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LECON FINANCIAL SERVICES LIMITED

REPORT OF THE DIRECTORS FOR THE YEAR ENDED
31 DECEMBER 2017

The Directors submit their report together with the audited Financial Statements of the Company for
the year ended 31 December 2017.

Legal Form

The company was incorporated in Nigeria as a private limited liability company on 6 November 1970.

Principal Activity

The principal activity of the company is the leasing of capital goods and provision of financial solutions
to individuals and corporate organisations.

Directors' Interests in Contracts

None of the Directors have notified the company for the purpose of Section 277 of the Companies and
Allied Matter Act, CAP C20 LFN 2004 of any disclosable interest in contracts with which the company
was involved as at 31 December 2017. ‘

Details of Shareholding

The issued and fully paid shares of the company as at 31 December 2017 were beneficially held as
follows:

Ordinary shares of 50k each

2017 2016

Units % Units o
Bank of Industry Limited 6,540,487,504 98 540,487,504 81.4
Nigerian Maritime Administration 100,000,000 1.50 100,000,000 15.1
and Safety Agency (NIMASA)
Trustees for the cgmpany's 8,000,000 0.12 8,000,000 1.2
employees
Royal Exchange Assurance of 1,050,000 0.02 1,050,000 0.2
Nigeria Plc
Industrial & General Ins. Ltd 2,250,000 0.03 2,250,000 0.3
Alhaji Gidado Idris 12,500,000 0.19 12,600,000 1.9
R.Z. Abashiya (Mrs.) 12,500 0.00 12,500 0.0
Odunniyi Beatrice 1,500,000 0.02 - 0.0
Ikpe Mercy 1,000,000  0.01 - 0.0
Mbuk Tete 100,000  0.00 - 0.0

6,666,900,004 100 664,300,004 100




LECON FINANCIAL SERVICES LIMITED
REPORT OF THE DIRECTORS (CONT'D)

Records of Directors' Attendance

In accordance with section 258(2) of the Company and Allied Matters Act, CAP C20 LFN, 2004, the
record of Directors' attendance at Directors' meetings during the financial year under review is
available for inspection at the Annual General Meeting.

Corporate Governance
The Board consists of five Directors chaired by Mr. Pitan Olukayode. The Board met two times during

the year under review. The Board has focus on its responsibilities and has perfected its operational
strategies to ensure optimum performance of the company.

The Non- Executive Directors have been operating in such a way that their independence have not
been impaired. The Managing Director is a Separate individual from the Chairman.

operations.

Donations
No donation was given to political parties during the year

Property, Plant and Equipment

Movements in property, plant and equipment's during the year are shown in note 23 on page 41. In
the opinion of the directors, the estimated market value of the company's properties are not lower than
the value shown in the accounts.

Business Review and Future Devel opments _
During the year, the company continued to consolidate on the gains of the restructuring exercise and
concentrated more on Assets management and booking of new leases.



LECON FINANCIAL SERVICES LIMITED
REPORT OF DIRECTORS (CONT'D)

Employment and Employees

Employment of disabled persons :

It is the policy of the company that there is no discrimination in considering applications for
employment including those from physically challenged persons. All employees whether or not
physically challenged are given equal opportunities to develop their experience and knowledge and to
qualify for promotion in furtherance of their careers. The company has one physically challenged
person in its employment as at 31 December 2017.

Employee involvement and training

The company is committed to keeping employees fully informed as far as possible regarding the
company's performance and progress and in seeking their views wherever practicable on matters
which particularly affect them.

Management, professional and technical expertise are the company's major assets and investments
in developing such skills would continue.

Incentive schemes designed to meet the circumstances of each individual are implemented wherever
appropriate and some of these schemes include bonuses, promotions, wage reviews etc.

Health, safety at work and welfare of employees

Health and safety regulations are in force within the company's premises and employees are aware of
existing regulations. The company provides subsidies to all levels of employees for medical, :
transportation, housing etc.

Auditors

In accordance with section 357(2) of the Companies and Allied Matters Act, CAP C20 LFN, 2004, the
auditors, Grant Thornton have indicated their willingness to continue in office. A resolution will be
Proposed authorising the directors to determine their remuneration.
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LECON FINANCIAL SERVICES LIMITED

STATEMENT OF DIRECTORS' RESPONSIBILITIES
FOR THE YEAR ENDED 31 DECEMBER 2017

The Directors are responsible for the preparation of the financial statements which give a true and fair
view of the state of affairs of the company at the end of each financial year and of the profit or loss for
that period and comply with the Companies and Allied Matters Act, CAP C20 LFN, 2004. In so doing,
they ensure that: ‘

proper accounting records are maintained:
- applicable accounting standards are followed;

- suitable accounting policies are adopted and consistently applied:

-

- internal control procedures are instituted which as far as is reasonably possible, safeguard
the assets, prevent and detect fraud and other irregularities;

- judgements and estimates made are reasonable and prudent, and

- the going concern basis is used, unless it is inappropriate to presume that the company will
continue in business.

il
'0@_(’1{;;——-('

Mr. Pitan Olukayode / ' Mr, Betso Ibrahim
Chairman ; Managing Director
FRC/2018/ IODN/00000017947 FRC/2016/NIM/00000012516
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INDEPENDENT AUDITOR’S REPORT
To the Shareholders of LECON Financial Services Limited
Chartered Accountants
Grant Thornton Nigeria
Report on the Audit of the Financial Statements ey pmpoiaps
294 Herbert Macaulay Way
Opinion CAP C20 LFN 2004 and Sabo - Yaba
We have audited the financial statements of LECON  for such internal control epronroms
Financial Services Limited (the Company), which as management Nigeria.
comprise the statement of financial position as at 31 determines is necessary T+23431571§gg§g
December 2017, and the statement of profit or loss and to enable the I:Eiiﬁﬁ;ﬁww .
other comprehensive income, statement of changes in preparation of financial www.grantthornton,com.ng
equity and statement of cash flows for the year then statements that are free
ended, and notes to the financial statements, including a from material
summary of significant accounting policies. misstatement, whether
o A _ due to fraud or error.
In our opinion, the accompanying financial statements
presentfalrl_y, in all material respects, the financial positign In preparing the financial statements, management is
of the' CORipany - o 31 December 2017, and of s rgsponsible for assessing the Company's ability to
financial Performance and |tsl cash flows for the ye_ar thc_en continue as a going concern, disclosing, as applicable,
ended‘ In accordance with Interr]atlon'al Flnanr;lal matters related to going concern and using the going
Reporting Standards (IFRSs), the Financial Reporting concern basis of accounting unless management either
Council IOf Nigeria Act No. 6, 2011, Banks and other intends to liquidate the Company or to cease operations,
Flnapt?la Institutions AcF CAP BS. LFN 2004 and the or has no realistic alternative but to do so.
provision of the Companies and Allied Matters Act, CAP
C20 LFN, 2004,
. Those charged with governance are responsible for
Basis for Opinion overseeing the Company'’s financial reporting process.
We conducted our audit in accordance with International - -
Standards on Auditing (ISAs). Our responsibilities under ~ Auditor’s Responsibilities for the Audit of the
those standards are further described in the Auditor'ss Financial Statements
Responsibilities for the Audit of the Financial Statements ~ Our objectives are to obtain reasonable assurance about
section of our reportt. We are independent of the  Whether the financial statements as a whole are free from
Company in accordance with the international Ethics material misstatement, whether due to fraud or error, and
Standards Board for Accountants’ Code of Ethics for ~ 10 issue an auditor's report that includes our opinion.
Professional Accountants (IESBA Code), and we have  Reasonable assurance is a high level of assurance, but is
fuffiled our other ethical responsibiliies in accordance ~ MOt @ guarantee that an audit conducted in accordance
with these requirements and the IESBA Code. We believe ~ With ISAs will always detect a material misstatement when
that the audit evidence we have obtained is sufficient and it exists. Misstatements can arise from ffaud or error and
appropriate to provide a basis for our opinion. are considered material if, individually or in the aggregate,
they could reasonably be expected to influence the
Responsibilities of Management and Those Charged  ©conomic decisions of users taken on the basis of these
With Governance for the Financial Statements financial statements.
Management is responsible for the preparatior. and fair
presentation of the financial statements in accordance As part of an audit in accordance with ISAs, we exercise
with IFRSs, Banks and other Financial Institutions Act professional judgment and maintain professional
CAP B3 LFN 2004, Companies and Allied Matters Cat skepticism throughout the audit We also:
7
Partnars: .
Peter N. Orizu (Executive Chainman)
Isaac E. Esena
Ngozi A, Ogwo
Orji J. Okpechi
Victor 0. Osifo
Nkwachi U, Abuka
Uchenna G. Okigho
Ajayi 0. Irvboje
Nonyerem 0. Opara Audit » Tax » Advisory

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

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

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

Conclude on the appropriateness of management's
use of the going concern of accounting and, based
on the audit evidence obtained, whether a material
uncertainty exists related to events or conditions that
may cast significant doubt on the Company's ability
to continue as a going concern. If we conclude that a
material uncertainty exists, we are required to draw
attention in our auditor's report to the related
disclosures in the financial statements or, if such
disclosures are inadequate, to modify our opinion.
Our conclusions are based on the audit evidence
obtained up to the date of our auditor's report.
However, future events or conditions may cause the
Company to cease to continue as a going concern.

Evaluate the overall presentation, structure and
content of the financial statements, including the
disclosures, and whether the financial statements
represent the underlying transaction and events in a
manner that achieves fair presentation.

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

Audit » Tax »
Grant Thomton

ton Nigeria is a member firm of Grant Tnomton Intemational Ltd,

Report on Other Legal and Regulatory Requirements
The Companies and Allied Matters Act, CAP C20, LFN

ii)

ii)

2004 requires that in carrying out our audit we
consider and report to you on the following mattes.
We confirm that:

We have obtained all the information and
explanations which to the best of our knowledge and
belief were necessary for the purpose of our audit.

In our opinion, proper books of account have been
kept by the company; and

Our examination of advances under finance lease
was carried out in accordance with the Prudential
Guidelines issued by the Central Bank of Nigeria
(CBN).

The Company’'s Statement of financial position and
Statement of profit or loss and other comprehensive
Income areina ment with the books of account.

Uchehna Okigbo, FCA
FRC/2016/ICAN/00000015653
FOR: GRANT THORNTON
(CHARTERED ACCOUNTANTS!
LAGOS, NIGERIA. -




LECON FINANCIAL SERVICES LIMITED

STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME
FOR THE YEAR ENDED 31 DECEMBER 2017

2017 2016
Notes §N'000 §'000

INCOME
Lease Rentals Income 1,134,747 996,697
Interest Income 5 49,633 63,054
Fees and Commission Income 7 700 598
Total Revenue 1,185,080 1,060,349
Other Income 8 734,880 937,212
Gross Income 1,919,960 1,997,561 .
EXPENSES
Interest Expenses 6 117,703 185,215
Staff Cost 10 113,984 122,293
Depreciation and Amortisation 11 913,887 886,423
Administrative Expenses 12 258,488 343,822
Impairment Charges 9 61,625 124,202
Defined Benefit Cost 13 43,610 38,380

1,509,297 1,700,335
Profit Before Taxation 410,663 297,226
Income Tax Expense 24 .1 (151,885) (58,621)
Profit After Income Tax Expenses 258,778 238,605
Deferred Tax (Expenses)/Credit 24.2 199,388 (150,982)
Profit for the Year 458,166 87,623
Other Comprehensive Income, Net of Income Tax
Transfer to Statutory Reserve - (13,247)
Actuarial Loss (53,789) (6,362)
Total Comprehensive Income for the Year 404,377 68,014
Earnings Per Share (in kobo) 7 13
Note: The notes on pages 13 to 53 form an integral part of these financial

statements.




LECON FINANCIAL SERVICES LIMITED

STATEMENT OF FINANCIAL POSITION

AS AT 31 DECEMBER 2017

31-Dec-17  31-Dec-16

Notes §'000 §'000
Cash and Cash Equivalent 14 487,735 707,591
Receivables and Prepayments 16 561,215 358,284
Investments 16 33,033 38,268
Advances Under Finance Lease - 17 361,088 705,590
Investment Property 18 37,721 39,481
Non-Current Assets Held for Sale 19 23,485 542,430
Property and Equipment 23 2,462,289 1,052,148
Intangible Assets 20 - -
Deferred Tax Asset 245 363,690 164,302
Total Assets 4,320,256 3,608,094
Liabilities
Employee Benefit Obligation 21 289,239 195,730
Other Liabilities 22 281,358 3,289,009
Income Tax Payable 244 413,591 261,706
Borrowings 25 2,067,302 1,999,599
Total Liabilities (a) 3,051,490 5,746,044
Capital and Reserves
Share Capital 26 3,333,450 332,150
Share Premium 82,067 81,028
Statutory Reserve 122,524 122,524
Revenue Reserve (2,156,081) (2,614,247)
Actuarial Reserve (113,194) (59,405)
Total Equity Attributable to
Owners (b) 1,268,766  (2,137,950)
Total Liabilities and Equity  (a+b) 4,320,256 3,608,094

The notes on pages 13 to 53 form an integral part of these financial statements.

These financial statements were approved by the Board of Directors on

and signed on its behalf by:

Mr. Betso Ibrahim
Managing Director
FRC/2016/NIM/00000012516

Mr. Pitan Olukayode
5\ f;‘j\l

Chairman
FRC/2018/ IODN/00000017947
Mr. Atta Solomon
Head of Finance and Accounts
FRC/2017/ICAN/00000017575
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Year Ended 31 December 2016
Balance at 1 January 2016

Profit for the Year

Other Comprehénsive Income
Balance as at 31 December 2016
Year Ended 31 December 2017
Balance at 1 January 2017

Profit for the Year

Movement during the year

Other Comprehensive Income

Balance as at 31 December 2017

LECON FINANCIAL SERVICES LIMITED

STATEMENT OF CHANGES IN EQUITY

AS AT 31 DECEMBER 2017

Non -
Distributable
Share Share Statutory Revenue Regulatory Actuarial
Capital Premium Reserve Reserve Reserve Reserve Total
N'000 §'000 §'000 §'000 §'000 §'000 000
332,150 81,028 109,277  (2,688,623) - (563,043)  (2,219,211)
- - - 74,376 - = 74,376
- - 13,247 - - (6,362) 6,885
332,150 81,028 122,524  (2,614,247) . (59,405) (2,137,950)
332,150 81,028 122,524  (2,614,247) - (569,405) (2,137,950)
- - - 458,166 - - 458,166
3,001,300 1,039 - - 3,002,339
. . - - (53,789) (53,789)
3,333,450 82,067 122,524  (2,156,081) - (113,194) 1,268,766

Statutory reserve is 15% of profit after income tax for the year in line with Central Bank of Nigeria Revised Guidelines for Finance

M Aarmmanian - Nimaria Ameil TNAE



LECON FINANCIAL SERVICES LIMITED

STATEMENT OF PRUDENTIAL ADJUSTMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017

31-Dec-17 31-Dec-16

§'000 §N'000
Impairment - IFRS
Advances Under Finance Lease
Collective ‘ 2,490 688
Specific 59,135 123,514
61,625 124,202
Impairment - Prudential Guidelines
Advances Under Finance Lease
General 3,852 6,312
Specific 57,713 117,890
61,625 124,202

Movement in excess of IFRS over Prudential Guidelines

At as 01 January B -
Movement during the year - -
At as 31 December - =

Regulatory Reserve

Impairment of lease recognised in the profit or loss account is determined based on the
requirement of IFRS. However, comparison of the IFRS provision was made with the
prudential provisions ( Section 12.4 of prudential Guidelines 2010) and the expected
impact/ changes in general reserve were treated as follows:

Prudential Provisions is greater than IFRS provisions; transfer the difference from the
general reserve to a non-distributable regulatory reserve.

Prudential Provisions is less than IFRS provisions; the excess charges resulting should
be transferred from the regulatory reserve account to the general reserve to the extent
of the non-distributable reserve previously recognized.

i



LECON FINANCIAL SERVICES LIMITED
STATEMENT OF CASH FLOW

FOR THE YEAR ENDED 31 DECEMBER 2017

31-Dec-17 31-Dec-16
Cash Flow from Operating Activities: §'000 §'000
Profit Before Tax 410,663 297,226
Adjustments:
Depreciation 913,887 885,652
Amortisation - 771
Impairment Loss 61,625 124,202
Defined Benefit Obligation (Service and Interest Cost) 39,720 (24,305)
(Profit)/Loss on Sale of Property and Equipment (480) 68,546
Operating Profit Before Working Capital Changes 1,425,415 1,352,092
Working Capital Changes:
Receivables and Prepayments (192,931) (82,824)
Advances Under Finance Lease - (Net) 282,877 451,521
Other Liabilities (5,312) (108,180)

84,634 260,517

Cash Generated from Operation 1,510,049 1,612,609
Tax Paid . - (152,440)
Net Cash Flow from Operating Activities 1,510,049 1,460,169
Investing Activities:
Purchase of Property and Equipment (2,331,157) (876,926)
Proceeds from Sale of Property and Equipment 528,314 496,150
Investments 5,235 70,593
Net Cash (used in)/from Investing Activities (1,797,608) (310,183)
Financing Activities:
Increase/(Decrease) in Borrowings 67,703 (1,248,625)
Net Cash (used in)/from Financing Activities 67,703 (1,248,625)
Net Cash Flow for the Year (219,856) (98,639)
Cash and Cash Equivalents at 1 January 707,591 806,230
Cash and Cash Equivalents at 31 December 487,735 707,591
Cash and Cash Equivalents 487,735 707,591

Note:  The notes on pages 13 to 53 form an integral part of these financial statements.

12



LECON FINANCIAL SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENED DECEMBER 2017

Reporting Entity

LECON was incorporated as a private limited liability company under the name Leasing
Company of Nigeria Limited. It is a subsidiary of Bank of Industry Limited. Its registered address
is 23 Marina Road, Lagos. The principal activity of the company is the leasing of capital goods
and provision of financial solutions to individuals and corporate organisations. LECON's shares
are not quoted in a public market and it does not file its financial statements with a securities

and exchange commission for the purpose of issuing any class of instruments in a public
market. '

Application of New and Revised Standards

2.1 New and revised IFRSs affecting amounts reported and/or disclosures in the

financial statements

In the current year, the company has applied a number of new and revised IFRSs issued by the:
International Accounting Standards Board (IASB) that are mandatorily effective for an
accounting period that begins on or after 1 January 2017.

The impact of the application of these standards is set out below:

Amendments to IFRS 11 Accounting for Acquisitions of Interests in Joint Operations

-The company has applied these amendments for the first time in the current year. The
amendments to IFRS 11 provide guidance on how to account for the acquisition of a joint
operation that constitutes a business as defined in IFRS 3 Business Combinations. Specifically,
the amendments state that the relevant principles on accounting for business combinations in
IFRS 3 and other standards (e.g. IAS 36 Impairment of Assets regarding impairment testing of a
cash-generating unit to which goodwill on acquisition of a joint operation has been allocated)
should be applied. The same requirements should be applied to the formation of a joint
operation if and only if an existing business is contributed to the joint operation by one of the
parties that participate in the joint operation.

A joint operator is also required to disclose the relevant information required by IFRS 3 and
other standards for business combinations.

The application of these amendments has no impact on the company's financial statements as
the company did not have any such transactions in the current year.

Amendments to IAS 1 Disclosure Initiative

The amendments to IAS 1 give some guidance on how to apply the concept of materiality in
practice.

The company has applied these amendments for the first time in the current year. The
amendments clarify that an entity need not provide a specific disclosure required by an IFRS if
the information resulting from that disclosure is not material, and give guidance on the bases of
aggregating and disaggregating information for disclosure purposes. However, the amendments
reiterate that an entity should consider providing additional disclosures when compliance with
the specific requirements in IFRS is insufficient to enable users of financial statements to
understand the impact of particular transactions, events and conditions on the entity's financial
position and financial performance.

In addition, the amendments clarify that an entity's share of other comprehensive income of
associates and joint ventures accounted for using the equity method should be presented
separately from those arising from the company, and should be separated into the share of
items that, in accordance with other IFRSs: (I) will not be reclassified subsequently to profit or
loss; and (ji) will be reclassified subsequently to profit or loss when specific conditions are met.

13



LECON FINANCIAL SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENED DECEMBER 2017 (CONT'D)

As regards the structure of the financial statements, the amendments provide examples of
systematic ordering or companying of the notes.

The application of these amendments has not resulted in any impact on the financial
performance or financial position of the company.

Amendments to IAS 16 and IAS 38 Clarification of Acceptable Methods of Depreciation
and Amortisation

The company has applied these amendments for the first time in the current year. The
amendments to IAS 16 prohibit entities from using a revenue-based depreciation method for
items of property, plant and equipment. The amendments to IAS 38 introduce a rebuttable
presumption that revenue is not an appropriate basis for amortisation of an intangible asset.
This presumption can only be rebutted in the following two limited circumstances:

~a)when the intangible asset is expressed as a measure of revenue; or
b)when it can be demonstrated that revenue and consumption of the economic benefits of the
intangible asset are highly correlated. "

The company already uses the straight-line method for depreciation and amortisation for its
property and equipment, and intangible assets respectively, the application of these
amendments has had no impact on the company's financial statements.

Amendments to IAS 16 and IAS 41 Agriculture: Bearer Plants

The company has applied these amendments for the first time in the current year. The
amendments to IAS 16 and IAS 41 define a bearer plant and require biological assets that meet
the definition of a bearer plant to be accounted for as property, plant and equipment in
accordance with IAS 16, instead of IAS 41. The produce growing on bearer plants continues to
be accounted for in accordance with IAS 41.

The application of these amendments has had no impact on the company's financial statements
as the company is not engaged in agricultural activities.

Annual Improvements to IFRSs 2010-2014 Cycle

The Annual improvements to IFRSs 2010-2014 Cycle include a number of amendments to
various IFRSs, which are summarised below.

The Amendments to IFRS 5 introduce specific guidance in IFRS 5 for when an entity
reclassifies an asset (or disposal company) from held for sale to held for distribution to owners
(or vice versa). The amendments clarify that such a change should be considered as a
continuation of the original plan of disposal and hence requirements set out in IFRS 5 regarding
the change of sale plan do not apply. The amendments also clarifies the guidance for when held
for distribution accounting is discontinued.

14



2.2

LECON FINANCIAL SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENED DECEMBER 2017 (CONT'D)

Application of New and Revised Standards (contd.)

The amendments of IFRS 7 provide additional guidance to clarify whether a servicing contract
is continuing involvement in a transferred asset for the purpose of the disclosures required in
relation to transferred assets.

The amendments to IAS 19 clarify that the rate used to discount post-employment benefit
obligations should be determined by reference to market yields at the end of the reporting
period on high quality corporate bonds. The assessment of the depth of a market for high
quality corporate bonds should be at the currency level (i.e. the same currency as the benefits
are to be paid). For currencies for which there is no deep market in such high quality corporate
bonds. the market yields at the end of the reporting period on government bonds denominated
in that currency should be used instead.

- The application of these amendments has had no effect on the company's financial statements.

-

New and Revised Standards issued but not yet effective (contd.)

The company has not applied the following new and revised IFRSs that have been issued but
are not yet effective:

IFRS 9 Financial Instruments’

IFRS 15 Revenue from Contracts with Customers®

IFRS 16 Leases®

;?:n;esngments " Classification and Measurement of Share-based payment Transactions’

ﬁ‘:r;esn_ldg”:;zis 0 Sale or Contribution of Assets between an investor and its Associate or joint
4

IAS 28 Ventures

A t

! An;e; dmentsto nisclosure initiative”

&:ge{} g mens i Recognition of Deferred Tax Assets for Unrealised Losses'

! Effective for annual periods beginning on or after 1 January 2017, with earlier application
permitted

? Effective for annual periods beginning on or after 1 January 2018, with earlier application
permitted

? Effective for annual periods beginning on or after 1 January 2019, with earlier application
permitted

* Effective for annual periods beginning on or after a date to be determined.

15



2.2

LECON FINANCIAL SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENED DECEMBER 2017 (CONT'D)

New and Revised Standards issued but not yet effective (contd.)

IFRS 9 Financial Instruments

IFRS 9, issued in November 2009, introduced new requirements for the classification and
measurement of financial assets. IFRS 9 was amended in October 2010 to include
requirements for the classification and measurement of financial liabilities and for derecognition.
Key requirements of IFRS 9:

+ All recognised financial assets that are within the scope of IAS 39 Financial Instruments:
Recognition and Measurement are required to be subsequently measured at amortised cost or
fair value. Specifically, debt investments that are held within a business model whose objective
is to collect the contractual cash flows, and that have contractual cash flows that are solely
payments of principal and interest on the principal outstanding are generally measured at
amortised cost at the end of subsequent accounting periods. All other debt investments and
equity investments are measured at their fair value at the end of subsequent accounting
periods. In addition, under IFRS 9, entites may make an irrevocable election to present
subsequent changes in the fair value of an equity investment (that is not held for trading) in
other comprehensive income, with only dividend income generally recognised in profit or loss.

+ With regard to the measurement of financial liabilities designated as at fair value through profit
or loss, IFRS 9 requires that the amount of change in the fair value of the financial liability that is
attributable to changes in the credit risk of that liability is presented in other comprehensive
income, unless the recognition of the effects of changes in the liability’s credit risk in other
comprehensive income would create or enlarge an accounting mismatch in profit or loss.
Changes in fair value attributable to a financial liability's credit risk are not subsequently
reclassified to profit or loss. Under IAS 39, the entire amount of the change in the fair value of
the financial liability designated as fair value through profit or loss is presented in profit or loss.

In relation to the impairment of financial assets, IFRS 9 requires an expected credit loss model,
as opposed to an incurred credit loss model under IAS 39. The expected credit loss model
requires an entity to account for expected credit losses and changes in those expected credit
losses at each reporting date to reflect changes in credit risk since initial recognition. In other
words it is no longer necessary for a credit event to have occurred before credit losses are
recognised.

The new general hedge accounting requirements retain the three types of hedge accounting
mechanisms currently available in IAS 39. Under IFRS 9, greater flexibility has been introduced

to the types of transactions eligible for hedge accounting. specifically broadening the types of
instruments that qualify for hedging instruments and the types of risk components of non-

financial items that are eligible for hedge accounting. In addition, the effectiveness test has
been overhauled and replaced with the principle of an 'economic relationship’. Retrospective
assessment of hedge effectiveness is also no longer required. Enhanced disclosure
requirements about an entity’s risk management activities have also been introduced.
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New and Revised Standards issued but not yet effective (contd.)

IFRS 9 Financial Instruments (contd.)

The Company has engaged a review of the business model corresponding to the different
portfolios of financial assets and of the characteristics of these financial assets, such as equity
instruments and instrument whose cash flows are sole payments of principal and interest. This
review will also support the designation of equity instruments at fair value through other
comprehensive income when appropriate as per the business objective.

There is no expected impact on the Company's accounting for financial liabilities, as the new
requirements only affect the accounting for financial liabilities that are designated at fair value
through profit or loss, and the Company does not have any such liabilities.

The impact of the new impairment model is also under review. This analysis requires the
identification of the credit risk associated with the counterparties and, considering that the
majority of the Company's financial assets are finance leases, integrates as well some statistical
data reflecting the actual past experience of occurred loss for default.

IFRS 15 Revenue from Contracts with Customers

In May 2014, IFRS 15 was issued which establishes a single comprehensive model for entities
to use in accounting for revenue arising from contracts with customers. IFRS 15 will supersede
the current revenue recognition guidance including IAS 18 Revenue, IAS 11 Construction
Contracts and the related Interpretations when it becomes effective.

The core principle of IFRS 15 is that an entity should recognise revenue to depict the transfer of
promised goods or services to customers in an amount that reflects the consideration to which
the entity expects to be entitied in exchange for those goods or services. Specifically, the
Standard introduces a 5-step approach to revenue recognition:

+ Step 1: Identify the contract(s) with a customer.

+ Step 2: Identify the performance obligations in the contract.

+ Step 3: Determine the transaction price.

» Step 4: Allocate the transaction price to the performance obligations in the contract.

* Step 5: Recognise revenue when (or as) the entity satisfies a performance obligation.

Under IFRS 15, an entity recognises revenue when (or as) a performance obligation is satisfied,
i.e. when ‘control’ of the goods or services underlying the particular performance obligation is
transferred to the customer. Far more prescriptive guidance has been added in IFRS 15 to deal
with specific scenarios. Furthermore, extensive disclosures are required by IFRS 15.

In April 2017, the IASB issued Clarifications to IFRS 15 in relation to the identification of
performance obligations, principal versus agent considerations, as well as licensing application
guidance.

The directors of the company anticipate that the application of IFRS 15 in the future will not

have a material impact on the amounts reported and disclosures made in the company's
financial statements.
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IFRS 16 Leases

IFRS 16 introduces a comprehensive model for identification of lease arrangements and
accounting treatments for both lessors and lessees. IFRS 16 will supersede the current lease
guidance including IAS 17 Leases and the related interpretations when it becomes effective.

IFRS 16 distinguishes leases and service contracts on the basis of whether an identified asset
is controlled by a customer. Distinctions of operating leases (off balance sheet) and finance
leases (on balance sheet) are removed for lessee accounting, and is replaced by a model
where a right-of-use asset and a corresponding liability have to be recognised for all leases by
lessees (i.e. all on balance sheet) except for short-term leases and leases of low value assets.

The right-of-use asset is measured at cost and subsequently measured at cost (subject to
certain exceptions) less accumulated depreciation and impairment losses, adjusted for any
remeasurement of the lease liability. The lease liability is initially measured at the present value
of the lease payments, as well as the impact of lease modifications, amongst others.
Furthermore, the classification of cash flows will also be affected as operating lease payments
under IAS 17 are presented as operating cash flows: whereas under the IFRS 1 6 model, the
lease payments will be split into a principal and an interest portion which will be presented as
financing and operating cash flows respectively. *

In contrast to lease accounting, IFRs 16 substantially carries forward the lesser accounting
requirements in IAS 17, and continues to require a lessor to classify a lease either as an
operating lease or a finance lease.

In contrast, for finance leases where the company is a lessee, as the company has already
recognised an asset and a related finance lease liability for the lease arrangement, and in cases
where the company is a lessor (for both operating and finance leases), the directors of the
Company do not anticipate that the application of IFRS 16 will have a significant impact on the
amounts recognised in the company's financial statements.

IFRS 17 Insurance Contracts

The standard provides update of information about the obligations, risk and performance of
insurance contracts, increases transparency in financial information reported by insurance
companies, which will give investors and analysts more confidence in understanding the
insurance industry, and introduces a consistent accounting for all insurance contracts based on
a current measurement model. IFRS 17 requires that a company update the measurement of
insurance obligations at each reporting date, using current estimates of the amount, timing and
uncertainty of cash flows and of discount rate.

The standard provides update of information about the obligations, risk and performance of
insurance contracts, increases transparency in financial information reported by insurance
companies, which will give investors and analysts more confidence in understanding the
insurance industry, and introduces a consistent accounting for all insurance contracts based on
a current measurement model. IFRS 17 requires that a company update the measurement of
insurance obligations at each reporting date, using current estimates of the amount, timing and
uncertainty of cash flows and of discount rate.
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Amendments to IFRS 2 Classification and Measurement of Share-based Payment
The amendments clarify the following:

In estimating the fair value of a cash-settled share-based payment, the accounting for the
effects of vesting and non-vesting conditions should follow the same approach as for the equity-
settled share-based payments. ‘

Where tax law or regulation requires an entity to withhold a specified number of equity
instruments equal to the monetary value of the employee's tax obligation to meet the
employee's tax liability which is then remitted to the tax authority, i.e. the share-based payment
arrangement has a 'net settlement feature', such an arrangement should be classified as equity-
settled in its entirety, provided that the share-based payment would have been classified as
equity-settled had it not included the net settlement feature.

Modification of a share-based payment that changes the transaction from cash-settled to equity-
settled should be accounted for as follows:

i) the original liability is derecognised;
ii) the equity-settled share-based payment is recognised at the modification date fair value of

the equity instrument granted to the extent that services have been rendered up to the
modification date; and

i) any difference between the carrying amount of the liability at the modification date and the
amount recognised in equity should be recognised in profit or loss immediately.

The amendments are effective for annual reporting periods beginning on or after 1 January
2018 with earlier application permitted. Specific transition provisions apply. The directors of the
company do not anticipate that the application of the amendments in the future will have a
significant impact on the company's financial statement as the company does not have any
cash-settled share-based payment arrangements or any withholding tax arrangement with tax
authorities in relation to share-based payments.

Amendments to IFRS 10 and IAS 28 Sale or Contribution of Assets between an Investor
and its Associate or Joint Venture

The amendments to IFRS 10 and IAS 28 deal with situations where there is a sale or
contribution of assets between an investor and its associate or joint venture. Specifically, the
amendments state that gains or losses resulting from the loss of control of a subsidiary that
does not contain a business in a transaction with an associate or a joint venture that is
accounted for using the equity method, are recognised in the parent's profit or loss only to the
extent of the unrelated investors' interests in that associate or joint venture. Similarly, gains and
losses resulting from the measurement of investments retained in any former subsidiary (that
has become an associate or a joint venture that is accounted for using the equity method) to fair
value are recognised in the former parent's profit or loss only to the extent of the unrelated
investors' interests in the new associate or joint venture.
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Amendments to IFRS 10 and IAS 28 Sale or Contribution of Assets between an Investor
and its Associate or Joint Venture (contd.)

The effective date of the amendments has yet to be set by the IASB, however, earlier
application of the amendments is permitted. The directors of the company anticipate that the
application of these amendments may have an impact on the company's financial statements in
future periods should the Bank have an associate an such transaction arise.

Amendments to IAS 7 Disclosure Initiative

The amendments require an entity to provide disclosures that enables users of financial
statements to evaluate changes in liabilities arising from financing activities.

The amendments apply prospectively for annual periods beginning on or after 1 January 2017
with earlier application permitted. The directors of the Bank do not anticipate that the application
of these amendments will have a material impact on the company's financial statements.

“Amendments to IAS 12 Recognition of Deferred Tax Assets for Unrealised Losses

The amendments clarify the following: .

Decreases below cost in the carrying amount of a fixed-rate debt instrument measured at fair
value for which the tax base remains at cost give rise to a deductible temporary difference,
irrespective of whether the debt instrument's holder expects to recover the carrying amount of
the debt instrument by sale or by use, or whether it is probable that the issuer will pay all the
contractual cash flows;

When an entity assesses whether taxable profits will be available against which it can utilise a
deductible temporary difference, and the tax law restricts the utilisation losses to deduction
against income of a specific type (e.g. capital losses can only be set off against capital gains),
an entity assesses a deductible temporary difference in combination with other deductible
temporary differences of that type, but separately from other types of deductible temporary
differences;

The estimate of probable future taxable profit may include the recovery of some of an entity's
assets for more than their carrying amount if there is sufficient evidence that it is probable that
the entity will achieve this; and

In evaluating whether sufficient future taxable profits are available, an entity should compare the
deductible temporary differences with future taxable profits excluding tax deductions resulting
from the reversal of those deductible temporary differences.

The amendments apply retrospectively for annual periods beginning on or after 1 January 2017
with earlier application permitted. The directors of Company do not anticipate that the
application of these amendments will have a material impact on the company's financial
statements.
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Basis of Preparation

Compliance with International Financial Reporting Standards

The financial statements of the company have been prepared in accordance with International
Financial Reporting Standards (IFRSs), as published by the International Accounting Standards
Board (IASB), and the interpretations of these standards, issued by the International Financial
Reporting Interpretations Committee (IFRIC). The principal accounting policies applied in the
preparation of the financial statements are set out below. These policies have been consistently
applied. .

Basis of measurement

The financial statements have been prepared in accordance with the going concern principle
under the historical cost convention, except for the revaluation of certain financial instruments,
as set out in the principal accounting policies below and some investment properties that were
revalue prior to transition. Historical cost is generally based on the fair value of the

‘considerations given in exchange for the assets.

Functional and presentation currency

ltems included in the financial statements of company are measured using the currency that
best reflects the economic substance of the underlying events and circumstances relevant to
that entity (the functional currency). These financial statements are presented in Nigerian Naira
(W), which is the entity‘s functional currency. The financial information has been rounded to the
nearest thousand, except as otherwise indicated.

Offsetting

Financial assets and financial liabilities are offset and the net amount reported in the statement
of financial position only when there is a legally enforceable right to offset the recognised
amounts and there is an intention to settle on a net basis, or to realize the assets and settle the
liability simultaneously. Income and expense are not offset in the income statement unless
required or permitted by any accounting standard or interpretation, and as specifically disclosed
in the accounting policies of the entity.
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Critical accounting estimates

The preparation of financial statements in accordance with IFRSs requires the use of certain
critical accounting estimates. It also requires management to exercise judgement in the process
of applying the accounting policies to the financial statements. The Notes below sets out areas
involving a higher degree of judgement or complexity, or areas where assumptions are
significant to the financial statements.

The estimates and underlying assumptions are reviewed on an on-going basis. Revisions to
accounting estimates are recognized in the period in which the estimate is revised, if the
revision affects only that period, or in the period of the revision and future periods, if the revision
affects both current and future periods.

The accounting policies that are deemed critical to the company's results and financial position,
in terms of the materiality of the items to which the policy is applied, and which involve a high
degree of judgement including the use of assumptions and estimation, are discussed below.

-Impairment of financial assets

The company's accounting policy for losses arising from the impairment of financial assets is
described in Note 9 to the Financial Statements. Impairment allowances . represent
management's best estimate of losses incurred in the financial assets at the balance sheet
date.

Fair value of financial assets

The company's accounting policy for determining the fair value of financial assets is described
on pages 24 the Financial Statements. Fair value is the amount for which an asset could be
exchanged, or a liability settled, between knowledgeable, willing parties in an arm's length
transaction on the measurement date. The best evidence of fair value is a quoted price in an
actively traded market. In the event that the market for a financial instrument is not active, a
valuation technique is used. The majority of valuation techniques employ only observable
market data, and so the reliability of the fair value measurement is high. Valuation techniques
that rely to a greater extent on unobservable inputs require a higher level of management
judgement to calculate a fair value than those based wholly on observable inputs.
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4  Significant Accounting Policies
4.1 Interest, fee and commissions
4.1.1 Interest

Interest is recognised in the income statement for all financial instruments except for those
classified as held for trading or designated.at fair value. Interest is recognised in Interest
income and Interest expense respectively in the income statement using the effective interest
method. The effective interest method is a method of calculating the amortized cost of a
financial asset or liability (or group of assets and liabilities) and of allocating the interest income
or interest expense over the relevant period.

The effective interest method is a method of calculating the amortized cost of a financial asset
or liability (or group of assets and liabilities) and of allocating the interest income or interest
expense over the relevant period. The effective interest rate is the rate that exactly discounts
the expected future cash payments or receipts through the expected life of the financial
instrument, or when appropriate, a shorter period, to the net carrying amount of the instrument.
The application of the method has the effect of recognising income (and expense) receivable
(or payable) on the instrument evenly in proportion to the amount outstanding over the period to
‘maturity or repayment. In calculating effective interest the company estimates cash flows
considering all contractual terms of the financial ihstrument but excluding future credit losses.
The calculation includes all amounts paid or received by the company that are an integral part of
the effective rate of a financial instrument, including transactions costs and all other premiums
and discounts. Where it is not possible to otherwise estimate reliably the cash flows or the
expected life of a financial instrument, effective interest is calculated by reference to the
pavments or receiots specified in the contract. and the full contractual term.

Interest on impaired financial assets is recognised using the rate of interest used to discount the
future cash flows for the purpose of measuring the impairment loss.

4.1.2 Fees and commissions
Fee income is earned from a diverse range of services provided by LECON to its customers.
Fee income is accounted for as follows:

4.41.2.1 Income earned on the execution of a significant transaction is recognised as revenue when the
"™ transaction is completed;
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Determination of fair value

All financial instruments are recognised initially at fair value. In the normal course of business,
the fair value of a financial instrument on initial recognition is the transaction price (that is, the
fair value of the consideration given or received). In certain circumstances, however, the fair
value will be based on other observable current market transactions in the same instrument,
without modification or repackaging, or on a valuation technique whose variables include only
data from observable markets, such as interest rate yield curves, option volatilities and currency
rates. When such evidence exists, the company recognizes a gain or loss on inception of the
financial instrument, being the difference between the transaction price and the fair value.
When unobservable market data have a significant impact on the valuation of financial
instruments, the entire initial difference in fair value indicated by the valuation model from the
transaction price is not recognised immediately in the income statement but is recognised over
the life of the transaction on an appropriate basis, or when the inputs become observable, or the
transaction matures or is closed out, or when the company enters into an offsetting transaction.

Subsequent to initial recognition, the fair values of financial instruments measured at fair value
that are quoted in active markets are based on bid prices for assets held and other prices for
liabilities issued. When independent prices are not available, fair values are determined by
using valuation techniques which refer to observable market data. These include comparison
with similar instruments where market observable prices exist, discounted cash flow analysis,
option pricing models and other valuation techniques commonly used by market participants.

Fair values of financial instruments may be determined in whole or in part using valuation
techniques based on assumptions that are not supported by prices from current market
transactions or observable market data, where current prices or observable market data are not
available. Various factors influence the availability of observable inputs and these may vary
from product to product and change over time.

Factors include, the depth of activity in the relevant market, the type of product, whether the
product is new and not widely traded in the market place, the maturity of market modeling and
the nature of transaction (bespoke or generic). To the extent the valuation is based on models,
or inputs that are not observable in the market, the determination of fair value can be more
subjective, depending on the significance of the observable input to the overall valuation.
Unobservable inputs are determined based on the best information available, for example by
reference to similar assets, similar maturities or other analytical techniques.
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Financial assets and liabilities

All financial assets and liabilities are recognised in the company's statement of financial position
at trade date.

Financial assets
Financial assets are initially measured at fair value, plus transaction costs, except for those

financial assets classified as fair value through profit or loss, which are initially recognised at fair
value.

Financial asset classes and initial recognition ”
The company classifies its financial assets in the following categories: financial assets at fair
value through profit or loss, loans and receivables; held-to-maturity investments and available-
for-sale financial assets. Management determines the classification of financial assets and

liabilities at the time of initial recognition and the classification is dependent on the nature and
purpose of the financial assets.

Trading assets and liabilities

Treasury bills, debt securities, equity securities, deposits, and short positions in securities are
classified as held for trading if they have been acquired or incurred principally for the purpose of
selling or repurchasing in the near term, or they form part of a portfolio of identified financial
instruments that are managed together and for which there is evidence of a recent pattern of
short-term profit-taking.

Advances under finance lease

When the company is the lessor in a lease agreement that transfers substantially all of the risks
and rewards incidental to ownership of an asset to the lessee, the arrangement is classified as a
finance lease and a receivable equal to the net investment in the lease is recognised and
presented as Advances under finance lease.

Held to maturity

Held-to-maturity investments are non-derivative financial assets with fixed or determinable
payments and where the company has the positive intention and ability to hold to maturity.
They are initially recorded at fair value plus any directly attributable transaction costs, and
subsequently measured at amortised costs, using the effective interest method less
accumulated impairment losses.
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Available for sale (AFS)

Available for sale assets are non-derivative financial assets that are classified as available for
sale and are not categorized into any of the other categories described above. Available for

costs and subsequently measured at fair value, and changes therein are recognizd in other
comprehensive income in 'Available for sale investments - fair value gains/(losses)' until the
financial assets are either sold or become impaired. When available for sale financial assets
are sold, cumulative gains or losses previously recognised in other comprehensive income are
recognised in the income statement as ‘Net realized gain on sale of investment AFS'. Interest
calculated using the effective interest rate method caiculated over the asset's expected life.
Premiums and/or discounts arising on the purchase of dated investment securities are included
in the calculation of their effective interest rates. Foreign exchange gains and losses on
securities AFS are recoanised in profit or loss within other income.

Dividends on available for sale equity instruments are recognised in profit or loss when the
company's right to receive the dividends is established.

foreseeable future or until maturity.

De-recognition of financial asset

The company derecognizes a financial asset only when the contractual rights to the cash flows
from the asset expire or it transfers the financial asset and substantially all the risks and

amounts it may have to pay. If the company retains substantially all the risks and rewards of
ownership of a transferred financial asset, the company continues to recognise the financial
asset and also recognises a collaterlised borrowing for the proceeds received.

Financial liabilities

Recognition

Financial liabilities are initially measured at fair value, plus transaction costs, except for those
financial liabilities classified as at fair value through profit or loss, which are initially recognised
at fair value.

Classes of Financial liabilities

Financial liabilities are either classified as financial liabilities at fair value through profit or loss or
other liabilities.
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Financial liabilities at fair value through profit and loss
See financial instrument at fair value through profit or loss above.

Other financial liabilities

Other financial liabilities, including borrowings, are measured at amortised cost using the
effective interest rate method, except for held for trading liabilities and liabilities designated at
fair value, which are held at fair value through profit or loss.

De-recognition of financial liabilities

The company derecognises financial liabilities when, and only when, the company's obligations
are discharged, cancelled or expired.

Impairment of financial assets
Identification and measurement

The company assesses at each reporting date whether there is objective evidence that a

financial asset or group of financial assets, other than those held at fair value through profit or

loss, are impaired. These are impaired, and impairment losses are incurred if, and only if, there
is objective evidence of impairment as a result of one or more loss events that occurred after
the initial recognition of the asset and prior to the reporting date (‘a loss event') and that loss
event or events has had an impact on the estimated future cash flows of the financial asset or
the group of financial assets that can be reliably estimated. The criteria that the company uses
to determine that there is objective evidence of an impairment loss include:

a) Significant financial difficulty of the issuer or obligor:
b) A breach of contract, such as a default or delinquency in interest or principal payments:

) The lender, for economic or legal reasons relating to the borrower's financial difficulty,

granting to the borrower a concession that the lender would not otherwise consider;

d) It becomes probable that the borrower will enter bankruptcy or other financial
reorganisations;

€) The disappearance of an active market for that financial asset because of financial
difficulties;

f)  Observable data indicating that there is a measurable decrease in the estimated future cash
flows from a portfolio of financial assets since the initial recognition of those assets,

although the decrease cannot yet be identified with the individual financial assets in the
portfolio, including:

i) Adverse changes in the payment status of borrowers in the portfolio:
ii) National or local economic conditions that correlate with defaults on the assets
in the portfolio.
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If the company determines that there is objective evidence that an impairment loss on loans and
receivables or held-to-maturity investments carried at amortised cost has been incurred, the
amount of the impairment loss is measured as the difference between the asset's carrying
amount and the present value of estimated future cash flows (excluding future credit losses that
have not been incurred) discounted at the financial asset's original effective interest rate.

The carrying amount of the asset is reduced through the use of an allowance account and the
amount of the loss is recognised in the income statement. If a loan or held-to-maturity
investment has a variable interest rate, the discount rate for measuring any impairment loss is
the current effective interest rate determined under the contract. Interest and charges are
accrued on all loans including those in arrears. When a subsequent event causes the amount
of impairment loss to decrease, the decrease in impairment loss is reversed through profit or
loss.

4.6 Available for sale securities

At each reporting date an assessment is made of whether there is any objective evidence of
impairment in the value of a financial asset. Impairment losses are recognised if, and only if,
there is objective evidence of impairment as a result of one or more events that occurred after
the initial recognition of the financial asset (a 'loss event) and that loss event (or events) has an
impact on the estimated future cash flows of the financial asset that can be reliably estimated.
Where such evidence exists, the difference between the financial asset's acquisition cost (net of
any principal repayments and amortisation) and the current fair value, less any previous
impairment loss recognised in the income statement, is removed from other comprehensive
income and recognised in the income statement.

Impairment losses for available-for-sale equity securities are recognised within 'impairment
charges and provisions' for other liabilities and charges in the income statement.

Reversals of impairment of equity shares are not recognised in the income statement, increases
in the fair value of equity shares after impairment are recognised directly in equity.

In the case of debt instruments classified as available for sale, impairment is assessed based
on the same criteria as all other financial assets above. Reversals of impairment of debt
instruments are recognised in the income statement.
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Investment Property

Investment properties are properties held to earn rentals and/or for capital appreciation
(including property under construction for such purposes). Investment properties are measured
initially at cost, including transaction costs. Subsequent to initial recognition; investment
properties are measured at cost less any impairment losses and depreciation calculated on a
straight line basis to write-off the assets over their useful lives.

An investment property is derecognised upon disposal or when the investment property is
permanently withdrawn from use and no future economic benefits are expected from the
disposal. Any gain or loss arising on derecognition of the property (calculated as the difference
between the net disposal proceeds and the carrying amount of the asset) is included profit or
loss in the period in which the property is derecognised.

Property, plant and equipment
Recognition and measurement

Equipment, fixtures and fittings are stated at cost less any impairment losses and depreciation
calculated on a straight-line basis to write-off the assets over their useful lives.

The cost of the relevant property, plant and equipment includes and is made up of expenditures
that are directly attributable to the acquisition of the assets. Additions and subsequent
expenditures are capitalised only to the extent that they enhance the future economic benefits
expected to be derived from the assets and the cost of the asset can be measured reliably. All
other repairs and maintenance are charged to the profit or loss statement during the period in
which they were incurred.

Depreciation

Depreciation is provided on the depreciable amount of items of property, plant and equipment
on a straight-line basis over their estimated useful economic lives. The depreciable amount is
the gross carrying amount, less the estimated residual value at the end of its useful economic
life.

The company uses the following annual rates in calculating depreciation:

%
Buildings 2
Motor vehicles 331
Furniture, fittings and Equipment 25

Depreciation rates, methods and the residual values underlying the calculation of depreciation
of items of property, plant and equipment are kept under review to take account of any change
in circumstances.
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When deciding on depreciation rates and methods, the principal factors the company takes into
account are the expected rate of technological development and expected market requirements
for, and the expected pattern of usage of, the assets. When reviewing residual values, the
company estimates the amount that it would currently obtain for the disposal of the asset after
deducting the estimated cost of disposal if the asset were already of the age and condition
expected at the end of its useful economic life.

Property, plant and equipment is subject to an impairment review if there are events or changes
in circumstances which indicate that the carrying amount may not be recoverable.

Derecognition
Gains and losses on disposals are determined by comparing the proceeds with the carrying

amount of the assets and are recognised in the income statement during the period in which
they were incurred.

Intangible assets

Computers software

Computer software is stated at cost, less amortisatign and accumulated impairment losses, if
any.

The identifiable and directly associated external and internal costs of acquiring and developing
software are capitalised where the software is controlled by the company, and where it is
probable that future economic benefits that exceed its cost will flow from its use over more than
one year. Costs associated with maintaining software are recognised as an expense during the
period when they are incurred.

Impairment of tangible and intangible assets excluding goodwill

At each reporting date, or more frequently where events or changes in circumstances dictate,
tangible and intangible assets, are assessed for indications of impairment. If indications are
present, these assets are subject to an impairment review For the purpose of conducting
impairment reviews, cash-generating units are the lowest level at which management monitors
the return on investment on assets. The impairment review includes the comparison of the
carrying amount of the assets with its recoverable amount. The recoverable amount of the
asset is the higher of the assets or the cash-generating unit's fair value less cost to sell and its
value in use. Net selling price is calculated by reference to the amount at which the asset could
be disposed of in a binding sale agreement in an arm's length transaction evidenced by an
active market or recent transactions for similar assets. Value in use is calculated by discounting
the expected future cash flows obtainable as a result of the asset's continued use, including
those resulting from its ultimate disposal, at a market-based discount rate on a pre-tax basis.
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The carrying values of tangible and intangible assets, excluding goodwill, are written down by
the amount of any impairment and this loss is recognised in the income statement in the period
in which it occurs. In subsequent years, the company assesses whether indications exist that
impairment losses previously recognised for tangible and intangible assets other than goodwill
may no longer exist or may have decreased. If any such indication exists, the recoverable
amount of that asset is recalculated and, if required, its carrying amount is increased to the
revised recoverable amount. The increase is recognised in operating income as an impairment
reversal. An impairment reversal is recognised only if it arise from a change in the assumptions
that were used to calculate the recoverable amount. The increase in an asset's carrying amount
due fo an impairment reversal is limited to the depreciated amount that would have been
recognised had the original impairment not occurred.

Issued financial instruments or their components are classified as liabilities where the
contractual arrangement results in the entity having a present obligation to either deliver cash or
another financial asset to the holder, to exchange financial instruments on terms that are

‘potentially unfavourable or to satisfy the obligation otherwise than by the exchange of a fixed

amount of cash or another financial asset for a fixed number of equity shares. Issued financial
instruments, or their components, are classified as equity where they meet the definition of
equity and confer on the holder a residual interest in the assets of the company. The
components of issued financial instruments that contain both liability and equity elements are
accounted for separately with the equity component being assigned the residual amount after
deducting from the instrument as a whole the amount separately determined as the fair value of
the liability component.

Share capital

Share issue costs

Incremental costs directly attributable to the issue of new shares or options including those
issued on the acquisition of a business are shown in equity as a deduction, net of tax, from the
proceeds.

Dividend on ordinary shares

Dividend on ordinary shares is recognised in equity in the period in which it is approved by the
company's shareholders. Dividend declared after the reporting date is dealt with in the
subsequent period.

Employee benefits
Post-employment benefits

The company has a defined contribution plan. The company operates a defined contribution
plan, based on a percentage of pensionable earnings funded by both the company and
qualifying employees under a mandatory scheme governed by the Pension Reform Act of 2014.
The employer contribute 10% and employee contribute 8% of pensionable earnings hence an
amount of 18% in total in contributions to these plans are recognised as an expense in profit or
loss in the periods during which services are rendered by employees.
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4.13 Provisions

Provisions are recognised for present obligations arising as consequences of past events where
it is probable that a transfer of economic benefit will be necessary to settle the obligation, and it
can be reliably estimated. The amount recognised is the best estimate of the expenditure
required to settle the obligation. Provisions are determined by discounting the expected future
cash flows at a pre-tax rate that reflects current market assessments of the time value of money
and, where appropriate, the risks specific to the liability.

A provision for onerous contracts is recognised when the expected benefits to be derived by the
company from a contract are lower than the unavoidable cost of meeting its obligations under
the contract. The provision is measured at the present value of the lower of the expected cost of
terminating the contract and the expected net cost of continuing with the contract.

Taxes, including deferred taxes
Income tax

Income tax comprises current tax and deferred tax. Current tax is the tax expected to be

‘payable on the taxable profit for the year, calculated using tax rates enacted or substantively

enacted by the reporting date, and any adjustment to tax payable in respect of previous years
and is recognised as an ‘expense in the period in which profits arise. Current tax assets and
liabilities are offset when the company intends to settle on a net basis and the legal right to
offset exists. Income tax recoverable on tax allowable losses is recognised as an asset only to
the extent that it is regarded as recoverable by offset against current or future taxable profits.

Deferred tax

Deferred income tax is provided for in full, using the liability method, on temporary differences
arising from the differences between the tax bases of assets and liabilities and their carrying
amounts in the financial statements. Deferred income tax is determined using tax rates and
legislation enacted or substantially enacted at the reporting date and is expected to apply when
the deferred tax asset is realised or the deferred tax liability is settled. Deferred tax assets and
liabilities are only offset where there is both the legal right and the intention to settle on a net
basis or to realise the asset and settle the liability simultaneously.

Deferred tax asset

The recognition of a deferred tax asset relies on an assessment of the probability and
sufficiency of future taxable profits, future reversals of existing taxable temporary differences
and ongoing tax planning strategies.

Recognition of deferred tax assets is based on the evidence available about conditions at the
reporting date, and requires significant judgemnts to be made regarding projections of loan
impairment charges and the timing of recovery in the economy. These judgments take into
consideration the effect of both positive and negative evidence, including historical financial
performance, projections of future taxable income, future reversals of existing taxable
temporary difference, tax planning strategies and the availability of loss carrybacks.
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4.14.2.2 Taxes, including deferred taxes continued

Projections of future taxable income are based on business plans, future capital requirement
and ongoing tax planning strategies. These forecasts are consistent with the assumption that it
is probable that the results of future operations will generate sufficient taxable income to
support the deferred tax assets. if any of these assumptions turned out to be materially
incorrect, the full recovery of the deferred tax asset may no longer be probable and could resuilt
in a significant reduction of the deferred tax asset which would be recognised as a charge in the
income statement.

4.15 Lease

4.15.1
4.15.1.1

Leases are accounted for in accordance with IAS 17 and IFRIC 4. They are divided into finance
leases and operating leases.

Lease in which a significant portion of the risks and rewards of ownership are retained by
another party, the lessor, are classified as operating leases. Payments, including prepayments,
made under operating leases (net of any incentives received from the lessor) are charged to the
income statement on a straight-line basis over the period of the lease. When an operating lease
in terminated before the lease period expires, any payment required to be made to the lessor by
way of penalty is recognised as an expense in the period in which termination takes place.

As the Lessee
Operating Lease

Leases in which a significant portion of the risks and rewards of ownership are retained by
another party, the lessor, are classified as operating leases. Payments, including prepayments,
made under operating leases (net of any incentive received from the lessor) are charged to the
income on a straight-line basis over the period of the lease. When an operating lease is
terminated before the lease period has expired, any payment required to be made to the lessor
by way of penalty is recognised as an expense in the period in which termination takes place.

4.15.1.2 Finance Lease

Leases, where the company has substantially all the risks and rewards of ownership, are
classified as finance leases and capitalised at the lease's commencement at the lower of the
fair value of the leased property and the present value of the minimum lease payments. Each
lease payment is allocated between the liability and finance charges so as to achieve a constant
rate on the finance balance outstanding.

Leases are classified as finance leases whenever the terms of the lease transfer substantially

all the risks and rewards of ownership to the leasee. All other leases are classified as operating
leases.
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4.15.2 As the Lessor

4.16

4.17

Amounts due from leases under finance leases are recognised as receivables at the amount of
the company's net investment in the leases. Finance lease income is allocated to.accounting
periods so as to reflect a constant periodic rate of return on the company's net investment
outstanding in respect of the leases.

Cash and cash equivalents

For the purposes of the cash flow statement, cash comprises cash on hand and demand
deposits and cash equivalents comprise highly liquid investments that are convertible into cash
with an insignificant risk of changes in value with original maturities of less than three months.

Valuation of Financial Instruments

The accounting policy for determining the fair value of financial instruments is described in the
"note 2.2" above.

The best evidence of fair value is a quoted price in an actively traded market. In the event that
the market for a financial instrument is not active, a valuation technique is used. The majority of
valuation techniques employ only observable market data and so the reliability of the fair value
measurement is high. However, certain financial instruments are valued on the basis of
valuation techniques that feature one or more significant market inputs that are unobservable.
Valuation techniques that rely to a greater extent on unobservable inputs require a higher level
of management judgment to calculate a fair value than those based wholly on observable
inputs.

Valuation techniques used to calculate fair values are discussed in Note 3.6.2 above. The main
assumptions and estimates which management consider when applying a model with valuation
techniques are:

i). The likelihood and expected timing of future cash flows on the instrument. These cash flows
are usually governed by the terms of the instrument, although judgment may be required when
the ability of the counterparty to service the instrument in accordance with the contractual terms
is in doubt. Future cash flows may be sensitive to changes in market rates;

ii) Selecting an appropriate discount rate for the instrument. The determination of this is based
on the assessment of what a market participant would regard as the appropriate spread of the
rate for the instrument over the appropriate rate; and
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iif). Judgment to determine what model to use to calculate fair value in areas where the choice
of valuation model is particularly subjective, for example, when valuing complex derivative
products.

When applying @ model with unobservable inputs, estimates are made to reflect uncertainties in
fair values resulting from a lack of market data inputs, for example, as a result of illiquidity in the
market. For these instruments, the fair value measurement is less reliable. Inputs into
valuations based on unobservable data are inherently uncertain because there is little or no
current market data available from which to determine the level at which an arm's length .
transaction would occur under normal business conditions. However, in most cases there is
some market observable inputs even when unobservable inputs are significant. Given the
uncertainty and subjective nature of valuing financial instruments at fair value, it is possible that
the outcomes in the next financial year could differ from the assumption used, and this could in
a material adjustment to the carrying amount of financial instruments measured at fair value.
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31-Dec-17 31-Dec-16

§'000 §'000
Interest Income
Interest income on financial assets carried at amortised cost:
Treasury operations ) 49633 63,054
49,633 63,054

The total represent interest income on financial assets that are not recorded at fair value through profit or
loss, as required by IFRS 7.20(b).

Interest Expenses )
Interest expense on borrowings 117,703 185,215
117,703 185,215

The total represent interest expense on financial liabilities that are not recorded at fair value through profit
or loss, as required by IFRS 7.20(b).

Fees and Commission Income

Admin fees 680 455
Commercial service income 20 143
¢ 700 598

Commercial service income refers to income from other financial services such as LPO financing and
related transactions. Admin fees relates to non refundable lease processing fees received from
prospective lessees.

Other Income

Property rental income 12,000 12,000
Legal fees income 21,387 9,226
Lease computation fee 28,923 12,699
Interest on current account 21 171
Profit on Assets Disposal 480 -
Bad debts recovered 249,520 55,017
Sundry income 203,212 632,614
Forex gain 219,337 215,485
734,880 937,212

Other income relates to income earned from other activities other than the company principal activities.
Interest received relates to income earned on placement with banks. The provision no longer required
represents provision in respect of lease rental now treated bad debts recovered and gain on foreign gain.

Impairment Charges
Advances Under Finance Lease 61,625 124,202
61,625 124,202

Impairment loss has been provided based on probability of defaults; where there is a breach of contract,

such as a default or delinquency in interest or principal payments of leases. Allowance for impairment of
leases.
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31-Dec-17 31-Dec-16

§N'000 H§'000

Staff Cost
Basic salary 18,684 17,828
Allowances 95,300 104,465
113,984 C 122,293

Staff cost relates to cost incured in retaining the existing personnel as well as hiring the new ones.

Depreciation and Amortisation

Depreciation 913,887 885,652
Amortisation - i
913,887 886,423 °

The company's depreciation policy is consistent with prior year and the applicable rates have been
applied on the property, plant and equipment. Items of property and equipment are depreciated from the
date they are availabble for use while, the lease items are depreciated based on the tenor of the lease
and the depreciation starts at the commencement of the lease. Depreciation is calculated to write off the
cost of items of the property and equipment less their estimated residual values using the striaght line
basis over the estimated useful lives. Depreciation is recognised in profit or loss.

Administrative Expenses
Administrative expenses 258,488 343,822

258,488 343,822
Adminstrative Expenses are mainly comprised of rent and rates, transport cost, subscription,
entertianment, directors fee, repair and maintenance, general office expenses, lease asset insurance,
stationeries, lease monitoring expenses, training cost, corporate advert, telephone, professional fee,
library expenses, and bank charges.

Defined Benefit Cost

Service cost 13,446 11,561
Interest cost 30,164 15,912
43,610 38,380

Staff gratutity are the service cost and interest cost on staff gratuity for the year ended 31 December
2017 which have been valued by an expert in line with IAS 19 requirements.

Cash and Cash Equivalent

Cash in hand 129 128

Balances with local banks 157,629 50,985

Fixed deposits with local banks 329,977 656,478
4

Cash and cash equivalents comprise cash on hand and demand deposits, together with other short-term,
highly liquid investments that are readily convertible into known amounts of cash and which are subject to
an insignificant risk of changes in value.
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31-Dec-17 31-Dec-16

#'000 ¥'000
Receivables and Prepayments

Receivables 725,300 666,765
Prepayment 104,878 37,854
Staff Loans & Advances ; 187,627 120,255
1,017,805 824,874

Less impairment allowance 15.1 (466,590) (466.590)
551,215 358,284

Receivables and Prepayments relate to prepayment on furniture and rent. While other sundry accounts
balances comprise of commercial services receivables, trade depositsundry receivables, VAT
receivable, WHT claimable, Haulage Oil and Gas current account, Cherrywood Furniture Ltd. current
account and Bullion Movement Ltd current account and also deposit made for PPE that is yet to be
available for use.

Specific Allowance for Impairment

Balance at 31 December 466,590 466,590

Investments

Debt securities 16.1 19,400 21,000

Equity securities 16.2 13,633 17,268
33,033 38,268

Debt Securities

Debenture 1,003,775 1,005,375

Less: Impairment allowance 16.1.1 (984,375) (984,375)
19,400 21,000

Impairment Allowance

Opening balance 984,375 996,415
Addition/writeback during the year (12,040)
Closing balance 984,375 984,375

Debt securities relate to investment in debenture and Provision for dimunition in value relates to Provision
for bad investment made by the company.

Equity Securities

Available for sales at cost

Staff benefits fund investments 2,828 R8s

Unquoted ordinary shares at cost 10,805 10,805
13,633 _17,268

Av_ailab!e for sale (AFS) equity security are to be carried at fair value, however, due to the unavailability of
reliable market information or inputs for valuation techniques they are being carried at cost in line with
acceptable basis under IFRS.

38



LECON FINANCIAL SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 (CONT'D)

31-Dec-17 31-Dec-16

§'000 #'000
17 Advances Under Finance Lease
Gross investment in lease 1,397,623 2,112,373
Unearned finance lease income (18,483) (28,396)
Present value of minimum lease payment : 1,379,140 2,083,977
Allowance for uncollectible lease payments 171 (1,014,874) (1,377,699)
Collective impairment (Investment in Finance Lease) (3,178) (688)
361,088 705,590
17.1 Allowance for uncollectable Lease payments: .

Opening balance 1,377,699 1,592,747
Recovery/writeback during the year (362,825) (215,048)
1,014,874 1,377,699

Advances Under Finance Lease relates to Gross investment in Lease from Investment in Finance Lease
and Lease Rental Debtors while Allowance for Uncollectible Lease Payments is from Provision from

Rental Debtors.

18 Investment Property

Cost
Balance as at 01 January 2017 70,405 70,405
Balance as at 31 December 2017 70,405 70,405
Accumulated Depreciation
Balance as at 01 January 2017 30,924 29,164
Charge for the year 1,760 1,760
Balance as at 31 December 2017 32,684 30,924
Net Book Value 37,721 39,481

Investment Property comprises of Land & Building that are leased out to third parties for Rental Income.

There is no reliable measurement of the fair value, so the asset is stated at cost in line with IAS 40.53

19 Non - Current Assets Held for Sale

Opening net book value 542,430 1,096,353
Cost of assets disposed (841,889) (898,633)
Accumulated depreciation of assets disposed 322,944 344,710

. 23,485 542,430

Non-Current Assets Held for Sale comprises of Lease Commercial vehicles that were repossessed from

the Leasee, which are now available for disposal.
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31-Dec-17 31-Dec-16
#'000 #'000

Intangible Asset

Cost

Balance as at 01 January 2017 771 77
Additions

Balance as at 31 December 2017 ' 771 771

Accumulated Depreciation

Balance as at 01 January 2017 771 -
Charge for the year - -
Balance as at 31 December 2017 . 771

Net Book Value: 31 December 2017 - -

Intangible Asset are software purchased from reputable vendor which are customised to suit the
company's information technology needs. However, full amortisation was made during the year

Employee Benefit Obligation

Defined benefit obligation - opening 195,730 213,673
Service cost " 13,446 15,295
Interest cost 30,164 23,086
Benefits paid by the employer (3,890) (62,686)
Actuarial (gain)/loss - change in assumption 53,789 (16,954)
Actuarial loss - experience adjustment - 23,316
Balance as at 31 December 289,239 195,730

The Company operates an unfunded defined benefits scheme for its qualifying employees. An employee
is entitiled to the benefits of the gratuity as long as the employee has spent not less than 5 years in the
the service before he retires or withdraws. The retirement age is the date on which the employee attains
the age of 60 or 35 years in service whichever comes first. The defined benefits plan is a plan that
defines the amount of benefit that each employee is entitiled to on retirement. The defined benefit liability
is discounted using the market yields at the reporting date of government bonds that are denominated in
the currency in which benefits will be paid, and that have a maturity approximating to the terms of the
related pension liability. The most recent actuarial evaluations of the present value of the defined benefit
obligations were carried out by KDA Associates. The present value of the defined benefit obligation and
the related current and past service cost were measured using the Projected Unit Credit Method.

Other Liabilities

Accruals 8,763 8,663
Other credit balances 135,586 150,262
Staff benefit fund payable 135,741 126,477
Dividend payable 1,268 1,268
Deposit for Equity Issue - 3,002,339

281,358 3,289,009

The staff benefit fund of N135.7m (2016: N126.5m) are provision for post employment benefits. These
balances were however not professionally valued by an Actuaries for the year ended 31 December 2017
as required by IAS 19. ;
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23 Property, Plant and Equipment

Cost

As at 1 January 2017
Additions during the year
Disposal

As at 31 December 2017
Depreciation

As at 1 January 2017
Charges for the year
Disposal

As at 31 December 2017

Carrying amount
As at 31 December 2016

As at 31 December 2017
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Equipment Under Lease

Office/Res Lease
furniture & furniture and Lease agric Lease plant  Lease motor Motor
equip. equipment equip. & mach. vehicles vehicles TOTAL
¥'000 HN'000 H'000 §'000 ¥'000 HN'000 §'000
29,219 52,772 395 624,541 3,291,016 109,290 4,107,233
7,108 2,280,909 43,140 2,331,157
(496,041) (29,310) (525,351)
36,327 52,772 395 624,541 5,075,884 123,120 5,913,039
25,375 52,581 395 624,541 2,269,247 82,946 3,055,085
3,364 191 - - 870,909 37,663 912,127
- * e - (487,152) (22,986) (510,138)
28,739 52,772 395 624,541 2,653,004 91,299 3,450,750
3,844 191 - - 1,021,769 26,344 1,052,148
7,588 - - - 2,422,880 31,821 2,462,289




24
24.1

24.2

24.3

24.4

24,5

LECON FINANCIAL SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 (CONT'D)

31-Dec-17 31-Dec-16
§'000 §'000

Taxation
Income Tax Recognised in Income Statement
Current Tax
Company income tax 122,402 239,720
Education tax 25,417 19,036
Information technology levy 4,066 2,950
Over provision in prior years - (203,086)
Total income tax expenses recognised in the current year 151,885 58,621

The Tax Rate used for the 2017 Tax Computation is the Corporate Tax Rate of 30% payable by

Corporate Entities in Nigeria and 2% for Education Tax.

Deferred Tax

Deferred tax credit recognised in the current year (199,388) 150,982

Total deferred tax expenses recognised in the current year (199,388) 150,982
Income Tax Reconciliation

Profit before taxation ; 410,663 297,226
Income tax expenses calculated at 30% of PBT (2016: 30%) 123,199 89,168
Effect of income that is exempt from taxation (19,172) (88,047)
Effect of disallowable expenses 139,203 284,214
Effect of balancing charge 155,027 144,540
Effect of tax incentive (270,976) (190,361)
Effect of WHT Credit (4,877)
Effect of education tax 25414 19,036
Effect of information technology 4,066 2,950
Effect of over provision in prior years - (203,086)

151,885 58,414

Taxation Payable

At 1 January 261,706 355,526

Charge for the year 151,885 58,621

413,591 414,147

Over provision in prior years (203,086)

Paid during the year (152,440)

At 31 December 413,591 261,706

Deferred Taxation

At 1 January (164,302) (315,284)

Recognised in the year (199,388) 150,982

At December 31 (363,690) (164,302)
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31-Dec-17 31-Dec-16

§'000 §'000
25 Borrowings
Balance as at 01 January 1,999,599 3,248,226
Repayment ‘ (58,464)  (1,447,297)
1,941,135 1,800,929
Interest payable 126,167 198,670
At 31 December 2,067,302 1,999,599
The borrowings is the outstanding amount of loan obtained from Bank of Industry Limited, to finance
various leases .
26 Share Capital
Authorised:
10,000,000,000 ordinary shares of 50 kobo each 5,000,000 2,000,000
Issued Share Capital:
10,000,000,000 ordinary shares of 50 kobo each " 5,000,000 2,000,000

The authorised share capital consist of 10,000,000,000 ordinary shares of 50k each.

Paid up Share Capital:
- 6,666,900,004 ordinary shares of 50 kobo each 3,333,450 332,150
The paid up share capital consist of 6,666,900,004 ordinary shares of 50k each.

27 Financial Risk Management
(@) Introduction and overview
The company has exposure to the following risks from financial instruments:
* Credit risk
* Liquidity risk
* Market risk

] Thjs note presents information about LECON's exposure to each of the above risks, The company's
~ Objectives, policies and processes for measuring and managing risk, and as well as management of
- capital.

~ (b) Credit risk

e LECON defines credit risk as the risk that arises from the potential that an obligor is either
unwilling to perform an obligation or its ability to perform such obligation is impaired resulting in
€conomic loss to the company.
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In spite of the care and caution exercised in approving facilities within the company's credit
process, it is not unlikely that some facilities granted may become bad and doubtful as a result of
adverse changes in the operating environment which may seriously affect the leasee.

All facility decisions have inherent in them an element of risk to the company and this is the
company's principal risk area.

Principal credit objective

LECON's principal credit objective as set out in the LECON's Risk management framework is to
manage risks in order that its over all risk exposure is kept at prudential levels and consistent with
the available capital through periodic review of different types of credit exposures.

1. Ensure that management as well as individuals responsible for credit risk management
possess the required expertise and skill to accomplish risk management function.

2. Ensure the company implements sound methodology that facilitates the identification,
measurement, monitoring and control of credit risk.

3. Approve the company's overall risk tolerance in relation to credit risk based on the
recommendation of the Chief Risk Officer; .

4. Ensure that detailed policies and procedures for credit risk exposure creation management
and recovery are in place and Credit risk management.

Final Authority and Responsibility for activities that expose the company to credit risk rest on the
Board of Directors. The Board however, may delegate this authoriry to the Board Credit
Committee, Management Credit Committee or other officers with credit risk management
responsibilities.

The Board Credit Committee is responsible for approving the following:

1. Credit risk management strategy, policies and standards;

2. Credit products, processes and approving authorities;

3. Credit risk appetite and limits; and

4. Credit requests above the Managing Director's (Credit) level, including those going to the full
Board as a recommendation.



LECON FINANCIAL SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 (CONT'D)

LECON also have a Management Credit Committee charged with the responsibility of:
Implementation of risk strategy approved by the Board of Directors;

Developing policies and procedures for identifying, measuring and controlling risk;
Reviewing risk reports on a regular and timely basis;

Providing all reports required by the Board and its committees for the effective performance
Review proposals in respect of credit policies and standards and endorse them to the Board of
Define credit approval framework in line with the Company's policy;

Review credit policy changes initiated by the Management of the Company and endorse to the
Board of Directors for approval;

8. Ensure compliance with the Company's policies and statutory requirments prescribed by the
regulatory/supervisory authorities.

9. Review and recommend to the Board of Credit Committee facilites beyond Management
approval limits;

10. Review and recommend exceptions/write-offs, waives and discounts on non-performing credit
facilities within specialised limits.

NORh DN -

LECON also have a Risk Management Department that monitors compliance with the company's
risk policies and processes. The head of the department is therefore the Chief Risk Officer of the
company.

Responsibilities include:

1. Developing risk analysis guidelines for the company;

2. Ensuring compliance with Central Bank of Nigeria Monetary Policy guideline;

3. Reviewing credit proposal

4. |dentifying lapses in the credit apraisal process, prior to approval of the credit approving
authority.

5. Independently rate the credit risk attached to each credit facility/proposal.

6. Reviewing placement and investment limits.

7. Issues company wide portfolio review report on a monthly basis to help effective leasee

administration. ) y
8. Makes recommendations to the MD/CEO on improvements to the credit process.

9. Pre-disbursement audit and vetting of credit documents.

10. Recovery, loan work out and turn around functions as well as making recommendations for
wirte-offs
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The department should detect and apply corrective solutions to potential problem leases early
enough thus keeping non-performing assets to a minimum.
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T

R

~ Guidance

“ .‘..:‘ ."' 5 ?_‘;.4

Critical success factors below average. To be put on Watch list.

and debt capacity/coverage and poor management failing
industrial sector below average competitive position and other
below average critical success factors. Management weakness.

Excellent business credit, superior asset quality, excellent Low risk that the facility will not be
liquidity and debt capacity/coverage and excellent management,[retired as agreed (less than 0.5
flourishing industrial sector with depth, excellent competitive|probability) No reasonably
position and other excellent critical success factors. foreseeably vulnerability will impede
repayment per agreed upon terms.
Medium Risk |Average business credit, superior asset quality, liquidity and debt|Modest risk that the facility will not
capacity/coverage and excellent management, industrial sector|be retired as agreed (0.5 probability),
just surviving competitive position and other critical success|from the primary source of
factors generally on average. repayment, but clearly identified
alternative source of repayment
exists. Risk of loss or non-
performing status under realistic
economic scenario is likely.
High Risk Below average business credit, poor asset quality, poor liquidity|Below average credit with significant

risk that facility will not be retired as
agreed (greater than 0.5 probability).
No clearly identified aiternative
source or repayment. High risk of
loss of principal or interest under
most probable vulnerabilities, should
they occur. tight management for
'C" rated critical conditions
precedent to attaining its portforlio
quality objectives. Our exposure
should be managed down except
where it could be managed upto a B
rating within a short time.




LECON FINANCIAL SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2017 (CONT'D)

Financial Risk Management (cont'd)

For non corporate leases

[Score” 7. SHldy LAl we’ = [Brief Description . < s T [ ~ Guidance
Low Risk Steady income earners employed by a blue cheep company,|Low risk that the facility will not be
flaunting industrial sector with depth such as multinationallretired as agreed (less than 0.5
companies, Oil and Gas sector, telecom etc, enterpreneurs. probability). No reasonably
foreseeable vulnerability will impede
repayment per agreed upon terms.
Medium Risk |Steady income but employed in local manufacturing companies,|Modest risk that the facility will not
Medium scale industies, civil service, schools etc,|be retired as agreed (0.5 probability);
enterpreneurs. from the primary source of
repayment, but clearly identified
alternative source of repayment
exists. Risk of loss or non
performing status under realistic
economic scenario is moderate.
High Risk Unemployed, local contractors, traders with ungteady income.  |Below average credit with significant

risk that facility will not be retired as
agreed (greater than 0.5 probability.
No clearly identified alternative
source of repayment. High risk of
loss of principal or interest under
most probable vulnerabilities, should
they occur. Tight management for
"C" rated critical conditions
precendent to attaining its portfolio
quality objectives.

Credit risk control & mitigation policy
A major element of the company's credit process is the monitoring of leases and advances and
the identification of potential bad debts. Watch list and problem loan management include

policies on:

i) Identification and management of bad leases |
i) Provision for losses

Potential problems will be identified, appropriately risk-rated and placed on Management attention
in sufficient time to permit re-structure and improvement on the position. It is the responsibility of
Head of Operators Department to identify promptly, facilities that fall into these categories and
review them-with appropriate strategies and action plans to restore them to performing status.
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 (CONT'D)

Foreign currency exchange risk

Foreign currency risk is the potential loss due to adverse movements in markets foreign exchange
rates.

The company is exposed to foreign currency risk through its foreign cash holdings

Management of foreign currency risk

The company manages its foreign currency risk through by limiting the amount of cash it holds in
foreign currency

Below is the company's sensitivity to increase and decrease in Naira against the US dollars and-
pounds (2016). The management believes that the stated percentage movement in either direction
is reasonably possible at the balance sheet date.The sensitivity analysis below includes
outstanding denominated assets as there were no liabilities denominated in foreign currency. A
positive number indicate an increase in profit where Naira strenghtens by the stated percentage
against the respective currencies for the stated pecentage increase or decrease in the rate there
would be an equal and opposite impact on profit and the balances would be negative

L]

2017 N'000
Naira strenghtens by 1% against the US dollar
(Profit/(loss) 168

Naira weakens by 1% against the US dollar
(Profit/(loss) 168

2016

Naira strenghtens by 1% against the US dollar
(Profit/(loss) —

Naira weakens by 1% against the US dollar
(Profit/(loss) 400

Naira strenghtens by 6% against the pounds
(Profit/(loss) —

Naira weakens by 6% against the pounds
(Profit/(loss) R
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LECON FINANCIAL SERVICES LIMITED
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2017 (CONT'D)

Liquidity risk

This is the risk that the company might not be able to meet with its obligations as they fall due.

Management of liquidity risk

The ultimate responsibility for liquidity risk management rest with the Board of Directors, which has’
established an appropriate risk management framework for the management of the company short,
medium and long term funding and liquidity management requirements. This function has been
delegated to the asset and liability management committee of the company. This committee meets
on bi-weekly to monitor liquidity profile of the company. The company also manages liquidity risk by
maintaining adequate reserves, banking facilities and reserve borrowing facilities, by continuously
monitoring forecast and actual cash flows and by matching the maturity profiles of financial assets
and liabilities.

-

49



LECON FINANCIAL SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 (CONT'D)

The table below shows the undiscounted cash flows on the company’s financial liabilities and on the basis of their earliest possible contractual
maturity.

The gross nominal inflow/ (outflow) disclosed in the table is the contractual, undiscounted cash flow on the financial liability or commitment.
Company Residual maturities of financial assets and labilities

31 December,2017

Gross
s Sisusands ot R Carrying Ewminal Less than1 Lessthan Lessthan Less than Less than Above 5
amount inflow/ year 2 year 3 year 4 year 5 year year
outflow
Non- derivative assets:
Cash and Cash Equivalent 487,735 487,735 487,735
Due from financial institution 329,977 329,977 329,977
Lease 361,088 361,088 260,723 89,825 11,228
Prepayments & other assets 551,215 551,215 411,251 6,522 8,716 6,522 6,109 86,752
1,730,015 1,489,685 1,489,685 96,348 19,945 6,522 6,109 86,752
Non- derivative Liabilities:
Other liabilities 281,706 281,706 281,706 - - - - -
Borrowing 2,067,302 2,067,302 2,067,302 B - = & =
2,349,008 2,349,008 2,349,008 - - - - -
Gap(Asset - Liabilities) (618,993) (859,323) (859,323) 96,348 19,945 6,522 6,109 86,752
cumulative liquidity gap (859,323) (762,975)  (743,030) (736,508) (730,399) (643,647)
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LECON FINANCIAL SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2017 (CONT'D)

31 December,2016

Gross
b Sasaatitn o Mol Carrying fmminai Lessthan1 Lessthan Lessthan Less than Less than Above 5
amount inflow/ year 2 year 3 year 4 year 5 year year
outflow
Non- derivative assets: :
Cash and cash equivalent 707,591 707,591 707,591 - - - - a
Loans Advances & Investment in
Fin. Lease 706,278 706,278 690,585 6,443 7,456 9,040 11,108 29,421
Prepayment & Other Assets 358,283 358,283 358,283 - - - - -
12152 117152 1,756,459 6,443 7,456 9,040 11,108 29,421
Non- derivative Liabilities:
Other liabilities 286,669 286,669 286,669 - - - - -
Borrowing 1,999,599 1,999,599 1,999,599 - - - - -
2,286,268 2,286,268 2,286,268 - - - - B
Gap(Asset - Liabilities) (514,116) (514,116) (529,809) * 6,443 7,456 9,040 11,108 29,421
cumulative liquidity gap (529,809) (523,366) (515,910) (506,871) (495,762) (466,341)
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LECON FINANCIAL SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 (CONT'D)

31-Dec-17 31-Dec-16
§'000 #'000
Chairman’s and Directors' Emoluments
Emoluments:
Chairman 45 45
Other directors : 185 185
230 230
Emolument as executive 586 586
816 816
Employees and employment 31-Dec-17 31-Dec-16
Employees remunerated at higher E Number Number
rates
200,001 - 300,000 1
300,001 - 400,000 2 2
400,001 - 500,000 9 9
500,001 and above 13 13
Staff .
Average number of persons employed in the financial year and the staff were as follows:
31-Dec-17 31-Dec-16
Number Number
Managerial 4 4
Senior staff 19 19
Junior staff 1 2
24 25
31-Dec-17 31-Dec-16
H'000 §'000
Auditors' Remuneration
The analysis of auditors' remuneration is as follows:
Statutory audit fees 6,800 6,500
6,800 6,500
Related Party
LECON Financial Services Limited is a subsidiary of Bank of Industry Limited.
Related Party Transactions
Borrowings 2,067,302 1,999,599

The outstanding amount of loan obtained from Bank of Industry Limited, to finance various leases

which include the interest payables
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LECON FINANCIAL SERVICES LIMITED

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2017 (CONT'D)

31-Dec-17 31-Dec-16
N'000 §'000

Rental Income 1,008,757 800,854 |
The rental income generated from various lease facilities granted to Bank of Ind ustry Limited
during the year

Receivables

Outstanding balance due from Bank of Industry Limited 62,229 165,589

This comprises of receivables due from related parties.
Guarantees and Other Financial Commitments

Staff end of service commitments
The company operates a provident fund scheme for the benefits of its employees. These benefits
based on each employee's years of service and terminal salary.

The assets of the scheme are held in a separate fund administered by BOI Investment and Trust
company Limited. The related costs are charged to the profit and loss account.

Financial commitments
The Directors are of the opinion that all known liabilities and commitments have been taken into
account in the preparation of these accounts.

Authorization of Financial Statements
The financial statements for the gear ended 31 December 2017 were approved by the Board of
Directors on .10..April 201
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LECON FINANCIAL SERVICES LIMITED

STATEMENT OF VALUE ADDED

FOR THE YEAR ENDED 31 DECEMBER 2017

Gross Income
Bought in Purchase and Services

Value Added

APPLIED AS FOLLOWS:

To Pay Employee:
Salaries, Wages and Other Benefits

To pay Government:
Income and Education Taxes

To Pay Providers of Capital:
Interest

Assets Replacement Provision:
Depreciation

To Provide for the Future:
Revenue Reserve

2017 2016
§'000 % 000 %
' 1,919,960 1,997,561
(316,220) (563,567)
1,603,740 100 1,433,994 100
113,984 7 122,293 9
: ’ 152,440 11
117,703 7 185,215 13
913,887 57 886,423 62
458166  28.6 87,623 6.1
1,603,740 100 1,433,994 100

Value Added represents the additional wealth which the company has been able to create by its
own and its employees' efforts. The statement shows the allocation of the wealth between

employees, government and that retained for the creation of more wealth.
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LECON FINANCIAL SERVICES LIMITED

FIVE-YEAR FINANCIAL SUMMARY
AS AT 31 DECEMBER 2017
31-Dec-17 31-Dec-16 31-Dec-15 31-Dec-14 31 -Dec-13
#'000 #¥'000 ¥'000 ¥'000 ¥'000
IFRS IFRS IFRS IFRS IFRS
Notes
Cash and Cash Equivalent 14 487,735 707,591 806,230 276,025 438,499
Receivables and Prepayments 15 551,215 358,284 399,662 470,625 592,222
Investments 16 33,033 38,268 108,861 147,632 159,672
Advances Under Finance Lease 7 361,088 705,590 1,157,111 1,990,053 3,560,164
Investment Property 18 37,721 39,481 41,241 43,001 44 427
Non-Current Assets Held for Sale 19 23,485 542,430 1,096,353 1,407,850 -
Intangible Assets 20 - - 771 - -
Property and Equipment 23 2,462,289 1,052,148 1,089,889 1,491,424 3491827
Deferred Taxation Asset 24.4 363,690 164,302 315,285 - ) -
Total Assets y y ¥ '
Liabilities
Employee Benefit Obligation 21 289,239 195,730 213,673 124,799 -
Other Liabilities 22 281,358 3,289,009 384,849 454,074 778,545
Income Taxation Payable 24.3 413,591 261,706 355,526 85,969 44,886
Deferred Taxation 23.3 - - - 10,569 10,569
Borrowings 25 2,067,302 1999599 3248226 7718279 9,558,809
—_—
Capital and Reserves
Share Capital 26 3,333,450 332,150 332,150 332,150 332,150
Share Premium 82,067 81,028 81,028 81,028 81,028
Statutory Reserve 122,524 122,524 108,277 96,127 96,127
Revenue Reserve (2,156,081) (2,614,247) (2,688,622) (3,089,023) (2,581,253)
Deposit for Equity Issue - - 3,002,339 2,339 2,339
Actuarial Reserve 113,194 59,405 53,043 10,299 36,389
Total Equity Attributable to Owners ,208, 137, ) 907, , 109,
Tml Llab"meﬁ al'ld Equ'ty (] (] ) [} L 1) L) ) L L)
Statement of Profit or Loss
Gross Income 1,019,960 1,997,561 2443688 2497372 2,889,726
Profit/(Loss) Before Taxation 410,663 297,226 357,255 (670,419) (2,419,584)
Profit/(Loss) After Taxation 458,166 87,623 413,552 (611,501) (2,433,307)
Earnings per share (Kobo) 7 13 62 (92) (366)

Eamingg per share are calculated based on the company's profit/(loss) after taxation and on the number of issued

and fully paid ordinary shares at the end of each financial year,



