

IAS 1:82(a)

Revenues;

IAS 1:82(b)

Financial cost;

IAS 1:82(d)

Tax expense;

IAS 1:82(f)

Profit or lost;

IAS 1:82(i)

Total comprehensive income;

Statement of change in equity

An entity shall present a statement of change in equity, showing
in the statement;

IAS 1:106(a)

Total comprehensive income for the period;




IAS

1:106(b)

For each component of equity, the effects of retrospective
application or retrospective restatements recognized in
accordance with IAS 8 and;

IAS

1:106(d)

For each component of equity, a reconciliation between the
carrying amount at the beginning and at the end of the period.

Information to be presented in the statement of change in equity
or the notes

IAS 1:107

An entity shall present, either in the statement of changes in
equity or in the notes:

The number of dividends recognized as distributions to owners
during the period, and

The related number of dividends per share

Disclosure of accounting policies

An entity shall disclose in the summary of significant accounting
policies;

IAS

1:117(a)

The measurement basis (or bases) used in preparing the financial
statement, and

[IAS

1:117(b)

The other accounting policies used that are relevant to an
understanding of the financial statements;

Judgements made in the process of applying accounting policies;

IAS 1:122

An entity shall disclose, in the summary of significant
accounting policies or other notes, the judgements (apart from
those involving estimations) that management has made in the
process of applying the entity’s accounting policies that have the
most significant effect on the amounts recognized in the
financial statements.

Sources of estimation uncertainty

IAS 1:125

An entity shall disclose information about the assumptions it
makes about the future, and other major sources of estimation
uncertainty at the end of the reporting period, that have a
significant risk of resulting in a material adjustment to the
carrying amount of asset and liabilities within the next financial
year.

-4 -




In respect of such assets and liabilities, he notes shall include
details of;

IAS Their nature; and
1:125(a)
IAS Their carrying amount as at the end of the reporting period.
1:125(b)
IAS 1:134 | An entity shall disclose information that enables users of its

financial statements to evaluate the entity’s objectives, policies
and processes for managing capital;

To comply with paragraph134 of IAS 1 (see above), the entity
discloses the following;

IAS 1:135(a)

An entity shall disclose qualitative information about objectives,
policies and processes for managing capital including;

1). A description of what it manages as capital;

i1). How it is meeting its objectives for managing capital

IAS

1:135(b)

Summary quantitative data about what it manages as capital;

IAS 1:136(a)

a). Summary qualitative data about the amount classified as
equity;

Other disclosures

An entity shall disclose in the notes;

IAS 1:137(a)

The amount of dividends proposed or declared before the
financial statements were authorized for issue but not recognized
as a distribution during the period, and the related amount per
the share; and,

IAS

1:137(b)

The amount of any cumulative preference dividends not
recognized.

An entity shall disclose the following, if not disclosed elsewhere
in information published with the financial statements.




IAS 1:138(a)

The domicile and legal form of the entity, its country of
incorporation and the address of registered office or principal
place of business, if different from the registered office.

IAS

1:138(b)

A description of the nature of the entity’s operations and its
principal activities;

Source: Deloitte (2010)




6.0. IAS 7 Statement of cash flows.

Reference | presentation/disclosure requirement o1

This section of the checklist IAS 7, which describes the way a statement of cash flows
should be prepared.

Classification of cash flows

IAS 7:10 | The statement of cash flow shall report cash flows during the
period classified by operating, investing and financing activities.

Reporting cash flows operating activities

IAS 7:18(a)| The direct method, whereby major classes of gross cash receipt
and gross cash are disclosed; or

IAS 7:18(b)| The indirect method, where by profit or loss is adjusted for the
effect of transaction of a non-cash nature, any deferrals or
accrual of past or payments, and items of income or expense
associated with investing or financing cash flows;

Reporting cash flows from investing and financing activities

IAS 7:21 | An entity shall report separately major classes of gross cash
receipt and gross cash payments arising from investing and
financing activities;

IAS 7:28 | The effect of exchange rate changes on the cash and cash
equivalents held or due in a foreign currency is reported in the
statement of cash flows in order to reconcile cash and cash
equivalents at the beginning and the end of the period.

IAS 7:31 | Cash flows arising from interest and dividends received and paid
shall each be disclosed separately.

IAS 7:35 | Cash flows arising from taxes on income shall be separately
disclosed;

IAS 7:35 | Cash flows arising from taxes on income shall be classified as
cash flows from operating activities unless they can be
specifically identified with financing and investing activities

Components of cash and cash equivalents.

IAS 7:45 | An entity shall disclose the components of cash and cash
equivalents;




IAS 7:45 | An entity shall present a reconciliation of the amount for cash
and cash equivalents in its statement of cash flows with the
equivalent items reported in the statement of financial position.

IAS 7:46 | The order to comply with IAS 1 presentation of financial
statements, an entity discloses the policy that it adopts in
determining the composition of cash and cash equivalents

Source: Deloitte (2010)

IAS 16; Property, Plant and Equipment .7.0

This section of the checklist addresses the presentation and disclosure requirements of IAS
16, which prescribes the accounting treatment for property, plant and equipment. The
principal issue in accounting for property, plant and equipment are; the cognition of assets,
the determination of carrying amount and the recognition of depreciation charges and
impairment losses.

Reference Presentation/disclosure requirement 0]1

General disclosure

The financial statements shall disclose, for each class of
property, plant and equipment;

IAS 16:73(a) | The measurement bases used for determining the gross carrying
amount;

IAS 16:73(b) | The depreciation method used;

[IAS 16:73(c) | The usefulness or the depreciation rate used;

IAS 16:73(d) | The gross carrying amount and the accumulated depreciation
(aggregated with accumulated impairment losses) at the
beginning and end of the period.

IAS 16:73(e) | Areconciliation of the carrying amount at the beginning and end
of the period showing;

additions;

Acquisition through business combination;

Increase or decreases resulting from revaluations;

Impairment losses recognized in profit or loss in accordance
with IAS 36;




Impairment losses reversed in profit or loss in accordance
with IAS 36

Depreciation

The financial statement shall also disclose;

IAS 16:74(a)

The existence and amounts restriction on title, and property,
plant and equipment pledge as security for liability

IAS 16:74(b)

The amount of expenditures recognized in the carrying of an
item of property, plant and capital equipment in the course
of its construction;

IAS 16:76 An entity discloses the nature and effect of any change in an
accounting estimate relating to property, plant and
equipment that has an effect in the current period or is
expected to have an effect in subsequent periods, in
accordance with IAS 8 accounting policies, changes in
accounting estimates and error;

Assets carried at devalued amounts
If items of property, plant and equipment are stated at
revalued amounts, the flowing shall be disclosed;

IAS The effective date of the evaluation;

16:77

IAS Whether an independent valuer was involved;

16:77(b)

IAS The methods and significant assumption applied in
estimating the item’s fair value;

16:77(c)

IAS The extent to which the items’ fair values were determined
directly by reference to observable prices in an active

16:77(d) market or recent market transaction on arm’s length terms or
were estimated using other valuation techniques;

IAS For each revalued class of property, plant and equipment,
the carrying amount that would have been recognized had

16:77(e) the assets been carried under the cost model; and

IAS The evaluation surplus, indicating the change for the period
and any restrictions on the distribution of the balance to

16:77(f) shareholders.

IAS 16:42 The effect of tax on income, if any, resulting from the

evaluation of property, plant and equipment are recognized;
and




Disclosed in accordance with IAS 12 income taxes.

Presentation of gains and losses arising on derecognition

IAS 16:68 The gain or loss arising from the derecognition of an item of]
property, plant and equipment shall be included in profit or
loss when the item is derecognized.

IAS 16:68 Gains arising from the derecognition of an item of property,

plant and equipment shall not be classified as revenue.

IAS 16:68(a)

The proceeds from the sale of items of property, plant and
equipment that an entity has held for rental to others and
that it routinely sells in the course of its ordinary activities
shall be recognized as revenue in accordance with IAS 18
revenue

Source: Deloitte (2010)
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8.0. IAS 18; Revenue

This section of the checklist addresses the presentation and disclosure
requirements of IAS 18.

Reference Presentation /disclosure requirement 0l 1

An entity shall disclose;

IAS The accounting policies adopted for recognition of revenue,
including the method adopted to determine the stage of
18:35(a) completion of transaction involving the rendering of services;

IAS 18:35(b) | The amount of each significant category of revenue recognized
during the period, including revenue arising from;

The sale of good;

The rendering of services;

Interest;

Royalties;

Dividends; and

IAS 19 Employee benefits

This section of the checklist addresses the presentation and disclosure requirement of IAS 19,
which prescribes the accounting for employee benefits.

Reference | Presentation and disclosure requirements 01

Short -term employee benefits

IAS 19:23 | IAS 19 does not require specific disclosure about short-term
employee benefits, but IAS 24 related party Disclosure
requires an entity to disclose information about employee
benefits for key management personnel and IAS 1
presentation of financial statement requires that an entity
shall disclose its employee benefits expense.
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Post-employment benefits defined contribution plans

IAS 19:46 | An entity shall disclose the amount recognized as an expense
for defined contribution plans;
Post- employment benefits- defined benefits plans
Disclosure
An entity shall disclose the following information about
defined benefit plans;
IAS The entity’s accounting policy for recognizing actuarial
gains and losses;
19:120A(a)
IAS The reconciliation of opening and closing balances of the
present value of the defined benefit obligation;
19:120A(c)
IAS An analysis of the defined benefit obligation into amounts
arising from plans that are wholly or partly funded;
19:120A(d)
I1AS A reconciliation of the opening and closing balances of the
fair value of plan assets and the opening and closing balances
. of any reimbursement right recognized as an asset in
19:120A(d) accordance with paragraph 104A of IAS 19.
I1AS A reconciliation of the present value of the defined benefit
obligation in paragraph 120A(c) and the fair value of the plan
19:120(f) asset in paragraph 120A(e) to the assets and liabilities
' recognized in the statement of the financial position;
IAS the total expense recognized in profit or loss for each )
of the following, and the line item(s) in which they are
19 120A(g) lnCluded;

current services cost; 1)

i1) interest cost;

111) expected return on plan assets;

1v) actuarial gained and losses;
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V) past service cost;

vi) the effect of any curtailment or settlement; and

IAS the total amount recognized in other comprehensive income
for actuarial gains and losses;

19:120A(h)

IAS a narrative description of the basis used to determine the
overall expected rate of return on asset, including the effect
19:120A(i) of the major categories of plan assets;
IAS the actual return on the plan assets 1)

19:120A(m)

IAS J) the principal actuarial assumptions used as at the end of the
reporting period

19:120A(n)

IAS k) the amount for the current annual period and previous four
annual periods of the present value of the defined benefit
. obligation, the fair value of the plan assets and the surplus or
19:120A(p) deficit in the plan;
IAS q) the employer’s best estimate, as soon as it can reasonably
be determined, of contributions expected to be paid to the
19:120A(q) plan during the annual period beginning after the reporting
period;

IAS 19:125 | Where required by IAS 37, an entity disclose information
about contingent liabilities arising from post-employment
benefit obligations;

Termination benefits.
IAS 19:142 | As required by IAS 1, an entity disclosed the nature and

amount of an expenses arising from termination benefits if it
is material;

-13-




IAS 12; Income Taxes

This section of the checklist addresses the presentation and disclosure requirements of IAS

12, which prescribes the accounting treatment for income taxes;

Reference | Presentation /disclosure requirement 0
Tax expense
IAS 12:77 | The tax expense (income) related to profit or loss from
ordinary activities shall be presented in the statement of;
Comprehensive income;
Disclosure
IAS 12:79 | The major components of tax expense (income) shall be
separately disclosed;
The following shall also be disclosed separately;
IAS The aggregate current and deferred tax relating to items that
are charged or credited directly to equity;
12:81(a)
IAS The amount of the income tax relating to each component of
other comprehensive income
12:81(b)
IAS An explanation of the relationship between tax expense
(income) and accounting profit in either or both of the
12:81(c) following forms;
a numerical reconciliation between tax expense 1)
(income) and the product of accounting profit multiplied by
the applicable tax rate (s), disclosing also that basis on which
the tax rate (s) is or are computed; or
i1) a numerical reconciliation between the average effective
tax rate and the applicable tax rate, disclosing also the basis
on which the applicable tax rate is computed,
IAS d) an explanation of change in the applicable tax rate (s)
compared to the previous accounting period;
12:81(d)
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IAS 12:81(f)

e) aggregate amount of temporary differences associated with
investments in subsidiaries, branches and associates, and
interests in joint venture, for which deferred tax liabilities
have not been recognized (see paragraph 39 of the IAS 12.

IAS

12:81(g)

g) in respect to each type of temporary differences, and in
respect of each type of unused tax losses and unused tax
credits;

the amount of the deferred tax assets and liabilities 1)
recognized in the statement of the financial position for each
period presented; and

i1) the amount of the deferred tax income or expense
recognized in the statement of financial position

IAS 12:81(i)

h) the amount of income tax consequences of dividends to
shareholders of the entity that were proposed or declared
before the financial statements were authorized for issue, but
are not recognized as liability in the financial statements;

IAS 12:88 | An entity discloses any tax-related contingent liabilities
assents in accordance with IAS 37 provisions, contingent
assets and contingent liabilities;

IAS 12:88 | Where changes in tax rates or tax laws are enacted or

announced after the reporting period, an entity discloses any
significant effect of those changes on current and deferred tax
assets and liabilities, in accordance with the general principles
IAS 10 Events after the Reporting Period.

Source: Deloitte (2010)
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Appendix B: Procedures for evaluating the Financial Statements

9.0.  Exhibit 1: Statement of Comprehensive Income. ..

Statement of comprehensive
income for period (IAS1:10b)

Disclosure of comparative information

in the current period’s financia
statements (1AS1:38

Statement of comprehensive
income for period
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Source: Umeme Annual Report 2017

10.0. Exhibit 2: Statement of Financial Position.

£ = I B = g

Staemer. o7 DLl ToZilion
FORTHE “EAP ZM EIStatement of financial position
as at the end of the period

(|ASl:103.) 2017 2006 &
Mooe
Pnn-oumerTt assets
Intangible asmtc 15 1,023,798 1317,309 J17309
Crtheer firancial ascet [ 499,70 7o0le 008
Concession amangeme Tt firancial asset 7 394,985 31025 ILI0RS
1,918,553 1,750,352 1,750,352
Invenbones 13 50,490 55521 55521
Amourm recoversble Tom oustomer capital oormrbtions L] 13,461 E9E7 & 5987
Tax recoveraie 131} 8173 - 11841
Trade and other recerables ] ITE2 388,994 3L959
Bank: halances 21 2 24704 24204
430,880 475,701 441,507
2,349,433 1,126,053 2,191,859
Ecuity
Izmued capital n 7748 17,748 17,748
Share premium 3 M2 T2 70252
Fistaired sarmings 357,335 334085 314507
Proposed Dividends 24 12323 12,745 -
Trarsation Fesens 143,971 179,405 179405
617,669 624,276 597,052
Mon=current liabilites
Bomowings 5 440, 0 SR AE STRA1G
Concession oblgation 5 34,985 361025 353005
Defermed income tax lability I34c) 1 &0,E58 111,285 1285
Lorg term incentie plan 7 LBa7 2RET
1,006,804 1,055,5%3 1,055,593
Cuwrrent liabilities
Barmoeings 15 198,456 124,021 124,001
CLstomer seunty deposits 15 415 130 130
Defemed income % 17768 7005 7.005
Prosisions 30 312 9BE 9743 B3
Trade and other payables 3 s e I TRE 334084
Current income tac payaile 13 (1) 1970
Short term bormowing 32 41 59 43,079 42009
714,960 546,184 S44,214
2,349,433 1,126,053 2,191,859

The firandal staements on papes 78 o |44 were approved by the Boand of Directors on 26th Manch 2018 and wens sgned on its
besbal by

Source: Umeme Annual Report 2017
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11.0. Exhibit 3: Statement of Change in Equity.

Statement of change in equity
or period

Source: Umeme Annual Report 2017
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12.0. Exhibit 4: Statement of Cash Flows.

Statement of cash flows for

Statement of Cash Flows period (IAS1:10d)
FOR THE YEAR EMDED 3| DECEMBER 2007

Frofit bedore tax 400 198,132
Audjustmeene for

Imterest reosived from banis 1o 3817 (4463
Firanoe incomes on oonoession financial 2mest 17 (FR0ET) (25,4467
Amortisaton of mangibie amets ) B SR &l 5T
Imparment'os on disposl of imargble 2eosts 17544 1533
Imterest ewpense on bormowings 5 45 137 IE59E
Amortisaton of defermed rarsscton costs T LT
Firance cost on concemion obligaton 1 A0 5459
Fair waes loss on waluation of ather frandal asset & ToES -
Firance incomes other financal asset 1& =21 (B05)
Linrealiced soregn eschange lossef|Faire] on transation 2378 (2557
Cash flows before workdng capeml monssements 2O, 565 296 04T
Chamge in:

Imvertores (2.3 (12,0123
Amount recowverable fom customer @pital comributions G547 =)
Trade and other recerables 59335 o120
Dreferred income L] [T Sy ]
Long tenm: incerrtve: plan (2B5TH {11 A2T)
Prosssions 243 2E0E
Trede and other payables &5, 980 ]
Cash penerated from operadng actvities IS5 474 T34 484
Interest reoeived from banies 1 451 445
syt incoime tan: praid 13¢b) (3,735) (2E5TT
Imterest paid on Loan bormoswings 25 A5 00T EA3E
Commitment fees on bormowings 5 (244T) D ]
Mot cash fiows firoen operating activithes 304,732 1TOETO
vt ng asctiwrties

Pudhase of imangible asseis 15 (23687 BTN
Mot cash fiows used in investng acoreities {23&EA2T) (317,727
Finarcing activides

Repayment of princpal on bomowings 5 [ 124543) (G238
Frdet procesds fom bomowsings 5 T 13300 245,750
Dividerds paid (12557 (57 A45)
Pt cash flows from fimandng activities (55,5900 125,938
Fdet increasel/{decrease) in cash and cash eguirmlentcs ITIE (20, 18%)
Coch and csh equivdlenix 2 | famuary [(24,355) {3,75E)
Caxh and csh equivdlents & 31 December 33 (L2400 [24.955)

The notes o=t o on papes 83 o 144 orm on meged pot of these Hnonool’ soements

Source: Umeme Annual Report 2017

Classification cash flows
(IAS7:10, 1AS7:18a,
IAS7:18b.............. )
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13.0. Exhibit 5: Sample of the Notes to the Financial Statements

L bl = il

Notes to the Financial Statements

Fair presentation and
compliance with IFRS
(IAS1:16, 1AS1:25,

I. COMPANY INFORMATION AND GOING CONCERN

I.1 Company Information

The Cornpany ertered intoe 2 concesson arrangerrent efective | Farch 2005 in which, among other terms & signed a Lease and
Astpnrrent Agreement (“LAA") with Uganda Elecricty Disibution Company Limited (UEDCLT) for the Power Disriution
Metwork for 2 period of 20 years The LA4 provides for termination of the agresment by ether partg but 2 *Buy-Out Amount” (2
defirad in the agresment) is payable to the Company by Governmens of Uzanda [Gold™).

The concession is siructured so that f Umeme's operational performarcs matches the targets used in setting the tariff, and assuming
no grosth in sabes wolurme during the retil @rff year; Umems's annual retums fom operating the slsciricity distribusion conoession
wil bz agual to a cortrachually alowed return on its apial investments of 208 This cortractual retum is set through the e of e
concession and is not part of the tariff review The retum s on investroent n capitsd ependiure 25 well 25 an alowsd nemm on
‘working capial The return is anrual, based on the level of capial irvestrrent in nominal Uinsed States Dollr (US0") and working
capital in nominal Mgandan Shillings (Jshs™) a5 spproved by ERA

In addition, Limeme recenes all of the rewards and bears all the rigies of achieving its @riff targets, induding distriution losses,
urecollected debe and Distribution Operation, and Maintenance Costs (DOMC). Umeme’s mesting or missing these fargets resuf= n
a positive or negahee impact on the Company's profitability respectivety The Compary is incentivized to sxoeed it @i targsts =

it recesves the reward of eaming additonal revenwes folowing the payment of iz power mupply and operating coss n accordance
with the: tariff rethodobogy but coreersshy thers is fmited protection of downside riges in croumstanoss whens trges ane not

mes dus to underperformance. The costs relzted to the four oot ariff pararreters of distribution losses, uncollected debt, DOMC
and working capital days kg are reflacted inthe retail tariff and thensby provide the Cornpany baseline revenues that should just
cover expenses relating to these parameters. To the sdent actual operating perforrance is betten'worse than envisaged in the: tariff
pararresters, the Cormpany's reverues in respect of thess operating paramesers wil [/ will rot cover the related evpensas lsading o 2
postive § negative impact in the overall profrability of the Comparny:

The @ble below provides the s=t tanff pararmeters for the 4 years to 2018 as agresd between Urneme Limited ard ERA.

Actual
Tariff parameter wir 10ia 2015
Distribution losses (%) 17.2% | %0 183
DEMGC (USD milion)#F 55 504 4467
Uncollected debt () o |& 3

** Torpets are o5 ==t in 2012 but onnual sllowsonce 5 odiusted for temotonal and looa! infictios Statement of dISF|OSIng
“going concern”

1.1 Going concern

The directors have assessed the Company's ability to continue as a going concem and are satisfied that the Company has the
resoUrDes to comtinue in business for the forssesable fiture. Furtherrrons, the dinsctors are niot aware of any other mabsrial
urecertainties that may cast significant doulss upon the Company’s ability to continue 2= a going conoem Therefore, the financil
statements continue to be prepared on the going concern basis.

The finandal staterrents for the year snded 31 Deosmber 201 7 were arthorsed for issue in aocordance with 2 mesolution of the
drectors on 2&th March 2016

Source: (Umeme Annual Report, 2017)
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< @ 2} >
2o o S g g g 2 > « I = | 8| | & 81 81 8| 8| 8|lwv|l x| ol gl oz
g g8 | E» g | 5| 35| 8| ¢ £ £ 2 |3 |g|£| s ol 22l dl 3 23] 2] 2] 5
§F - = 2 | & 5 g i o £ | 5|23 3 2122|2222
= z = a
Industri 24111 | 12072 | 119820 | 25575 | 273962 | 11982 0.0 1.0
Uganda als Parent Others 2015 965 54 54 121 98 054 47 0|0 71 111111 1]1)1|1|0
. . 19623 | 558094 | 81253 476840 | 55809 0.2 5.8
Uganda Finance | Subsidary | KPMG 2015 | 56443 671 154 607 547 4154 42 111 69 111111 1]1)1|1|0
. 14764 | 10585 | 177486 | 50377 17748 0.2 1.7
Uganda Utilities | Parent KPMG 2015 30 7 9 5 860568 69 10 1|0 08 1(1|1}1f(11|1(1|1]1]|1
- . 11320 | 19205 | 939931 | 33437 | 605557 | 93993 0.0 18
Uganda Finance | Parent Deloitte 2015 123 74 14 n7 27 144 57 110 11 111|111 1j0]1]1]|1)|1
consum 64420 | 95749 | 669397 | 13353 | 273251 | 66939 0.7 20
Uganda er goods Parent KPMG 2015 458 05 78 183 04 778 17 110 46 11111021} 1]1]|1)|1
. 11826 | 79424 | 413277 31938 337858 | 41327 0.2 1.0
Uganda Finance | Parent PWC 2015 150 32 9 816 07 792 49 110 58
consum 45220 | 315150 | 50320 | 174770 | 31515 0.8 0.3
Uganda er goods Parent KPMG 2015 | 13104 00 0 00 0 00 09 1|10 47
Consum 11016 | 34192 | 182063 | 59630 | 106273 | 18206 | 0.5 01
Uganda ;r)rvices Parent KPMG 2015 1 00 0 00 0 30 73 110 78
Rwanda Finance Parent EY 2015 15830 | 49242 | 171826 | 24460 147366 17182 0.2 110 6.0 . NeXt page
877 99 768 676 092 6768 01 25 continues from here....
. 59966 | 20484 | 561226 | 99245 | 461980 | 56122 0.2 4.6
Rwanda Finance | Parent EY 2015 855 058 400 545 855 6400 06 110 55
consum . 84087 | 71056 | 122882 | 35383 | 268194 | 12288 0.2 0.7
Rwanda er goods | "arent Deloite | 2015 | 746" | g9 563 213 | 70 2563 | 01| Y| 9] s8
. 18297 165140 | 21513 143627 16514 0.1 6.6
Uganda Finance | Parent PWC 2015 2 35290 8 1 7 08 64 1|10 76
- 42806 0.2 49
Uganda Finance Parent EY 2015 | 43171 | 17327 | 428062 72136 355926 2 40 1|10 34 1(1|1}21f(11|1(1|1]1]|1
Consum
Uganda er Parent EY 2015 12954 | 34213 | 641299 | 73935 493694 64129 46 110 06 1111111} 1]1]1)|1
: 581 60 6 5 96 27 68
services
. . 1.28E | 41203 | 887145 | 22129 | 981665 | 88714 0.1 4.4
Uganda Finance | Subsidary | Others 2015 +08 678 77 4684 884 577 86 0] 1 36 ojofo| 1111|1111
. . 23029 | 31210 | 823780 | 20381 | 619968 | 82378 0.1 3.0
Uganda Finance | Subsidary | KPMG 2015 932 93 10 207 03 010 £3 1)1 42 11| 1|1(1|1]1f1]1]1]|1
Consum
86839 | 52541 | 107336 | 55475 | 345494 | 10733 0.0 0.0
Uganda :Nices Parent Others 2015 978 70 73 110 5 673 05 0|0 62 1|11 (1(1(1j1]1]1|1)|1
. . 3.5E+ | 151E | 372914 | 54475 318438 | 3.729E 0.2 5.8
Uganda Finance | Subsidary | PWC 2015 08 108 1013 7744 3269 +09 77 1)1 6 of1f0f1}j1|1|1|21|1|1}f12
. . 26225 | 158415 | 35667 118410 15841 0.7 0.3
Rwanda Finance | Subsidary | KPMG 2015 | 56443 00 0 00 0 50 35 1)1 32 111|111 ]1(1]1]1|0
- 17327 | 428062 | 72136 | 355926 | 42806 0.2 0.4
Rwanda Finance | Parent EY 2015 | 43171 00 0 00 0 20 40 1|10 93 1(1|1}21f(11|1(1|1]1]|1
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Industri 26037 | 23733 | 605960 | 28034 | 325615 | 60596 0.0 11

Uganda als Parent Others 2016 358 75 63 503 60 063 85 61 111
. . 59524 0.2 1.0

Uganda Finance Subsidary KPMG 2016 | 62806 | 19723 | 595240 96566 96566 0 04 00 1|11
. 13121 219185 59205 105559 21918 0.1 1.7

Uganda Utilities | Parent KPMG 2016 68 99747 9 5 3 59 68 83 111
. . 13882 | 93701 | 983814 | 35382 629992 | 98381 0.0 1.7

Uganda Finance | Parent Deloitte 2016 784 6 37 158 79 137 26 81 111
Teleco
mmunic 11014 | 10324 | 269426 | 26828 26942 0.0 0.0

Rwanda ation Parent PWC 2016 7 63 76 015 114661 676 28 04 0] 1
(ICT)
consum 64322 | 10270 | 656836 | 10867 268469 | 65683 0.9 2.4

Uganda er goods | arent pwC 2016 | 50 | 813 | o8 26 | 40 608 45 70 11
. 81405 | 99476 | 780535 | 43258 | 347952 | 78053 0.2 0.8

Uganda Finance | Parent PWC 2016 74 30 36 249 87 536 30 04 1)1
Consum

Rwanda er Parent PWC 2016 | H%4 | 1088 | g71g1 | 7020 | 152 | e7sa | O o 1|1
services )
consum 48390 | 397730 | 84060 195110 | 39773 0.5 0.2

Uganda er goods Parent KPMG 2016 | 14751 00 0 00 0 00 76 22 1)1
Consum 11615 | 26225 | 158415 | 35667 | 118410 | 15841 | 0.7 03

Uganda er Parent KPMG 2016 8 00 0 00 0 50 35 22
services nage
. 20441 | 58031 | 206138 30423 175715 20613 0.1 5.7 =

Rwanda Finance | Parent EY 2016 506 51 860 125 735 8860 o1 76 A
. 72233 | 20730 | 639117 | 10830 | 529850 | 63911 0.1 4.8

Rwanda Finance | Parent EY 2016 071 879 735 2384 998 7735 o1 02
consum . 88798 | 13978 | 131740 | 31638 | 369841 | 13174 0.0 11

Rwanda er goods | Marent Deloite | 2016 | g5 | 35 315 250 | 67 0315 | 44 69 11
. 21715 174564 24965 149598 17456 0.1 5.9

Uganda Finance | Parent KPMG 2016 5 45325 0 2 8 0 82 02 1)1

Uganda Finance | Parent EY 2016 | 51841 | 16603 | 473713 | 81976 391737 ;”371 %g 47; 1)1
Consum

64271 | 28367 | 500221 20973 50022 1.3 0.3

Uganda er Parent KPMG 2016 13 32 6 77 667421 16 53 18 1(1
services
. . 1.52E 49246 | 147644 27748 119895 1.476E 0.1 4.3

Uganda Finance | Subsidary | Others 2016 +08 711 1075 6669 4406 +09 77 21 111
. . 26907 | 36759 | 905677 | 21421 691460 | 90567 0.1 3.2

Uganda Finance | Subsidary KPMG 2016 645 47 23 669 74 743 79 28 101
Consum

92662 | 49277 | 707045 | 57702 | 325373 | 70704 0.0 0.0

Uganda er Parent Others 2016 627 93 56 282 2 556 85 56 1)1
services
. . 4.24E 1.91E | 458860 71494 387366 4.589E 0.2 5.4

Uganda Finance | Subsidary KPMG 2016 +08 +08 9681 1993 7688 +09 67 18 111
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. . 34192 | 182063 | 59630 106273 | 18206 0.5 0.1

Rwanda Finance | Subsidary | KPMG 2016 | 62806 00 0 00 0 30 73 78 11| 1|1j1|1]|1}f1
Consum

11324 | 16889 87020 152000 87180 0.1 1.7

Uganda er Parent PWC 2016 8 00 871800 00 00 0 94 47 1111|211 1]1
services
. 16603 | 473713 81976 391737 47371 0.2 0.4

Rwanda Finance | Parent EY 2016 | 51841 00 0 00 0 30 03 78 111211111
Industri 27201 | 23952 | 626379 31266 313713 62637 0.0 1.0

Uganda als Parent Others 2017 533 17 75 670 05 975 77 03 o121 1]1|1|1]|1

Uganda Finance Subsidary KPMG 2017 | 63673 | 19704 | 646668 20596 9094 24666 Ogé 082 111 1(1}1]1]|1
- 11610 234943 | 61766 101680 | 23494 0.0 1.6

Uganda Utilities | Parent KPMG 2017 08 35494 3 9 4 33 57 46 1111|211 1]1
. . 16943 | 19950 | 108822 | 38679 701432 | 10882 0.0 1.8

Uganda Finance | Parent Deloitte 2017 493 23 917 697 20 2917 52 13 11| 1|1j1|1]|1}1
Teleco 1
mmunic 17124 | 17716 | 236059 | 23556 23605 0.0 0.0

Rwanda ation Parent PWC 2017 78 89 o1 226 49665 991 75 02 1 111101 0]12
(ICT)
consum 70247 | 85145 | 666663 | 11988 | 326944 | 66666 0.7 2.7

Uganda er goods | Parent PWwC 2007 | 065 | 68 12 170 | 28 312 10 27
. 94016 | 83102 | 883856 | 49474 | 389114 | 88385 0.1 0.7

Uganda Finance | Parent PWC 2017 60 9 08 204 04 608 68 86
Consum

10624 | 1310. 81663 0.0 0.0

Rwanda ggwices Parent PWC 2017 9 8 8192.2 00 25.9 8192.2 00 00 Next page
consum 37704 61026 | 644680 | 14103 | 06 Wl continues from here....

Uganda er goods Parent KPMG 2017 | 20292 00 141038 00 0 8 18 56
Consum 10627 | 10207 | 146144 | 44915 | 119758 | 14614 | 0.2 02

Uganda er Parent KPMG 2017 7 00 0 00 0 40 2'7 6'7
services
. 24483 | 65134 | 260174 | 35064 | 225109 | 26017 0.1 6.4

Rwanda Finance | Parent EY 2017 000 o1 192 526 666 4192 86 20
. 82086 | 23246 | 727160 | 12247 604454 | 72716 0.1 49

Rwanda Finance | Parent EY 2017 644 922 307 1529 568 0327 %0 35 111211111
consum . 86353 | 50787 | 127728 35690 347423 12772 0.1 0.9

Rwanda er goods Parent Deloitte 2017 934 a1 532 923 9% 8532 42 73 1111|211 1]1
. 34700 | 10689 | 305747 | 53233 252513 | 30574 0.2 4.7

Uganda Finance | Parent KPMG 2017 1 2 6 8 8 76 o1 43 11111211 1]1

Uganda Finance Parent PWC 2017 | 48410 | 18918 | 524465 93142 431323 22446 005 435 1211 1(1}1]1]|1
. . . 1.48E | 49405 | 153567 | 33046 120520 | 1.536E | 0.1 3.6

Uganda Finance | Subsidary Deloitte 2017 108 623 2748 1571 8177 409 0 47 ofofO0O|1]1]|1|1]|1
. . 28328 | 42303 | 104967 | 25230 797368 | 10496 0.1 31

Uganda Finance | Subsidary | PWC 2017 848 10 530 650 80 7530 68 60 1111111 1]1
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