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UPDC REIT FUND MANAGER’S REPORT FOR DECEMBER 2016 

Nigerian macroeconomic environment deteriorated further in 2016 and entered into a recession. This was 

as a result of the decline in oil production caused by the recent militant activities in the Niger Delta region; 

foreign exchange shortages; non-payment of salaries; weak electricity generation; and low investors’ 

confidence.  

 

The persistent and increased demand for foreign exchange led to a decline in the value of the Naira, with 

an attendant attrition of the external reserves. The demand pressure remained unabated and led to the 

consistent devaluation of the Naira. In order to stem the incessant outflow from the external reserves, the 

CBN adopted a flexible exchange rate policy in June 2016.  This resulted in the closure of the official 

market, while the premium between the inter-bank and parallel market reduced to N46.15 from N165.90 

on June 20, 2016. However, the premium has since increased significantly to about N180. 

Year-on-Year, the value of the Naira depreciated by 34.73% and 45.01% to close 2016 at US$/N305 and 

US$/N491 at the inter-bank and parallel markets, respectively. The highest rate recorded at the inter-

bank and parallel markets in 2016 were US$/N350.22 and US$/N493, respectively. The lowest values 

were US$/N199.08 and US$/N270,respectively. 

According to the CBN, the 30-Day Moving Average of Nigeria's external reserves as at end of December 

2016 decreased by 11.11%, to US$25.84bn, from US$29.07bn as at the end of December 2015. The 

external reserves dropped to a low of US$23.90bn on October 19, 2016 but recovered consistently 

thereafter. The increase was a combination of the inflows from the International Money Transfer 

Operators (IMTOs), increase in oil production and inflows from the African Development Bank.  

 

The inflation rate maintained upward momentum throughout 2016 and stood at 18.55% in December 

2016 from 9.62% in January 2016. According to the National Bureau of Statistics (NBS), the lowest, 

highest and average inflation rates recorded between January 2016 and December 2016 are 9.62%, 

18.55% and 15.62% respectively. The consistent rise in the inflation rate was caused by structural factors 

that include: high cost of power and energy, transport, production factors, and rising prices of imports as 

a result of the devaluation of the Naira. 

 

The prices of fixed-income securities trended downwards while yields increased in the second half of  the 

year. The increase in yield was as a result of the illiquidity in the market resulting from the existing reserve 

requirements and the Treasury Single Account (TSA) implementation by the FGN. In July 2016, the 

Monetary Policy Committee (MPC) increased the Monetary Policy Rate (MPR) to 14% from 12%. 

 

The real estate market was adversely affected by the economic recession as a number of new 

developments recorded  slower take-up rate* and  rental income lowered, as tenants are requesting for 

a downward review of rent or a rent-free period. 

The lack of access to FX on the interbank market and the continuous depreciation of the Naira on the 

parallel market resulted to higher costs for retailers looking to fit out and restock their stores. This also 

resulted in higher costs for the required periodic maintenance for a commercial building. 
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Despite the macroeconomic challenges, Novare Lekki Mall, Onitsha Mall and Maryland Mall were 

completed and opened to customers in 2016.  

There is currently an oversupply of grade A office space. In order to attract tenants, Landlords had to 

reduce rental rates. There was also a shift of the demand for office spaces from the oil and gas sector to 

management, consulting, technology, finance and other services sector. 

 
 
 

 
UPDC REIT PERFORMANCE 

The REIT traded a total of 4.64 million units in 2016 and closed at a price of N10.00 on December 31, 

2016. The earnings yield on investment in the REIT as at December 31, 2016 was 5.9%.  

 

The current asset allocation of the REIT is as stated below; 

 

S/N  ASSET CLASS ASSET 

ALLOCATION 

1  Real Estate Assets 79.84% 

2  Real Estate Related Assets 2.73% 

3 Liquid Assets 17.44% 

 Total  100.00% 

 

Although the allocation to Real Estate asset class exceeds the target minimum of 75%, the allocation to 

liquid asset exceeds the maximum investment of 10%. This is as a result of the inability to find qualifying 

real estate or real estate related assets that met UPDC REIT’s requirements. In order to ensure that the 

target asset allocation is achieved, we will continue to seek  additional investments in real estate or real 

estate related assets, in the next financial year. 

 

The table below briefly describes the Real Estate assets held by the REIT, with the current rental yield 

and the class of tenants currently occupying the assets. 

 

PROPERTY LOCATION CURRENT 

YIELD 

PROPERTY 

TYPE 

TENANTS LENGTH OF 

TENANCY 

AGREEMENT 

VACANCY 

RATE 

Abebe Court Ikoyi, Lagos 5.40% Residential A mix of 

corporate(84

%) and 

individual(16

%) client 

80% annual; 

20% biennially 

11.54% 
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PROPERTY LOCATION CURRENT 

YIELD 

PROPERTY 

TYPE 

TENANTS LENGTH OF 

TENANCY 

AGREEMENT 

VACANCY 

RATE 

Victoria Mall 

Plaza Phase 1 

Victoria 

Island, 

Lagos 

5.90% Residential Major 

international 

oil producing 

company 

2011 - 2015 100% 

Victoria Mall 

Plaza Phase 2 

Victoria 

Island, 

Lagos 

6.50% Commercial Major 

international 

auditing/ 

consulting 

firm 

2015 – 2017  0% 

UAC Office 

Block 

CBD, Abuja 6.40% Commercial Various 

corporate 

clients 

including 

four(4) banks 

30% annual; 

50% biennially; 

20% between 3 

and 5 years  

13.72% 

1-2 Factory 

Road Aba 

Aba 6.40% Commercial Various 

corporate 

clients 

including a 

leading 

logistics 

company  

67% annual; 

33% between 2 

and 3 years 

0% 

 

The performance of the UPDC REIT was affected negatively by the  challenging macroeconomic 

environment as VMP 1, which was occupied by Mobil Nigeria Limited until October 2015, is currently 

vacant and not generating income. In addition,  the projections during the initial public offer of the REIT 

had assumed that the properties purchased by the REIT between 2014 and 2015 would be sold in 2016, 

and would generate  some income. The expected income on the assumed sale will not come in as the 

REIT was unable to acquire additional properties between 2014 and 2015, partly due to the 

macroeconomic environment and also because the fund manager could not identify qualifying assets 

which meets the REITS benchmark returns. In order to compensate for the unearned rental income on 

VMP1, the Fund Manager in consultation with the Investment Committee decided to discontinue the sale 

of units of Abebe Court as the property is currently fully tenanted and generating rental income.  

This implies that the REIT would not earn any capital appreciation on sale of property in 2016 and rental 

income on VMP1, as assumed in the projections.  

These resulted in a negative variance of 58.37% between the projected income and actual income earned 
by the REIT as at June 30, 2016. 
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UPDC REAL ESTATE INVESTMENT TRUST

FINANCIAL STATEMENTS

FOR YEAR ENDED 31 DECEMBER 2016

STATEMENT OF COMPREHENSIVE INCOME

Notes

31 December 

2016

31 December 

2015

N’000 N’000

Income from investment property 5           1,104,033             1,605,526 

Interest income 6              750,272             1,261,700 

Net (loss)/gain on financial assets held for trading 7               (98,166)                  90,065 

Net gain on financial assets at fair value through profit or loss 8              292,580                          -   

Other income 9                        -                    12,244 

Fair value (loss)/gain on investment property 15            (204,637)                385,200 

Net income           1,844,082             3,354,735 

Operating expenses 10            (331,943)               (282,634)

Profit before tax           1,512,139             3,072,101 

Tax 11                        -                   (82,575)

Profit after tax           1,512,139             2,989,526 

Increase in net assets attributable to unit holders           1,512,139             2,989,526 

Earnings per unit attributable to unit holders of the Trust

Earnings per unit - basic and diluted (Naira) 24                    0.57                      1.12 

The accompanying notes as set out from note 1 to 28 form an integral part of these financial statements.
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UPDC REAL ESTATE INVESTMENT TRUST

FINANCIAL STATEMENTS

FOR YEAR ENDED 31 DECEMBER 2016

STATEMENT OF CHANGES IN UNITS AND RESERVES

Unitholders' Retained Total

contributions earnings

N’000 N’000 N’000

At 1 January 2015 26,682,695            3,349,604         30,032,299              

Profit for the period -                        2,989,526         2,989,526                

Transactions with unit holders in their capacity as unit holders:

Distribution paid to unit holders -                        (1,974,520)        (1,974,520)               

-                        1,015,006         1,015,006                

At 31 December 2015/1 January 2016 26,682,695            4,364,611         31,047,306              

Profit for the period -                        1,512,139         1,512,139                

1,512,139         1,512,139                

Transactions with unit holders in their capacity as unit holders:

Distributions paid to unit holders -                        (1,707,692)        (1,707,692)               

-                        (195,554)           (195,554)                  

At 31 December 2016 26,682,695            4,169,056         30,851,751              

ATTRIBUTABLE TO UNIT HOLDERS OF THE TRUST
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UPDC REAL ESTATE INVESTMENT TRUST

FINANCIAL STATEMENTS

FOR YEAR ENDED 31 DECEMBER 2016

STATEMENT OF CASH FLOWS

19 months to

Notes

31 December 

2016

31 December 

2015

N’000 N’000

Cash flow from operating activities

Cash generated from /(used in) operating activities 21 (147,947)         2,857,094       

Interest received 676,172          1,111,735       

Net cash flow generated from operating activities 528,225          3,968,829       

Cash flows from investing activities

Investment in real estate development 14 -                 (1,475,635)     

Proceeds from sale of investment property 14 -                 471,646          

Purchase of property and equipment 17 (150,065)         -                 

Net cash used in investing activities (150,065)         (1,003,989)     

Cash flows from financing activities

Distributions paid to unit holders (1,707,692)      (1,974,520)     

Net cash flow used in financing activities (1,707,692)      (1,974,520)     

Net (decrease)/increase in cash and cash equivalent for the period (1,329,532)      990,321          

Analysis of changes in cash and cash equivalents:

Cash and cash equivalents at end of period 22 1,470,115       2,799,647       

Cash and cash equivalents at start of period 2,799,647       1,809,327       

Net (decrease)/increase in cash and cash equivalent for the period (1,329,532)      990,321          

The statement of accounting policies and accompanying notes as set out from note 1 to 28 form an integral part 

of these financial statements.
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UPDC REAL ESTATE INVESTMENT TRUST

NOTES TO THE FINANCIAL STATEMENTS

FOR YEAR ENDED 31 DECEMBER 2016

1 General information

2. Basis of preparation

2.1 Summary of significant accounting policies

2.1.1

A number of new standards and amendments to standards and interpretations were effective for the first time for the year ended 31 December 2016. 

None of these standards and amendments to standards have had an effect on the financial statements of the Trust.

The financial statements are presented in Naira, which is the Trust’s functional and presentation currency.  The figures shown in the financial 

statements are stated in thousands of Naira, unless otherwise stated.

These financial statements were authorised for issue by the Investment Committee on the 28 March 2016.

The preparation of financial statements in conformity with IFRS requires the use of certain critical accounting estimates. It also requires the Fund 

Manager to exercise its judgement in the process of applying the Trust’s accounting policies. Changes in assumptions may have a significant impact 

on the financial statements in the period the assumptions changed. The Fund Manager believes that the underlying assumptions are appropriate and 

that theTrust’s financial statements therefore present the financial position and results fairly. The areas involving a higher degree of judgement or 

complexity, or areas where assumptions and estimates are significant to the financial statements, are disclosed in Note 4.

a) International Financial Reporting Standards (IFRS) and amendments effective for the first time for 31 December 2016

Changes in accounting policy and disclosures

The  financial statements for period ended 31 December 2016 have been prepared in accordance with International Financial Reporting Standards 

(IFRS) as issued by the International Accounting Standard Board. Additional information required by national regulations is included where 

appropriate. The financial statements have been prepared in accordance with the going concern principle under the historical cost convention as 

modified by the measurement of certain financial assets and investment property held at fair value.

The principal accounting policies applied in the preparation of these financial statements are set out below. These policies have been consistently 

applied, unless otherwise stated.

The UPDC Real Estate Investment Trust the “Trust”, established in June 6 2013, is a close-ended Real Estate Investment Trust which is listed on the 

Nigerian Stock Exchange (NSE). The units of the Trust can be bought and sold through a licensed stockbroker on the floor of the exchange.

The primary objective of the Trust is to enable investors earn stable income while preserving capital over the long term. This is achieved by ensuring 

stable cash distributions from investments in a diversified portfolio of income–producing real estate property and to improve and maximize unit value 

through the ongoing management of the Trust's assets, acquisitions and development of additional income-producing real estate property.
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UPDC REAL ESTATE INVESTMENT TRUST

NOTES TO THE FINANCIAL STATEMENTS

FOR YEAR ENDED 31 DECEMBER 2016

(c) Early adoption of standards

2.2.1 Financial assets

 • IFRS 9: This IFRS is part of the IASB’s project to replace IAS 39.  IFRS 9 addresses classification and measurement of financial assets and 

replaces the multiple classification and measurement models in IAS 39 with a single model that has only two classification categories: amortised cost 

and fair value.

The Trust did not early adopt any new or amended standards in 2016.

The Fund manager is currently assessing the impact of the new rules to identify areas of impact on the Trust. At this stage, the Fund manager is not 

able to estimate the impact of the new rules on the Trust’s financial statements.

The following standards and interpretations have been issued and are mandatory for the Trust’s accounting but are not yet effective. 

•  IAS 1 - ' Amendments to IAS 1,'Presentation of financial statements' disclosure initiative' (effective 1 January 2016)

In December 2014 the IASB issued amendments to clarify guidance in IAS 1 on materiality and aggregation, the presentation of subtotals, the 

structure of financial statements and the disclosure of accounting policies. The amendment does not in any way affect the Trust nor its financial 

statements and accounting policies.

•  IFRS 9:  Financial instruments: Classification and measurement (effective for periods beginning on or after 1 January 2018)

•  IFRS 15 - 'Amendment to IFRS 15, 'Revenue from contracts with customers' (effective 1 January 2017) .

•  IFRS 16 - Leases (effective 1 January 2019) 

The standard sets out the principles for the recognition, measurement, presentation and disclosure of leases for both the lessee and the lessor. Under 

this standard, the lessor continues to classify its leases as operating leases or finance leases, and account for these types of leases differently. 

Hence, the standard will not have significant effect on the Trust. 

The standard outlines a single, comprehensive revenue recognition model for all contracts with customers to achieve greater consistency in the 

recognition and presentation of revenue. Revenue is recognised based on the satisfaction of performance obligations, which occurs when control of 

good or service transfers to a customer. Early adoption is permitted. 

The Fund manager is currently assessing the impact of the new rules to identify areas of impact on the Trust. At this stage, the Fund manager is not 

able to estimate the impact of the new rules on the Trust’s financial statements.

(b) Standards and interpretations issued but not yet effective for 31 December 2016

The Trust classifies financial assets to the following IAS 39 categories: (a) financial assets held for trading (b) financial assets at fair value through 

profit or loss;  and (c) loans and receivables. Management determines the classification of its financial instruments at initial recognition.

(a) Financial assets held for trading

A financial asset is classified as held for trading if it is acquired or incurred principally for the purpose of selling or repurchasing it in the near term or if it 

is part of a portfolio of identified financial instruments that are managed together and for which there is evidence of a recent actual pattern of short-

term profit-taking. Financial assets held for trading consist of debt instruments. They are recognised in the statement of financial position as ‘Financial 

assets held for trading’.

Financial instruments included in this category are initially measured at fair value; transaction costs are taken directly to statement of comprehensive 

income and subsequently measured at fair value with gains and losses arising from changes in fair value recognised in 'Net gains / (losses) from 

financial instruments classified as held for trading' in the Statement of Comprehensive Income. Interest income and dividend income on financial 

assets held for trading are included in 'Interest income' and 'other income' respectively. The instruments are derecognised when the rights to receive 

cash flows have expired or the Trust has transferred substantially all the risks and rewards of ownership and the transfer qualifies for derecognition.

(b) Financial assets at fair value through profit or loss

These are investments in associates,  which the Trust upon initial recgnition, elected to measure at fair value with fair value changes recognised in 

profit or loss. 

18



UPDC REAL ESTATE INVESTMENT TRUST

NOTES TO THE FINANCIAL STATEMENTS

FOR YEAR ENDED 31 DECEMBER 2016

(b) Loans and receivables

Recognition

2.2.2 Financial liabilities

2.2.3 Determination of fair value

2.2.4 Derecognition

2.2.5 Reclassification of financial assets

These investments are initially measured at fair value; transaction costs are taken directly to statement of comprehensive income and subsequently 

measured at fair value with gains and losses arising from changes in fair value recognised in 'Net gains / (losses) from financial instruments  at fair 

value through profit or loss' in the Statement of Comprehensive Income. Interest income and dividend income on financial assets at fair value through 

profit or loss, are included in 'Interest income' and 'other income' respectively. The instruments are derecognised when the rights to receive cash flows 

have expired or the Trust has transferred substantially all the risks and rewards of ownership and the transfer qualifies for derecognition.

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an active market, other than: 

(1) those that the Trust intends to sell immediately or in the short term, which are classified as held for trading, and those that the Trust upon initial 

recognition designates as at fair value through profit or loss;

(2) those that the Trust upon initial recognition designates as available for sale; or

(3) those for which the holder may not recover substantially all of its initial investment, other than because of credit deterioration.

Loans and receivables are initially recognised at fair value – which is the cash consideration to originate or purchase the asset including any 

transaction costs – and measured subsequently at amortised cost.  

The Trust's loans and receivables include the following: placement with banks and rent receivables.

At initial recognition, the best evidence of the fair value of a financial instrument is the transaction price (i.e. the fair value of the consideration paid or 

received), unless the fair value of that instrument is evidenced by comparison with other observable current market transactions in the same 

instrument, without modification or repackaging, or based on valuation techniques such as discounted cash flow models and option pricing models 

whose variables include only data from observable markets

Financial assets are recognised on settlement dates. The varying class and nature of the financial assets determines the settlement which may be 

different from the trade date. Financial instruments such as debt and equity securities are recognised on settlement date other than the trade date 

while  receivables are recognised on trade date which represents its settlement date.

The Trust's holding in financial liabilities represent mainly payables recorded in 'Other liabilities'. Payables are obligations to pay for services that have 

been received in the ordinary course of business from suppliers. Payable are classified as current liabilities if payment is due within one year or less 

(or in the normal operating cycle of the business if longer). If not, they are presented as non-current liabilities. Payables are recognised at amortised 

cost but where the impact of discounting is deemed immaterial, they are recognised at cost..

Subsequent to  initial recognition, for financial instruments traded in active markets, the determination of fair value of financial assets and financial 

liabilities is based on quoted market prices or dealer price quotations. This includes listed equity securities and quoted debt instruments on major 

exchanges for example, Nigerian Stock Exchange (NSE) and broker quotes from the Financial Markets Dealers Quotations (FMDQ). The Trust, 

though permitted to hold quoted equities of real estate companies, has not invested in any equity since inception.

Reclassifications are made at fair value as of the reclassification date. Fair value becomes the new cost or amortised cost as applicable, and no 

reversals of fair value gains or losses recorded before reclassification date are subsequently made. 

Financial assets are derecognised when the contractual rights to receive the cash flows from these assets have ceased to exist or the assets have 

been transferred and substantially all the risks and rewards of ownership of the assets are also transferred (that is, if substantially all the risks and 

rewards have not been transferred, the Trust tests control to ensure that continuing involvement on the basis of any retained powers of control does 

not prevent derecognition). Financial liabilities are derecognised when they have been redeemed or otherwise extinguished.

The Trust may choose to reclassify a non-derivative financial asset held for trading out of the held-for-trading category if the financial asset is no 

longer held for the purpose of selling it in the near-term. Financial assets other than loans and receivables are permitted to be reclassified out of the 

held for trading category only in rare circumstances arising from a single event that is unusual and highly unlikely to recur in the near-term. In addition, 

the Trust may choose to reclassify financial assets that would meet the definition of loans and receivables out of the held-for-trading category if the 

Trust has the intention and ability to hold these financial assets for the foreseeable future or until maturity at the date of reclassification. 

A financial instrument is regarded as quoted in an active market if quoted prices are readily and regularly available from an exchange, dealer, broker, 

industry group, pricing service or regulatory agency, and those prices represent actual and regularly occurring market transactions on an arm’s length 

basis. If the above criteria are not met, the market is regarded as being inactive. Indications that a market is inactive are when there is a wide bid-offer 

spread or significant increase in the bid-offer spread or there are few recent transactions.

For all other financial instruments, fair value is determined using valuation techniques. In these techniques, fair values are estimated from observable 

data in respect of similar financial instruments, using models to estimate the present value of expected future cash flows or other valuation techniques, 

using inputs (for example, Nigeria Interbank offer rate) existing at the dates of the statement of financial position. However, for illiquid financial 

instruments, the fair values are further adjusted to compensate for the credit risks attached to the issuers.
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NOTES TO THE FINANCIAL STATEMENTS

FOR YEAR ENDED 31 DECEMBER 2016

2.2.6 Offsetting financial instruments

2.3 Investment property

2.4 Interest income and expense

Income on disposal of investment properties are recognised in the statement of comprehensive income under 'income from investment property'.  

Changes in fair values are recognised in the statement of comprehensive income. Investment property are derecognised when they have been 

disposed or when no further economic benefits are expected from the property.

The effective interest method is a method of calculating the amortised cost of a financial asset or a financial liability and of allocating the interest 

income or interest expense over the relevant period. The effective interest rate is the rate that exactly discounts estimated 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 financial asset or 

financial liability. When calculating the effective interest rate, the Trust estimates cash flows considering all contractual terms of the financial 

instrument (for example, prepayment options) but does not consider future credit losses. The calculation includes all fees and points paid or received 

between parties to the contract that are an integral part of the effective interest rate, transaction costs and all other premiums or discounts.

For investment property, the fair valuation is carried out by independent professionally qualified valuers who hold a recognised relevant professional 

qualification and have recent experience in the locations and segments of the investment property valued. For all investment property, their current 

use equates to the highest and best use. 

Once a financial asset or a group of similar financial assets has been written down as a result of an impairment loss, interest income is recognised 

using the rate of interest used to discount the future cash flows for the purpose of measuring the impairment loss.

After initial recognition, investment property is carried at fair value. Investment property under construction is measured at fair value. Investment 

property under construction for which the fair value cannot be determined reliably, but for which the Trust expects that the fair value of the property will 

be reliably determinable when construction is completed, are measured at cost less impairment until the fair value becomes reliably determinable or 

construction is completed - whichever is earlier. Fair value is based on active market prices, adjusted, if necessary, for differences in the nature, 

location or condition of the specific asset. If this information is not available, the Trust uses alternative valuation methods, such as recent prices on 

less active markets. These valuations form the basis for the carrying amounts in the financial statements. Investment property that is being 

redeveloped for continuing use as investment property or for which the market has become less active continues to be measured at fair value.

Interest income for all interest-bearing financial instruments are recognised within ‘interest income' in the statement of comprehensive income using 

the effective interest method. The Trust does not have any interest expense as at the reporting date.

Investment property are initially recognized at property cost including related transaction costs. 

Investment property include income producing properties and property under development (land or building, or part of a building, or both) that are held 

by the Trust, or leased by the Trust as a lessee under a finance lease, to earn rentals or for capital appreciation or both but are not for sale in the 

ordinary course of business, use in the production or supply of goods and services or for administrative purposes.

The Trust invests primarily in a diversified portfolio of quality residential and commercial real estate properties in Nigeria. 

The fair value of investment property reflects, among other things, rental income from current leases and other assumptions market participants would 

make when pricing the property under current market conditions.

Subsequent expenditure is capitalised to the asset’s carrying amount only when it is probable that future economic benefits associated with the 

expenditure will flow to the Trust and the cost of the item can be measured reliably. All other repairs and maintenance costs are expensed when 

incurred. When part of an investment property is replaced, the carrying amount of the replaced part is derecognised.

Financial assets and liabilities are offset and the net amount reported in the statement of financial position when there is a legally enforceable right to 

offset the recognised amounts and there is an intention to settle on a net basis or realise the asset and settle the liability simultaneously. The legally 

enforceable right must not be contingent on future events and must be enforceable in the normal course of business and in the event of default, 

insolvency or bankruptcy of the company or the counterparty.
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UPDC REAL ESTATE INVESTMENT TRUST

NOTES TO THE FINANCIAL STATEMENTS

FOR YEAR ENDED 31 DECEMBER 2016

2.5 Rental income from property

2.6 Dividend income

2.7 Impairment of financial assets

2.8 Property and equipment

(i) Recognition and measurement

(ii) Subsequent costs

(iii) Depreciation

Rent receivables, the Fund Manager, with the assistance of the property manager, assesses at each reporting date of the Trust whether there is 

objective evidence that a rent receivable is impaired. Each owing tenant are accessed for their ability to pay based on previous payment history. The 

property manager engages the tenant(s) a month before tenancy expiration, reminder letters are sent to the tenants and meetings held where 

applicable. When it is evidenced that a receivable is impaired, such losses are recognised in the statement of comprehensive income as a reduction 

of the rental income. If, in a subsequent period, the rent is received, it will be recognised as a reversal through the statement of comprehensive 

income as "other income".

Items of prpperty and equipment are measured at cost less accumulated depreciation and impairment losses. Cost includes expenditures that are

directly attributable to the acquisition of the asset. When parts of an item of property or equipment have different useful lives, they are accounted for

as separate items (major components) of property and equipment. An asset is recognised when it is probable that economic benefits associated with

the item flow to the Company and the cost of the item can be reliable measured. 

The gain or loss on disposal of an item of property and equipment is determined by comparing the proceeds from disposal with the carrying amount of

the item of property and equipment and are recognized net within other operating income in statement of comprehensive income.

The assets’ carrying values and useful lives are reviewed, and written down if appropriate, at each date of the statement of financial position. Assets

are impaired whenever events or changes in circumstances indicate that the carrying amount is less than the recoverable amount.

Rental income from investment property is recognised on a straight-line basis over the lease term. When the Trust provides incentives to its tenants, 

the cost of incentives is recognised over the lease term, on a straight-line basis, as a reduction of rental income. Rental Income earned but yet to be 

paid by the tenant(s) is recorded as "rent receivables" in the notes to the account and reported under "other assets" in the statement of financial 

position.

Rent paid in advance and yet to be earned are recorded as "Rent received in advance" in the statement of financial position.

Dividend on investments in quoted equities of real estate companies are recognised when such dividends are declared at the annual general 

meetings of the dividend paying companies. Dividend is accrued on the basis of the units of shares held by the Trust as at the share register closure 

date and is accounted for at gross of withholding tax. The resultant tax is separately accounted for and disclosed in the statement of comprehensive 

income as ‘Tax’. 

The Fund Manager assesses at the end of each reporting period whether there is objective evidence that a financial asset or a group of financial 

assets is impaired. A financial asset or group of financial assets is impaired and impairment losses are incurred only if there is objective evidence of 

impairment as a result of one or more events that occurred after the initial recognition  of the asset (a 'loss event') and that loss event (or events) has 

an impact on the estimated future cash flows of the financial asset or group of financial assets that can be reliably estimated. 

Assets carried at amortised cost

The cost of replacing part of an item of property or equipment is recognised in the carrying amount of the item if it is probable that the future economic

benefits embodied within the part will flow to the Company and its cost can be measured reliably. The carrying amount of the replaced part is

derecognised. The costs of the day‐to‐ day servicing of property and equipment are recognised in statement of comprehensive income.

Depreciation is recognised in profit or loss on a straight‐line basis to write down the cost of each asset, to their residual values over the estimated

useful lives of each part of an item of property and equipment. Leased assets under finance lease are depreciated over the shorter of the lease term

and their useful lives.                               

Depreciation begins when an asset is available for use and ceases at the earlier of the date that the asset is derecognised or classified as held for

sale in accordance with IFRS 5. A non‐current asset or disposal company is not depreciated while it is classified as held for sale.

The estimated useful lives for the  period are as follows:     

-Office equipment                         -  33.33%

Depreciation methods, useful lives and residual values are reassessed at each reporting date.

Evidence of impairment may include indications that the debtors or a group of debtors is experiencing significant financial difficulty, default or 

delinquency in interest or principal repayments, the probability that they will enter bankruptcy or other financial re-organisation, and where observable 

data indicate that there is a measurable decrease in the estimated future cash flows, such as changes in arrears or economic conditions that correlate 

to defaults.

For loans and receivable category, the amount of the 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 statement of 

comprehensive income. If a financial instrument has a variable interest rate, the discount rate for measuring any impairment loss is the current 

effective interest rate determined under the contract. 
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2.9 Cash and cash equivalents

2.10 Taxation

2.11 Distributions

2.12 Unit holding

2.13 Earnings per unit

Holdings of the Trust are classified as unit holding. Incremental costs directly attributable to the issue of new units, are  shown as a deduction against 

unitholders contributions.

The Trust is domiciled in Nigeria. There is no income, estate, corporation, capital gains or other gains or taxes payable by the Trust. The Trust only 

incurs withholding taxes on dividend and rental income. The Trust did not earn any dividend income during the period ended 31 December  2016 

(December 2015: Nil). The Trust also charges value added tax on sale of investment property or any part thereof and remits same to the responsible 

tax authorities.

Diluted earnings per unit is calculated by adjusting the weighted average number of units outstanding to assume conversion of all dilutive potential 

units.

Basic earnings per unit is calculated by dividing the profit/(loss) for the year by the weighted average number of units in issue during the period.

Distributions are recognised in retained earnings in the period in which they are approved by the Joint Trustees. Distributions for the year that are 

declared after the date of the statement of financial position are dealt with in the subsequent events note in the financial statement.

For the purposes of statement of cash flow, cash and cash equivalents are balances that are held for the primary purpose of meeting short term cash 

commitments.  Hence this includes cash in hand and cash equivalents that are readily convertible to known amount of cash, are subject to insignificant 

risk of changes in value and whose original maturity is three months or less.  This includes placements with banks and other short-term highly liquid 

investments which originally matures in three months or less (such as treasury bills with less than 3 months maturity)
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3 Risk Management Objective and Policies

3.1 Financial risk management

Asset Class

Minimum 

Limit

Maximum 

Limit

Real estate property 75.00% 100.00%

Real estate related assets 0.00% 25.00%

Liquid assets 0.00% 10.00%

The Trust's financial instruments are categorised as follows:

Financial 

Liabilities

Loans and 

receivables

Held-for-

trading

Financial 

assets at fair 

value through 

profit or loss

At amortised 

cost

N’000 N’000 N’000 N’000

7,307 -                                        -                          -   

                      -   3,440,173                      -                          -   

                      -   581,534                      -                          -   

                      -                        -   240,201                        -   

                      -                        -   812,539                        -   

1,632,205

61,722                      -                        -                          -   

165,151

                      -                        -                        -   98,832               

This implies that:

The Trust investments are made by the Fund Manager with the consent and approval of the Investment Committee in any of the following asset classes and in accordance 

with the maximum limit allowed. The limit allowed for each investment class is as stated below: 

1.       A maximum of 100% or a minimum of 75% of the REIT’s assets may be invested in real estate (property)

2.       A maximum of 25% or a minimum of 0% of the REIT’s assets may be invested in real estate related assets such as equities of a real estate company

3.      A maximum of 10% or a minimum of 0% of the REIT’s assets may be invested in liquid assets

The Investment Committee is made up of three independent members (one of whom is the Chairman) who are seasoned professionals in real estate business and two 

representatives each of the Fund manager, trustees and property manager.

- Corporate bonds

- Loan to investee (First Festival Mall)

The Trust generates revenues for unit holders by investing in various income generating activities which include rental income on investment property, trading real estate 

equity securities on the stock exchange and trading in government securities. These activities expose the Trust to a variety of financial risks, including credit, liquidity risk and 

the effects of changes in debt and equity market prices and interest rates. The Trust’s overall risk management programme focuses on the unpredictability of financial markets 

and seeks to minimise potential adverse effects on its financial performance.

Risk management is carried out by the Fund Managers under direction of the Investment Committee and FSDH Merchant Bank Limited's Group Risk Management 

Department. The Investment Committee works within policies approved by the Trust’s Trustee. Fund Managers review the market trends and information available to evaluate 

the potential exposures. They then arrive at strategies to mitigate against these risks. The Group Risk Department provides the Fund Managers with written guidelines for 

appropriate investments. These guidelines are reviewed on a regular basis and are within the Collective Investment Scheme regulations issued by the Securities and 

Exchange Commission (SEC).

The investment risk management framework also adheres to regulatory requirements in relation to investment policies; assets mix, valuation, diversification, asset and liability 

matching, and risk management. It also includes setting market, credit, liquidity and other investment risk management strategies and policies, developing management 

procedures to ensure that investments are only transacted in line with these policies, and having an appropriate system of measurement, monitoring, reporting and control 

underpinning investment activities.

Other liabilities:

Other assets

Other payable

- Rent receivables

- Receivable from property manager

31 December 2016

- Equity investment in First Festival Mall

Financial liabilities:

Financial assets:

Financial assets held for trading

- Treasury bills

Financial assets at fair value through profit or loss

In thousands of Nigerian Naira

Financial Assets

Bank balances

- Investment in real estate development

 -Placement with banks
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Financial 

Liabilities

Loans and 

receivables

Held-for-

trading

Financial 

assets at fair 

value through 

profit or loss

At amortised 

cost

N’000 N’000 N’000 N’000

2,799,647 -                                        -                          -   

                      -                        -                        -                          -   

                      -   303,557                      -                          -   

                      -                        -   104,190                        -   

                      -                        -   714,299                        -   

1,475,635

36,712                      -                        -                          -   

165,151

                      -                        -                        -   58,636               

3.2 Liquidity risk

Liquidity maturity analysis 

31 December 2016

Financial assets

Due within 3 

months

Due within

3 & 12

months

More than 1 

year Total

N’000 N’000 N’000 N’000

Bank balances

- Placement with banks 7,307               -                   -                   7,307                 

Rent receivable 61,722             -                   -                   61,722               

Receivable from property manager -                   -                   165,151           165,151             

Financial assets held for trading

- Treasury bills 3,789,000        1,396,000        -                   5,185,000          

- Corporate bonds -                   97,500             943,500           1,041,000          

Financial assets at fair value through profit or loss

- Loan to investee (First Festival Mall) -                   -                   812,539           812,539             

- Investment in real estate development 1,632,205        -                   1,632,205          

3,858,029        3,125,705        1,921,190        8,904,924          

Financial liabilities 98,832             -                   -                   98,832               

Net financial asset 3,759,197        3,125,705        1,921,190        8,806,092          

Net assets attributable to equity holders 30,851,751        

29%

The tables below analyse the Trust’s financial assets and financial liabilities into relevant maturity groupings based on their contractual maturities. The amounts disclosed in 

the table are the contractual undiscounted cash flows.

- Loan to investee (First Festival Mall)

- Corporate bonds

Financial Assets

Percentage of liquid financial assets to Net assets attributable to equity holders

Liquidity risk is the risk that the Trust though solvent, has insufficient liquid assets to meet its obligations such as operational costs and distribution to unit holders when they 

fall due. The liquidity profile of the Trust is a function of the asset mix as enunciated in the investment guidelines. To the extent that they are predictable, immediate demands 

for cash are not expected to pose undue liquidity risk for the Trust.  An immediate demand for cash can only be a risk if there is liquidity shortage. The Trust will invest 10% of 

its total portfolio in liquid assets of diversified nature and staggered tenors in order to ensure that it is always able to meet its obligations.

The Trust being a closed ended Trust would not be faced with liquidity requests for redemption of units as units can only be sold to willing buyer(s) on the floor of the Nigerian 

Stock Exchange (NSE)

Other payable

Financial assets at fair value through profit or loss

- Equity investment in First Festival Mall

- Treasury bills

In thousands of Nigerian Naira

Financial assets:

 -Placement with banks

- Rent receivables

Bank balances

Financial assets held for trading

Other assets

Other liabilities:

- Receivable from property manager

- Investment in real estate development

31 December 2015

Financial liabilities:
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31 December 2015

Financial assets

Due within 3 

months

Due within

3 & 12

months

More than 1 

year Total

N’000 N’000 N’000 N’000

Bank balances

- Placement with banks 2,799,647        -                   -                   2,799,647          

Rent receivable 36,712             -                   -                   36,712               

Receivable from property manager -                   -                   165,151           165,151             

Financial assets held for trading

- Treasury bills 2,046,000        1,675,000        -                   3,721,000          

- Corporate bonds -                   97,500             486,000           583,500             

Financial assets at fair value through profit or loss

- Loan to investee (First Festival Mall) -                   -                   3,025,692        3,025,692          

4,882,359        1,772,500        3,676,842        10,331,701        

Financial liabilities 58,636             -                   -                   58,636               

Net financial asset 4,823,723        1,772,500        3,676,842        10,273,065        

Net assets attributable to equity holders 31,047,306        

33%

3.3 Credit risk

31 December 2016

Bank 

balances

Financial 

assets held for 

trading

Financial 

assets at fair 

value through 

profit or loss Receivables

Maximum 

Exposure

N’000 N’000 N’000 N’000 N’000

Government -                 4,902,981        -                   -                   4,902,981          

Financial Institutions 7,307             -                   -                   -                   7,307                 

Corporate -                 581,534           812,539           -                   1,394,073          

Others -                 -                   -                   226,873           226,873             

7,307             5,484,515        812,539           226,873           6,531,234          

31 December 2015

Bank 

balances

Financial 

assets held for 

trading

Financial 

assets at fair 

value through 

profit or loss Receivables

Maximum 

Exposure

N’000 N’000 N’000 N’000 N’000

Government -                 -                   -                   -                   -                     

Financial Institutions 2,799,647      -                   -                   -                   2,799,647          

Corporate -                 303,557           714,299           1,017,856          

Others -                 -                   -                   201,863           201,863             

2,799,647      303,557           714,299           201,863           4,019,366          

A rating grid which shows the ratings of debt securities is illustrated below.

31 December 

2016

31 December 

2015

N’000 N’000

A+ 7,307               2,799,647          

Unrated 6,523,927        1,219,719          

6,531,234        4,019,366          

The credit quality above was assessed with reference to Agusto & Co's rating (credit rating agency) at 31 Decemebr 2016 and 31 Decemebr 2015.

Sector analysis of credit risk exposure

The financial assets to which the Trust is exposed are mainly Federal Government of Nigeria (FGN) treasury bills to which as Nigeria's sovereign obligations, have low credit 

risk, corporate bonds and placement with banks.

The Trust is exposed to credit risk, which is the risk that one party to a financial instrument will cause a financial loss for the other party by failing to discharge an obligation. 

The main concentration to which the Trust is exposed arises from the Trust’s investments in debt securities. The Trust is also exposed to counterparty credit risk on cash and 

cash equivalents, and rent receivable from tenants. All transactions in listed securities are settled/paid for upon delivery using approved brokers. The risk of default is 

considered minimal.   

The Trust considers the credit exposure to geographical sectors as immaterial as all the credit risk exposures are domiciled in Nigeria for all periods.

 

The maximum exposure to credit risk is the carrying amount of the financial assets as set out below.

Percentage of liquid financial assets to Net assets attributable to equity holders
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Past due but not impaired

31 December 

2016

31 December 

2015

N’000 N’000

Up to 3 months             209,367              201,863 

3 to 6 months               17,506                        -   

            226,873              201,863 

All other financial assets were neither past due nor impaired.

3.4 Market risk

Classification of financial assets

31 December 

2016

31 December 

2015

N’000 N’000

Financial assets held for trading 5,484,515        3,992,646          

5,484,515        3,992,646          

Increase 274,226 199,632

Decrease -274,226 -199,632

31 December 

2016

31 December 

2015

N’000 N’000

Increase 54,845             39,926               

Decrease (54,845)            (39,926)              

As at 31 December 2016, receivables of N226.87million (2015: N201.86million) were past due but not impaired. These relate to a number of tenants and the Property 

Manager for whom there are no recent history of default. The ageing analysis of these rent receivables is as follows:

With the expertise and track record of the Fund Manager, Property Manager and members of the  Investment  Committee,  we  expect  that  adverse  changes  in  market  

conditions  shall be effectively managed to ensure minimal impact on the operations and value of the Trust. Potential changes in market risk indicators such as adverse 

economic conditions that impact price of the underlying asset values are expected to be tabled before the Investment Committee by the Fund Manager for deliberation to 

ensure effective and proactive assessment and management of the risk.

Interest rate risk arises from the effects of fluctuations in the prevailing levels of market interest rates on the fair value of financial assets and liabilities and future cashflows. 

The Trust's exposure to cashflow interest rate risk which is the risk that the future cashflows of a financial asset will fluctuate because of changes in market interest rates is 

minimal as it holds mainly cash and cash equivalents with fixed interest and has no interest bearing financial liabilities. 

The Trust also holds fixed interest securities which expose the Trust to fair value interest rate risk.  The Trust’s fixed interest rate financial assets are government securities 

(treasury bills) and call placement with financial institutions.

However, the Trust may be indirectly affected by the impact of interest rate changes on the earnings of certain companies in which the Trust invests. The sensitivity of this on 

the Trust's net assets attributable to equity holders is represented in the table below.

The Trust's exposures to the capital market make it susceptible to movements of prices of debt securities' in its portfolio. It is expected that some of the Trust's equity 

investments may be quoted on the Nigerian Stock Exchange (NSE). In managing the risk arising from this class of investments, the Trust ensures diversification of its portfolio 

to include different sectors of the economy. Diversification of the portfolio is done in accordance with limits set by the Trust's Trust Deed and Investment Committee which 

provides for investments subject to a maximum of 25% of the value of the Trust in equities. The Trust's investment in treasury bills and corporate bonds are also quoted on the 

Financial Market Dealers Quotations (FMDQ). 

The Trust's investment in equity during the year ended 31 December 2016 is in First Festival Mall Limited and James Pinnock Estate (two special purpose vehicle set up to 

hold 100% interest in Festival Mall and James Pinnock Estate which are under construction). The investments are not affected by price movement because they are 

unquoted.

Over-supply  and/or  softening  demand  for  real  estate  as  a  function  of  general  economic conditions, will impact property values and rental income, as demand and 

supply imbalance will have a negative impact on real estate prices. Consequently, reduced occupancy levels and declining rental values will affect the Trust’s operating 

performance, portfolio valuation and ultimately its capacity to distribute returns to investors.

(a) Price risk

The table below shows the impact on the Trust's profit before tax if interest rates on the financial assets held for trading had increased by 100 basis points, with all other 

variables held constant.

Effect of 100 basis points movement on profit before tax 

The Trust did not have investments denominated in foreign currency as at 31 December 2016 (December 2015: Nil) and as a result was not exposed to foreign exchange risk.

This is the risk that prevailing market forces of demand and supply may negatively impact the Trust's underlying asset values and its ability to attain projected performance 

based on declining rental income and therefore result in reduced distributions to investors.

(c) Foreign exchange risk

The impact on the Trust's net asset attributable to unit holders if prices of financial asset held had 

increased or decreased by 5% with all other variables held constant  is shown below:

(b) Cashflow and fair value Interest rate risk

26



UPDC REAL ESTATE INVESTMENT TRUST

NOTES TO THE FINANCIAL STATEMENTS

FOR YEAR ENDED 31 DECEMBER 2016

3.5 Capital management

3.6 Fair value estimation

Financial assets and liabilities not measured at fair value

Carrying Value Fair value

Financial assets N'000 N'000

Bank balances

- Placement with banks                 7,307                  7,307 

- Other assets             226,873              226,873 

            234,180              234,180 

Financial Liabilities

Other liabilities               98,832                98,832 

              98,832                98,832 

Carrying Value Fair value

Financial assets N'000 N'000

Bank balances

- Placement with banks          2,799,647           2,799,647 

- Other assets             201,863              201,863 

         3,001,510           3,001,510 

Financial Liabilities

Other liabilities               58,636                58,636 

              58,636                58,636 

Fair value hierarchy of financial assets and liabilities not measured at fair value is shown below.

At 31 December 2016 (N'000)

Level 1 Level 2 Level 3  Total 

                      -                        -   7,307                                7,307 

Other assets                       -                        -   226,873                        226,873 

                      -   -                   234,180           234,180             

Other liabilities                       -                        -   98,832                            98,832 

                      -   -                   98,832             98,832               

At 31 December 2015 (N'000)

Level 2 Level 2 Level 3  Total 

-                   -                   2,799,647                  2,799,647 

Other assets -                   -                   201,863                        201,863 

-                   -                   3,001,510        3,001,510          

Other liabilities -                   -                   58,636                            58,636 

-                   -                   58,636             58,636               

For financial assets and liabilities not measured at fair value, their carrying values are reasonable approximation of their fair value.

In order to maintain or adjust the capital structure, the Trust may adjust the amount of distributions paid to equity holders, return capital to equity holders, issue new shares or 

sell assets to reduce debt. Also there is no regulatory capital requirement for the Trust.

The capital of the Trust is represented by equity. The Trust is a closed-ended Trust as such there are no daily subscriptions and redemptions that can affect the capital of the 

Trust as the Trust can only be traded at prices determined by the forces of demand and supply on the Nigerian Stock Exchange.

Bank balances

The Fund Manager's objectives when managing capital are to safeguard the Trust’s ability to continue as a going concern in order to provide returns for equity holders and 

benefits for other stakeholders.

31 December 2016

31 December 2015

Bank balances
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Financial instruments measured at fair value

Fair value hierarchy of financial assets is shown below

At 31 December 2016 (N'000)

Level 1 Level 2 Level 3  Total 

   - Held for trading          4,902,981            581,534                      -             5,484,515 

   - Financial assets at fair value through profit or loss                       -                        -            2,684,945           2,684,945 

4,902,981        581,534           2,684,945        8,169,460          

At 31 December 2015 (N'000)

Level 1 Level 2 Level 3  Total 

   - Held for trading                       -              303,557                      -                303,557 

   - Financial assets at fair value through profit or loss                       -                        -            2,294,124           2,294,124 

-                   303,557           2,294,124        2,597,681          

Reconciliation of Level 3 items

The following table presents the changes in level 3 items for the periods ended 31 December 2016 and 31 December 2015:

Equity 

securities

Loan to 

investee Total

Equity 

securities

Loan to 

investee Total

N'000 N'000 N'000 N'000 N'000 N'000

Opening balance 1,579,825     714,299         2,294,124                   104,190 590,410           694,600             

Acquisition -                -                 -                           1,475,635 -                   1,475,635          

Fair valuation gain/(loss) 292,580        -                 292,580                                -   -                   -                     
Interest recognised in statement of 

comprehensive income -                98,240           98,240                                  -   123,889           123,889             

Closing balance 1,872,405     812,539         2,684,944        1,579,825        714,299           2,294,124          

Valuation techniques used valuation of Level 3 items:

- Equity investment in Festival Mall Limited: The Asset-based Approach 

- Loan to Investee: Market approach 

- Investment in James Pinnock Estate: Discounted cash flow approach

31 December 2016

1. Apply risk spread on latest acceptable trade for the respective bonds i.e. determine the spread between the bond yield on the latest acceptable trade and the FGN bond 

spot rate of comparable TTM.

2. Apply risk spread at issuance i.e. determine the spread between the bond yield at issuance and the FGN bond spot rate of comparable TTM. However, where the risk 

spread at issuance is less than 1% (100 basis points), a base risk premium of 100 basis points is applied.

Level 3:  Inputs for the asset or liability that are not based on observable market data (unobservable inputs) This hierarchy requires the use of observable market data when 

available. 

The Trust considers relevant and observable market prices in its valuations where possible.

The fair values for bonds are obtained from the Financial Markets Dealers Quotations (FMDQ) bond price index. The bond prices are model prices derived from a modelled 

yield. The modelled yield is calculated by adding a risk premium to the valuation yield (corresponding tenor to maturity (TTM) yield interpolated off the FGN bond theoretical 

spot rate curve). This is used to calculate the bond bid price.

IFRS 7 specifies a hierarchy of valuation techniques based on whether the inputs to those valuation techniques are observable or unobservable.  Observable inputs reflect 

market data obtained from independent sources; unobservable inputs reflect the Trust's market assumptions.  These two types of inputs have created the following fair value 

hierarchy:

Level 2:  Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices)

Level 1:  Quoted prices (unadjusted) in active markets for identical assets or liabilities.  

Financial assets

Treasury bills and bonds

Treasury bills represent short term instruments issued by the Central Bank of Nigeria. Bonds are debt instruments or contracts issued for an agreed period of time. The 

investor lends an amount of money to the issuer and earns interest on the investment until the maturity of the bond when the principal will be repaid. The fair value of actively 

traded treasury bills and bonds are determined with reference to quoted prices (unadjusted) in an active market for identical assets. 

31 December 2015

Financial assets

Risk premiums are derived by 2 methods described below;
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Sensitivity Analysis of Festival Mall investment on level 3:

31 December 

2016

31 December 

2015

N’000 N’000

Fair Value of investment in Festival Mall             240,201              104,190 

                6,005                  2,605 

(6,005)              (2,605)                

4 Critical accounting estimates and judgements

4.1 Equity holders classification

4.2

4.3

4.4

Property

Abebe Court, 

Ikoyi

VMP I, Victoria 

Island

VMP II, 

Victoria Island

UAC 

Commercial 

Complex, 

Abuja

No 1 -2 Factory 

Road, Aba Total

State Lagos Lagos Lagos FCT Abuja Abia

N'000 N'000 N'000 N'000 N'000 N'000

Beginning balance 4,136,000      8,725,800        8,492,000        1,483,000        796,400             23,633,200   

Disposals -                 -                   -                   -                   -                     -               

Unrealised fair value gain/(loss) recognised in 

the statement comprehensive income (880)               (1,350)              (145,617)          (490)                 (56,300)              (204,637)      

Fair value at 31 December 2016 4,135,120      8,724,450        8,346,383        1,482,510        740,100             23,428,563   

The Trust’s financial statements and its financial result are influenced by accounting policies, assumptions, estimates and management judgement, which necessarily have to 

be made in the course of preparation of the financial statements.

The Fund Manager makes estimates and assumptions that affect the reported amounts of assets and liabilities within the next financial year. All estimates and assumptions 

required in conformity with IFRS are best estimates undertaken in accordance with the applicable standards. Estimates and judgements are evaluated on a continuous basis, 

and are based on past experience and other factors, including expectations with regard to future events.

Units are bought or redeemed at prices determined by the forces of demand and supply on the Nigerian Stock Exchange (NSE) with no guarantees to the equity holders of 

principal or return.

Investment property include income producing property and property under development (land or building, or part of a building, or both) that are held by the Trust, or leased by 

the Trust as a lessee under a finance lease, to earn rentals or for capital appreciation or both.

The Trust’s investment property are measured at fair value. The Trust holds five investment property being office and residential buildings in Lagos, Abuja and Aba. The 

buildings are as listed below:

The development of James Pinnock Estate, in which the Trust invested, is still on going. The Trust has determined that it has significant influence in this project as it holds a 

49% interest and participates in decision making relating to the investment. The Trust has taken the IAS 28 exemption not to equity account for this investment and has 

consequently classified the investment at fair value through profit or loss.

The units of the Trust are not redeemable and are therefore not carried as financial liabilities. The Trust is a close-ended trust.

Fund Manager’s judgements for certain items are especially critical for the Trust’s results and financial situation due to their materiality. These include:

Investment in real estate development

Financial assets that are measured on the basis of fair value are designated at fair value through profit or loss at initial recognition. The Trust has elected to measure its 

investment in First Festival Mall Limited and James Pinnock Estate at fair value through profit or loss. 

Valuation of investment property

The units are treated as equity in line with IAS 32.

Impact on the Trust's net asset value if valuation scale/rate used decrease by 2.5%

Impact on the Trust's net asset value if valuation scale/rate used increase by 2.5%

Classification and measurement of financial assets

Below is the sensitivity analysis of changes in parameter used in the valuation of the Festival Mall property. This shows the effect on the valuation if there is a plus or minus 

2.50% in the valuation table scale used. 
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Valuation Process

At the financial year end, the Fund Manager and the Property Manager:

Valuation techniques

- Direct market comparison method

- Investment/income capitalisation method

- Cost method or depreciated replacement cost (DRC)

Investment property and valuation methods and assumptions used

Property

Abebe Court, 

Ikoyi

VMP I, Victoria 

Island

VMP II, 

Victoria Island

UAC 

Commercial 

Complex,

No 1 -2 Factory 

Road, Aba

State Lagos Lagos Lagos FCT Abuja Abia

N'000 N'000 N'000 N'000 N'000

Valuation method Market value

Investment / 

Income 

capitalisation

Investment / 

Income 

capitalisation

Investment / 

Income 

capitalisation

Depreciation 

replacement cost 

method

Reasons for method used

Availability of 

evidence of 

recent sale

Available rental 

income

Available rental 

income

Available rental 

income

No comparable 

rent in the 

environment

Assumptions used on income capitalisation method

Number of years

N/A

Unexpired lease 

in the property 

is 88yrs

Unexpired 

lease in the 

property is 

88yrs

Unexpired 

lease in the 

property is 

72yrs

Unexpired lease 

in the property is 

82yrs

Rate of outgoing (deduction for repairs & maintenance) 8.5% 13.5% 16%

Valuation table scale used N/A YP 5.5% by 2.5% YP 6% by 2.5% YP 5.5% by 2.5% N/A

Investment/income capitalisation method is usually adopted in determining the market value of an income producing property in the form of rentals. This method stands more 

appropriate in the absence of direct market comparison discussed above. 

This method was adopted for the VMP I, VMP II,  and UAC commercial complex, Abuja because these property are income generating and there are evidence of current 

rentals earned on the property

Depreciated Replacement Cost Method of valuation. This method assumes that a prospective buyer would be prepared to pay for the accommodation provided by reference 

to what it would cost him to provide similar accommodation elsewhere. This involves estimating the current replacement cost of the buildings and other improvements on the 

site in today’s market. This method was adopted for 1 - 2 Factory road, Aba because it seems the most appropriate to the condition and use of the property.

The fair value is based on valuation prepared by professional valuers who holds recognised and relevant professional qualifications and have recent experience in the 

location and category of the investment property being valued. These valuations form the basis for the carrying amounts in the financial statements. Investment property that 

is being redeveloped for continuing use as investment property or for which the market has become less active continues to be measured at fair value.

After the submission of the valuation report from the valuer, the Investment Committee which comprises of highly knowledgeable professionals in real estate business reviews 

the report. 

The adoption of these methods for a particular property depends on the type and market condition of the property. Two or all of the above methods could be used for a 

particular property at a particular time by way of cross-checking figures. The valuer uses his discretion to adopt the most appropriate method suitable to that type of property 

being valued.

Direct market comparison is the most reliable and used where there is a form of recent sales price and current construction cost rate. This method was adopted for the 

valuation of the Abebe Court, Ikoyi because there is evidence of recent sales price of two flats in the property. This prices were analysed and compared with the prevailing 

market prices of similar property within the neighbourhood.

- hold discussions with the independent valuer.

- verifiy all major inputs to the independent valuation report;

The professional valuer engaged for the preparation of the valuation reports are JOE AKHIGBE & ASSOCIATES, FRCN number (FRC/2012/NIESV/00000000292). The same 

valuers were used in 2015.

- assess property valuation method used and movements when compared to the prior year valuation report;

In carrying out the valuation, below are the various methods adopted by the valuer in determining the market value of investment property. 
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Fair value hierarchy of investment property is shown below

At 31 December 2016 (N'000)

Level 1 Level 2 Level 3  Total 

   - Abebe Court, Ikoyi, Lagos -                   4,135,120        -                             4,135,120 

   - VMP I, Victoria Island, Lagos -                   -                   8,724,450                  8,724,450 

   - VMP II, Victoria Island, Lagos -                   -                   8,346,383                  8,346,383 

   - UAC Commercial Complex, Abuja -                   -                   1,482,510                  1,482,510 

   - No 1 -2 Factory Road, Aba -                   -                   740,100                        740,100 

-                   4,135,120        19,293,443      23,428,563        

At 31 December 2015 (N'000)

Level 1 Level 2 Level 3  Total 

   - Abebe Court, Ikoyi, Lagos -                   4,136,000        -                             4,136,000 

   - VMP I, Victoria Island, Lagos -                   -                   8,725,800                  8,725,800 

   - VMP II, Victoria Island, Lagos -                   -                   8,492,000                  8,492,000 

   - UAC Commercial Complex, Abuja -                   -                   1,483,000                  1,483,000 

   - No 1 -2 Factory Road, Aba -                   -                   796,400                        796,400 

-                   4,136,000        19,497,200      23,633,200        

Sensitivity Analysis of property on level 3:

property:

Abebe Court, 

Ikoyi

VMP I, Victoria 

Island

VMP II, Victoria 

Island

UAC 

Commercial 

Complex, Abuja

No 1 -2 

Factory 

Road, Aba

Lagos Lagos Lagos FCT Abuja Abia

Valuation Method Market value

Income 

capitalisation

Income 

capitalisation

Income 

capitalisation

Depreciation 

replacement 

cost method

Valuation Rate/Basis

No of years in 

the property is 

30yrs

No of years in 

the property is 

89yrs

No of years in 

the property is 

89yrs

No of years in 

the property is 

71yrs

No of years in 

the property 

is 83yrs

Valuation table scale used N/A YP 5.5% by 2.5% YP 6% by 2.5% YP 5.5% by 2.5% N/A

Fair Value 4,135,120        8,724,450        8,346,383        1,482,510          740,100        

Sensitivity Analysis:

 +/- 5% of 

Market Value

+/- 0.5% on 

YP 5.5%

+/- 0.5% on 

YP 5.5%

+/- 0.5% on 

YP 5.5% by 2.5%

 +/- 5% of 

Market Value

Impact of increase in valuation scale/rate (206,756) (727,148) (653,241) (123,607) (37,005)

Impact of decrease in valuation scale/rate 206,756 872,577 772,012 148,329 37,005

Below is the sensitivity analysis of changes in parameter used in the valuation of the investment property. This shows the effect on the valuation if there is a plus or minus 

0.50% in the valuation table scale used for the purpose of the valuation. 

Investment property:

Investment property:

31



UPDC REAL ESTATE INVESTMENT TRUST

NOTES TO THE FINANCIAL STATEMENTS

FOR YEAR ENDED 31 DECEMBER 2016

31 December 2016

 31 December 

2015 

N’000 N’000

5 Income from investment property

Rental Income               1,104,033             1,605,526 

              1,104,033             1,605,526 

6 Interest income

Placements with banks                    12,851                137,783 

Corporate bonds                    47,207                    3,557 

Treasury bills                  591,974                996,471 

Loans to investee company                    98,240                123,889 

                 750,272             1,261,700 

7 Net gain/(loss) on financial assets held for trading

Treasury bill trading income                      1,792                       414 

Fair value (loss)/gain on held for trading instruments                   (24,632)                  89,651 

                  (22,840)                  90,065 

8 Net gain on financial assets at fair value through profit or loss

Fair value gain on assets at fair value through profit or loss                  292,580                         -   

                 292,580                         -   

9 Other income

Recovery and insurance claim                            -                         598 

Gain on sale of investment property                            -                    11,646                         -   

                           -                    12,244 

10 Operating expenses

Audit fees                      6,000                    7,500 

Fund manager's fee                  112,545                112,171 

Property maintenance expenses                    73,862                  41,654 

Registrar's fees                         125                       375 

Trustees' fees                      2,200                    3,000 

Professional fees                    43,821                  24,558 

Custodian fees                    22,367                  21,976 

AGM Expenses                      1,265                    4,855 

Printing, advert and travels                      2,382                    1,202 

Statutory fees                            -                      5,602 

Property manager's fees                    31,174                  47,564 

Insurance premium                      8,099                    7,259 

Depreciation(see note 16)                    23,414                         -   

Other operating expenses                      4,689                    4,918 

                 331,943                282,634 
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11 Tax

31 December 2016

 31 December

 2015 

N’000 N’000

Withholding tax deducted on rental income                            -                    82,575 

                           -                    82,575 

12 Bank balances

Placements with banks                      7,307             2,799,647 

                     7,307             2,799,647 

Current                      7,307             2,799,647 

13 Financial assets held for trading 31 December 2016

31 December

 2015

N’000 N’000

Treasury bills with maturity of 90 days or less               1,462,808                         -   

Treasury bills with maturity above 90 days               3,440,173             3,689,089 

Corporate bonds                  581,534                303,557 

              5,484,515             3,992,646 

Current               4,902,981             3,689,089 

Non-Current                  581,534                303,557 

              5,484,515             3,992,646 

14 Financial assets at fair value through profit or loss

- Equity investment in First Festival Mall                  240,201                104,190 

- Loan to investee (First Festival Mall)                  812,539                714,299 

- Investment in real estate development (James Pinnock Estate)               1,632,205             1,475,635 

              2,684,945             2,294,124 

Current               1,632,205                         -   

Non-Current               1,052,740             2,294,124 

              2,684,945             2,294,124 

As stated in Note 2.12, the Trust is not subject to tax other than withholding taxes arising on rental and dividend income. 
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15 Investment property

Beginning balance             23,633,200           23,708,000 

Disposals                            -                (460,000)

Fair value (loss)/gain                 (204,637)                385,200 

            23,428,563           23,633,200 

Non-Current             23,428,563           23,633,200 

Details of the investment property is in note 4.4.

31 December 2016

31 December

 2015

N’000 N’000

16 Other assets

Financial:

Rent receivables                    61,722                  36,712 

Receivable from property manager                  165,151                165,151 

                 226,873                201,863 

Non financial:

Prepaid expenses                    31,772                  52,690 

                   31,772                  52,690 

                 258,645                254,553 

Current                    93,494                  67,107 

Non-Current                  165,151                187,446 

                 258,645                254,553 

17 Property and equipment 31 December 2016

31 December

 2015

N’000 N’000

Cost

   At 1 January                             -                           -   

   Additions                  150,065                         -   

   At 31 December                  150,065                         -   

Accumulated depreciation

   At 1 January                            -                           -   

  Charge for the year                    23,414                         -   

   At 31 December                    23,414                         -   

Net book amount at 1 January                            -                           -   

Net book amount at 31 December                  126,651                         -   

Property and equipment relates to office equipment acquired during the year
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18 Other liabilities

Financial liabilities:

Fund manager's fee payable                    27,832                  28,022 

Custodian fees payable                      5,761                    5,332 

Dividend payable                      1,886                         -   

Accrued expenses                    63,353                  25,282 

                   98,832                  58,636 

Non financial Liabilities

VAT payable                      3,050                  49,050 

                     3,050                  49,050 

                 101,882                107,686 

Current                  101,882                107,686 

31 December 2016

31 December

 2015

N’000 N’000

19 Rent received in advance

Rent received in advance               1,036,993             1,819,178 

              1,036,993             1,819,178 

Current                  977,370                922,552 

Non-Current                    59,623                896,626 

              1,036,993             1,819,178 

20 Unit holders' contribution

Authorised 

  3,000,000,000 units of N10 each             30,000,000           30,000,000 

Issued and fully paid 

  2,668,269,500 units of N10 each             26,682,695           26,682,695 

 

N’000

31 December 2016

 31 December 

2015 

21 Cash generated from operations Notes N’000 N’000

Reconciliation of profit after tax to cash generated from operations:

Profit after tax               1,587,465             2,989,526 

Adjustment for:

– Fair value gain on investment property 15                  204,637              (385,200)

– Depreciation (note 16)                    23,414                         -   

– Fair value loss/(gain) on financial assets held for trading 7                    24,632                (89,651)

– Fair value gain on financial assets at fair value through profit or loss 8                 (292,580)

– Net interest income 6                 (750,272)           (1,261,700)

– Gain on sale of investment property 9                            -                  (11,646)

 Net Changes in operating assets and liabilities:

–Financial assets held-for-trading                 (153,162)                808,781 

–Other assets                     (4,092)              (225,092)

–Account payables                     (5,804)             1,032,076 

–Rent received in advance                 (782,185)                         -   

Cash generated from /(used in) operations                 (147,947)             2,857,094 
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22 Cash and cash equivalents

- Treasury bills               1,462,808                         -   

- Placements with banks (Note 11)                      7,307             2,799,647 

              1,470,115             2,799,647 

23 Related party transactions

Entity Relationship

Type of 

transaction

2016 balance 

N'000

2015 balance 

N'000

FSDH Asset 

Management

Fund manager Management 

fee

              112,545                 112,171 

UACN Property 

Development 

Company Plc

Property 

manager

Property 

management 

fee

                31,174                   47,564 

First Festival Mall 

Limited

Investee Shareholder 

Loan to 

investee

              812,539                 714,299 

First Festival Mall 

Limited

Investee Interest 

income on 

loan to 

investee

                98,240                 123,889 

Units held by related parties to the Trust are listed below:

31 December 2016

 31 December

 2015 

Units Units

N’000 N’000

Direct - UPDC 1,661,730              1,661,730           

24 Earnings per unit

(i) Basic

31 December 2016

 31 December 

2015 

Profit after tax attributable to unit holders of the Trust (N'000) 1,587,465 2,989,526

Number of ordinary units in issue (000)
2,668,270 2,668,270

Basic earnings per unit (expressed in Naira per share) 0.59 1.12

(ii) Diluted

Diluted earnings per unit (expressed in Naira per share) 0.59 1.12

During the period, the following related party activities occurred:

For the purposes of statement of cash flow, cash and cash equivalents are balances that are held for the primary purpose of meeting short term 

cash commitments.   This includes deposit held on call with banks and other short-term highly liquid investments which originally matures in 

three months or less from when the Trust became a party to the instrument.

The Trust is managed by FSDH Asset Management Limited (FSDH AM). FSDH AM is a subsidiary of FSDH Merchant Bank Limited which 

owns 99.7% of the Company's share capital. The Company is a co-subsidairy with FSDH Securities Limited, a company engaged in 

stockbroking activities. 

For purposes of the cash flow statement, cash and cash equivalents comprises:

The Trust does not have potential units with convertible options and therefore there is no dilutive 

impact on the profit attributable to the equity holders.

Basic earnings per unit is calculated by dividing the net profit after tax attributable to the unit holders of the Trust by the number of units in issue 

during the period.

Key management staff has been defined as members of management staff of the Fund Manager and its other related companies. No 

compensation was paid to key management staff during the period (December 2015: Nil).
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25 Distributions 31 December 2016

 31 December

 2015 

N’000 N’000

Proposed distribution 1,261,154              2,329,173           

Reconciliation of distribution N’000 N’000

Proposed distribution at 90% of distributable income               1,261,154             2,232,393 

Interim distribution paid                  613,702             1,147,356 

Distribution proposed                  647,452             1,085,037 

Total distribution               1,261,154             2,232,393 

Total distribution per unit (Naira)

26 Events after statement of financial position date

27 Capital commitments

28 Contingent liabilities

Final distributions are not accounted for until they have been ratified at the Annual General Meeting (AGM) of the unit holders. Interim 

distribution was approved by the Joint Trustees. Interim distribution of 23 Kobo (December 2015 was 43 Kobo) per share totalling 

N613.70million (Dec 2015 was N1.15billion) was paid for the six months ended 30 June 2016 while 24 Kobo totalling N647.45million  (Dec 2015 

was N1.09billion) is being proposed as final distribution  for the year ended 31 December 2016. 

The proposed final distribution of 24 kobo will be  accounted for, as an appropriation of retained earnings in the year ending 31 December 2017. 

There were no events subsequent to the financial position date which require adjustments to, or disclosure in these financial statements.

The Trust had no capital commitments as at end of the period ended 31 December 2016 (31 December 2015: Nil). However, the Trust may be 

required to provide additional funding on a prorata basis to the James Pinnock Estate development where required.

The Trust had no contingent liabilities as at end of the period ended 31 December 2016 (31 December 2015: Nil).

In line with the provisions of the Trust Deed, minimum of 90% of the Trust's distributable income will be distributed to unit holders at the end of 

every financial year. Distributable income represents the "profit after tax" less unrealised fair value gain on investment property plus realised 

gain on disposed investment property. 

Interim distribution paid per unit (Naira)                        0.23                      0.43 

Distribution proposed per unit (Naira)                        0.22                      0.41 

Profit after tax               1,512,139                  2,989,526 

Less interest on investee loan - First Festival Mall Limited                   (98,240)              (123,889)

Less fair value gain on assets at fair value through profit or loss                 (292,580)              (385,200)

Add fair value loss on investment property                  204,637                         -   

Distributable income               1,325,956             2,480,437 
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Dec 2016 % Dec 2015 %

N’000 N’000

Gross income     1,919,408             113 3,354,735              105 

Bought-in-materials and services       (219,398)              (13)           (170,463)                (5)

Value added     1,700,010             100          3,184,272              100 

Distribution of value added:

To Government:

Tax                  -                  -   82,575                              3 

To Fund Manager:

Fund manager's fee        112,545                 7 112,171                  4 

Retained in the fund:

Retained earnings     1,587,465               93 2,989,526                94 

    1,700,010             100 3,184,272 100            
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19 months to

Dec 2016 Dec 2015 Dec 2014

N’000 N’000 N’000

ASSETS

Bank balances                          7,307 2,799,647 72,889            

Financial assets held for trading                   5,484,515 3,992,646 6,422,138        

Financial assets at fair value through profit or loss                   2,684,945 2,294,124 694,600           

Investment property                 23,428,563 23,633,200 23,708,000      

Other assets                      258,645 254,553 29,460            

Property and equipments                      126,651 -                  -                  

TOTAL ASSETS                 31,990,626       32,974,170       30,927,087 

LIABILITIES

Other liabilities                   1,138,875 1,926,864        894,788           

Net assets attributable to unitholders                 30,851,751       31,047,306       30,032,299 

Represented by:

Unit holders' contributions 26,682,695               26,682,695      26,682,695      

Retained earnings 4,169,056                 4,364,611        3,349,604        

                30,851,751       31,047,306       30,032,299 

Income from investment property                   1,104,033 1,605,526 1,979,057        

Interest income                      750,272 1,261,700 1,390,874        

Net (loss)/gain on financial assets held for trading                      (22,840) 90,065 (7,506)             

Net (loss)/gain on financial assets at fair value through profit or loss                     292,580 -                  -                  

Other income                               -   12,244 69,235            

Fair value gain on investment property                    (204,637) 385,200 2,255,865        

Operating expenses                    (331,943) (282,634)         (843,690)         

                  1,587,465         3,072,101         4,843,835 

Tax                               -   (82,575)           -                  

                  1,587,465         2,989,526         4,843,835 
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