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Stephenie Fox, 
Technical Director, 
International Public Sector Accounting Standards Board, 
International Federation of Accountants, 
277 Wellington Street, 4th Floor, 
Toronto, Ontario, M5V 3H2  CANADA 
 

26 May 2010 
  
Dear Stephenie 
 
IPSASB Exposure Draft 43: Service Concession Arrangements: Grantor 
 
1 The UK Accounting Standards Board’s (ASB) Committee on Accounting for 
Public Benefit Entities (CAPE) welcomes the opportunity to comment on IPSASB’s 
proposals in Exposure Draft 43 ‘Service Concession Arrangements: Grantor’.  As the 
ASB noted in responding to the earlier Consultation Paper, accounting for service 
concession arrangements is a very significant reporting issue for the UK public 
sector.  We believe the proposals will promote consistency and comparability in how 
service concession arrangements are reported by public sector entities. 
 
2 We agree with IPSASB that the requirements for recognition in accounting by 
the grantor should ‘mirror’ IFRIC 12 ‘Service Concession Arrangements’ and therefore 
should be based on a controls based approach.  
 
3 We are, however, concerned by the requirement in paragraph 15 of the draft 
standard to measure the service concession asset at its ‘fair value’ which might be 
interpreted as a market-based exit value.  We do not consider this to be appropriate 
in the public sector context, where service concession assets are often highly 
specialised and will not be traded on a market. We would suggest the measurement 
requirement should specifically refer to replacement cost. 
 
4 We disagree with paragraph AG 33 of the standard which requires the finance 
charge to be determined based on the operator’s cost of capital specific to the service 
concession asset (if it is practicable to determine it). We do not consider this is 
relevant and would suggest the grantor’s borrowing rate provides a more 
appropriate interest rate.  The standard should, in our view, explain the rationale for 
the selection of the required rate.   
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5 The Illustrative Examples charge depreciation on the service concession asset 
on a straight-line basis. This will not always be appropriate and it would be helpful 
to refer to alternative depreciation methods.  This would emphasise that a method 
should be selected that reflects the pattern of the consumption of economic benefits 
or service potential, as required by IPSAS 17 ‘Property, Plant and Equipment’. 
 
6 We agree the liability recognised may be a performance obligation, but would 
suggest this is not a straightforward issue. It might therefore be helpful to provide 
more explanation of the accounting for such obligations, perhaps in the Application 
Guidance or the Basis for Conclusions. 
 
7 If you require any further information please contact me or Alan O’Connor 
a.oconnor@frc-asb.org.uk .  
 
Yours sincerely  
 
 
 
 
 
Andrew Lennard  
Chairman, Committee on Accounting for Public-benefit Entities  
DDI: 020 7492 2430  
Email: a.lennard@frc-asb.org.uk   
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Technical Director 
IPSASB 
International Federation of Accountants 
277 Wellington Street West 
Toronto 
Ontario 
CANADA M5V 3H2 

 Dean 
Professor Keith W Glaister 
 
Management School 
The University of Sheffield 
9 Mappin Street 
Sheffield S1 4DT 
 

8th June 2010 Phone:  + 44 (0) 114 222 3474 
Fax:      + 44 (0) 114 222 3348 
Email:   ron.hodges@sheffield.ac.uk 
Web:     http://www.shef.ac.uk/management/ 

Dear Sir 
 
Exposure Draft 43: Service Concession Arrangements: Grantor 
 
I welcome the opportunity to comment on ED43. I should begin by stating that my 
comments here reflect personal views and observations and should not necessarily 
be taken to represent those of the University of Sheffield or any of the professional or 
academic organisations with whom I work. 
 
I welcome the publication of EDE43 by IPSASB which represents an important step in 
the development of enabling accounting for Service Concession Arrangements (SCA) 
to be applied consistently internationally and across both grantors and operators. 
One of the key strengths of the proposals in ED43 is the attempt to mirror the 
equivalent accounting in IFRIC 12. Accounting for Private Finance Initiative (PFI) 
contracts in the UK has been bedevilled by contradictions between accounting for 
individual PFI contracts in the public and private sector. For example, various papers 
tabled at meetings of the Financial Reporting Advisory Board point to some PFI deals 
being on both the public and private sector balance sheet with others being on 
neither. Such inconsistencies suggest that accounting for PFI provides opportunities 
to arbitrage between different regulations, or the interpretation of regulations, which 
should be reduced by the application of these proposals.  
 
I support the proposal that recognition of SCA assets be based upon the control-
based approach rather than the risk-and-rewards approach. Experience in the UK in 
the application of the risks-and-rewards approach is that it has led to different 
interpretations of the appropriate balance of risks in determining the accounting 
treatment by both accounting preparers and audit firms; this is a major cause of the 
inconsistencies between sectors mentioned above.  I make a simple point here: if the 
(private sector) contractor and the (public sector) grantor both believe that they do 
not carry the principle risks in the contract, then someone has got it wrong. Our 
recent experience of mismanagement in the banking sector suggests that, if in doubt, 
residual risk will land with the public sector and require taxpayers to pay the cost. An 
accounting approach which recognises that the public sector grantor both controls 
the strategic use of the asset and will foot the bill for its use is more likely to achieve 
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consistency between sectors and reflect the inherent risk that the public sector 
bears in entering into these arrangements.    
 
I support the recognition criteria in paragraph 10 and its consistency with IFRIC12. It is 
pleasing to see that the residual interest test in the Discussion Paper has been 
amended to refer to interests which are significant. I suspect that the interpretation 
of ‘control’ is one area which IPSASB (and the IASB) will need to return in the future. 
It will be this interpretation which will be used by those promoting SCA to seek to 
move assets and obligations on or off balance sheets in ways which will meet the 
letter of the standard without always reflecting the substance of underlying schemes. 
 
I support the proposals for the recognition of revenues and expenses in paragraphs 
24 and 25. The allocation of SCA payments between capital repayment, service costs 
and finance charges is critical to the application of this proposed standard. The 
experience in the UK in developing accounting for PFI was that many argued that such 
allocation of payments was infeasible or inappropriatei. I do not support that view but 
it may indicate that a number of different approaches may be adopted in the 
allocation of expenses so that details of the approach taken would be a useful 
addition to the disclosure requirements in paragraph 27. 
 
I do not support the transition arrangements in paragraph 30. If I understand this 
correctly, the proposals would allow those organisations which have not capitalised 
SCA assets previously to continue to do so for existing schemes. In the UK there are 
PFI schemes that run for 30 or more years; so the implication of paragraph 30 is that 
such organisations may continue to use inadequate accounting for many years ahead. 
The default position in paragraph 30 should be for public sector organisations to 
apply the new standard retrospectively from the effective date. Prospective 
application should only be allowed in very limited circumstances (e.g. of extreme cost 
or impracticality) and, in such circumstances, there should be detailed disclosures of 
those schemes which are not being accounted for retrospectively under the 
standard.      
 
I trust that these comments will be useful in the development of the standard. 
 
Yours faithfully 
 

 
 
Ron Hodges 
Professor of Public Services Accounting 

 
                                                        
i
 For example: see Hodges, R. and Mellett, H. (2002), ‘Investigating Standard Setting: 
Accounting for the United Kingdom’s Private Finance Initiative’, Accounting Forum, vol. 26, no. 
2 pp. 126-151. 

ED 43 005



 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

IPSASB ED 43, Service Concession Arrangements: Grantor  
 

response to exposure draft  
 
 

14 June 2010 

ED 43 006



 

 
 

 
CIPFA, the Chartered Institute of Public Finance and Accountancy, is the 
professional body for people in public finance. Our 14,000 members work 
throughout the public services, in national audit agencies, in major accountancy 
firms, and in other bodies where public money needs to be effectively and 
efficiently managed. 

As the world’s only professional accountancy body to specialise in public services, 
CIPFA’s portfolio of qualifications are the foundation for a career in public finance. 
They include the benchmark professional qualification for public sector 
accountants as well as a postgraduate diploma for people already working in 
leadership positions. They are taught by our in-house CIPFA Education and 
Training Centre as well as other places of learning around the world. 

We also champion high performance in public services, translating our experience 
and insight into clear advice and practical services. They include information and 
guidance, courses and conferences, property and asset management solutions, 
consultancy and interim people for a range of public sector clients. 

Globally, CIPFA shows the way in public finance by standing up for sound public 
financial management and good governance. We work with donors, partner 
governments, accountancy bodies and the public sector around the world to 
advance public finance and support better public services. 
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Our ref: Responses/100614 SC0136 
 

Stephenie Fox 
Technical Director 
International Public Sector Accounting Standards Board 
International Federation of Accountants 
277 Wellington Street, 4th Floor 
Toronto 
Ontario M5V 3H2 
CANADA 
submitted electronically to www.ifac.org 
14 June 2010 
 
 
Dear Stephenie Fox 
 
IPSASB ED 43, Service Concession Arrangements: Grantor 
 
CIPFA is pleased to present its comments on the proposals in this Exposure Draft, which 
have been reviewed by CIPFA’s Accounting and Auditing Standards Panel. 
 
As we explained in the CIPFA response to the Board’s 2008 Consultation Paper on 
Accounting and Financial Reporting for Service Concession Arrangements, we very much 
welcome the development of guidance on this issue by the International Public Sector 
Accounting Standards Board. Service Concession Arrangements are a truly international 
issue and are significant in many jurisdictions. The consultation on IFRIC Drafts D12-D14 
attracted more than 70 responses from Europe, Asia, Australasia, Africa and North and 
South America.   
 
CIPFA and other public sector stakeholders were very concerned about the exclusive focus 
on private sector financial reporting in the IFRIC drafts, and the guidance provided in IFRIC 
12 does not address financial reporting by public sector grantors. The IPSASB guidance will 
fill a very pressing need. 
 
In our view, ED 43 covers the issues that grantors need to address when accounting for 
service concession arrangements, in particular 
 
- Scope of accounting for Service Concession Arrangements 

- Asset recognition and measurement 

- Liability recognition and measurement 

- Recognition and measurement of related expenses and revenues 

- Presentation and Disclosure 

 
Specific Matter for Comment 
 
 
This Exposure Draft addresses service concession arrangements from the grantor’s 
perspective. It mirrors the principles set out in IFRIC 12 for accounting by the operator. 
Do you agree with this approach? 
 
 
CIPFA strongly supports IPSASB’s project to develop and maintain converged IPSASs on 
matters where IASB guidance is relevant, closely reflecting IFRS and related SICs and 
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IFRICs where possible, and providing interpretation or additional guidance where this is 
necessary.  We therefore agree with the approach in the Exposure Draft. 
 
I hope this is a helpful contribution to the finalisation of the Board’s guidance in this 
important area. If you have any questions about this response, please contact Steven Cain 
(e:steven.cain@cipfa.org.uk, t:+44(0)20 7543 5794). 
 
 
Yours sincerely 

Una Foy  
Assistant Director  
Professional Standards and Central Government  
CIPFA  
3 Robert Street  
London  
WC2N 6RL  
t: 020 7543 5647  
e:una.foy@cipfa.org.uk  
www.cipfa.org.uk 
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Date Your date 

June 24, 2010  

Reference number Your reference number 

39-607/2010  

Our reference  

Curt Johansson  

  

  

  

The Technical Director 

International Public Sector Accounting Standards Board 

International Federation of Accountants 

277 Wellington Street, 4 th Floor, 14th Floor 

Toronto, Ontario M5V 3H2 CANADA 

 

The Swedish National Drottninggatan 89 Phone +46 8 690 43 00 Postal giro 865800-7 Invoicing address 

Financial Management P.O Box 45316 Fax +46 8 690 43 50 Company Reg.no Ekonomistyrningsverket 

Authority SE-104 30 Stockholm www.esv.se 202100-5026 FE 27 

  registrator@esv.se SE202100502601 (EU) SE-833 83 Strömsund 

Comments on ED 43 Service Concession 

Arrangements: Grantor 

The Swedish National Financial Management Authority (ESV) appreciates the 

opportunity to comment on the ED 43 Service Concession Arrangements: Grantor. 

   

ESV is the government agency responsible for financial management and 

development of GAAP for the Swedish central government. Full accrual 

accounting was introduced in 1993 and we hope that our experience will be a 

contribution in your work with various accounting issues. 

 

Overall Opinion 

 

Our overall opinion is that we support the approach in ED 43.   

 

It has been criticized that governments in several countries have not in full 

disclosed future effects of public-private partnership (PPP)-contracts in the annual 

reports. It has been a general view that PPP-contracts merely are a way for 

government to get round budget restrictions. At the present PPP-contracts are not 

common in Sweden. The operators of service concession arrangements have 

practically always been Government Business Enterprises. ESV believes that it is 

likely that service concession arrangements will increase in number in the future 

and that the government will use arrangements with private enterprises. The 

standard is therefore important in the development of uniform accounting standards 

in Sweden. 

 

We have however found that the standard is very extensive, which is strengthened 

by the fact that it refers to many other standards that are themselves extensive and 

complicated. In our opinion there will therefore emerge a need to further develop 

the standard in the future as more PPP-contracts are signed. 

 

 

Specific Matters for Comment  

 

Recognition and Measurement of a Service Concession Asset 

Despite the proposed standard there may be difficulties to determine if a PPP-

contract is a service concession arrangement. That is the case, for example when an 
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asset is a Service concession asset or a finance lease arrangement that should be 

disclosed as Property plant and equipment. It might also be difficult for the grantor 

to subdivide for example roads into components in a fair way, which could have 

the effect that service concession arrangement assets are not comparable to owned 

assets of the same kind.  

 

Recognition and Measurement of Liabilities  

The compensation from service concession arrangement contracts are often tied to 

indexes, for example changes in interest rates or traffic intensity. It may therefore 

be difficult to make reliable measurements of the liabilities. Even minimal changes 

in the estimations may affect the liability significantly as the contracts often are 

valid for 20-30 years. It is therefore extremely important to disclose information 

that explains the content of the arrangement.  

 

Presentation and Disclosure 

The need of information in the public sector usually differs from the need of 

information in the private sector. ESV is normally of the opinion that many IPSASs 

– when it comes to demand for presentation and particularly disclosure – are too 

demanding compared to information needs to be disclosed in the Swedish central 

government.  PPP-contracts however are often extensive and difficult to interpret. 

An extensive presentation and disclosure of service concession arrangements is 

therefore of utmost importance when it comes to understand the implications of the 

arrangements. In particular there are often obligations that are difficult to interpret 

and that extend over decades. We therefore strongly support that the entity shall 

disclose information in respect of service concession arrangements according to 

paragraph 27.  

 

Concluding Remarks 

We hope the comments given will be useful in your continuing work with 

accounting standards. We would like to take this opportunity to express our support 

for the development of International Public Sector Accounting Standards. 

 

Curt Johansson and Claes-Göran Gustavsson have prepared the comments given in 

this report.  

 

Yours sincerely, 

 

 

 

Pia Heyman 

Head of Department, 

Department of Government Accounting and Financial Management 

 

pia.heyman@esv.se, curt.johansson@esv.se and claes-goran.gustavsson@esv.se  
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The Canadian Institute of Chartered Accountants 
277 Wellington St. West 
Toronto, ON M5V 3H2  
L’Institut Canadien des Comptables Agréés 
277, rue Wellington Ouest 
Toronto (Ontario)  M5V 3H2 
Tel/Tél. : 416 977.3222 Fax/Téléc. : 416 977.8585 
www.psab-ccsp.ca 

 
 
 
 
 
 
June 23, 2010 
 
 
Technical Director 
International Public Sector Accounting Standards Board 
International Federation of Accountants 
277 Wellington Street West, 4th Floor 
Toronto, ON   M5V 3H2 
 
 
Re: Comments on Exposure Draft 43 – Service Concession 
Arrangements : Grantor 
 
Thank you for the opportunity to comment on Exposure Draft 43 (ED 43).  
Please note that the comments below are views of PSAB staff and not 
those of the Public Sector Accounting Board (PSAB). 
 
Approach taken in ED 43 
In general, we agree with the approach taken in ED 43 of mirroring the 
principles set out in IFRIC 12 but from the perspective of the grantor. This 
approach will allow more symmetry and consistency in the reporting of 
service concession arrangements between grantors and operators and 
between public sector entities and private sector entities. 
 
Scope of ED 43 
Paragraph IN4 provides a listing of assets used for public services that may 
meet the requirements of a service concession arrangement. The listing is 
largely consistent with paragraph 1 of the Background to IFRIC 12 although 
one exception is the inclusion of “intangible assets used for administrative 
purposes”. In addition to not being consistent with IFRIC 12, no examples 
of “intangible assets used for administrative purposes” are provided.  
 
The standard is appropriately directed at ensuring large-scale 
infrastructure projects involving private public partnerships are properly 
recorded in the financial statements of the operator or grantor. It is 
unclear what type of projects are intended to be captured by the inclusion 
of “intangible assets used for administrative purposes” and why the scope 
of ED 43 has been expanded to address such assets. 
   
Reclassification of existing assets 
Paragraph 8 (c) indicates “Existing assets of the grantor which the 
operator upgrades for the purpose of the service concession arrangement. 
Only the cost of the upgrade is recognized as a service concession asset in 
accordance with paragraph 10, or paragraph 11 for a whole-of-life 
asset)”, 
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while paragraph 8 (d) indicates “Existing assets of the grantor to which 
the grantor gives the operator access for the purpose of the service 
concession arrangement and of which the grantor retains control, as 
specified in paragraph 10 (or paragraph 11 for a whole-of-life asset). Such 
assets are reclassified as service concession assets in accordance with 
paragraph 12.” 
 
In accordance with paragraph 8 (c), the cost of the upgrade is subject to 
the recognition and measurement requirements of ED 43 however 
paragraph 8 (c) is silent on the presentation of the remaining (pre-
upgrade) asset balance. A suggestion is to include similar to the last 
sentence in paragraph 8 (d), clarification that the remaining asset balance 
is to be reclassified as a service concession asset in accordance with 
paragraph 12. 
 
Transition requirements 
Paragraph 29 indicates “An entity that has previously recognized service 
concession assets and related liabilities, revenues, and expenses shall 
apply this Standard retrospectively in accordance with IPSAS 3, 
―Accounting Policies, Changes in Accounting Estimates and Errors.”,  
while paragraph 30 indicates “An entity that has not previously recognized 
service concession assets and related liabilities, revenues, and expenses 
and uses the accrual basis of accounting shall apply this Standard 
prospectively. However, retrospective application is permitted.” 
 
As indicated in the Basis of Conclusion, the general requirement of IPSAS 3 
is that changes be accounted for retrospectively, except to the extent that 
retrospective application would be impracticable. 
 
It is unclear why the general requirements in IPSAS 3 are not appropriate 
for an entity that has not previously recognized service concession 
arrangements in adopting ED 43. Paragraph 30 appears also to be 
inconsistent with BC 20 to BC 22 from the Basis of Conclusion. It is 
suggested that paragraphs 29 and 30 be combined and the general 
requirements in IPSAS 3 be applied in adopting ED 43.  
 
Generally, we found ED 43 to be clear and concise, appropriately 
addressing the reporting for service concession arrangements by public 
sector grantors. 
 
We hope that you find our comments and observations in this letter useful.   
 
Yours truly, 
 
 
 
 
 
 
Tim Beauchamp 
Director 
Public Sector Accounting 
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T 0844 798 1212  F 0844 798 6187  www.audit-commission.gov.uk 

 

 

  

23 June  2010 

Direct line 0844 798 7894 
Email s-warren@audit-

commission.gov.uk 

 
Uploaded to “Comments Letters”  
 
   

Dear Sir or Madam 
 
Proposed International Public Sector Accounting Standard:  
Service Concession Arrangements: Grantor 
 
 

The Audit Commission welcomes the opportunity to comment on the Exposure Draft, “Proposed 
International Public Sector Accounting Standard: Service Concession Arrangements: Grantor.”  
 
The Audit Commission is an independent watchdog, driving economy, efficiency and 
effectiveness in local public services in England to deliver better outcomes for everyone. We 
appoint auditors to over 700 major public bodies that are moving to prepare accounts under 
IFRS. Our work across local government, health, housing, community safety and fire and rescue 
services means that we have a unique perspective. We promote value for money for taxpayers, 
auditing the £200 billion spent by 11,000 local public bodies. As a force for improvement, we 
work in partnership to assess local public services and make practical recommendations for 
promoting a better quality of life for local people. 

The Commission’s Response 

We support the Board’s proposal to codify the accounting for service concession arrangements 
from the grantor’s perspective as a new IPSAS. The approach taken by the Board, to mirror the 
principles set out in IFRIC 12 for accounting by the operator, is consistent with the approach 
taken in the UK by the Government Financial Reporting Manual (FReM). 

We have one specific comment. 
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Recognition and Measurement of Liabilities (paragraphs 19 to 23) 

We note that the proposed standard does not explicitly state that guarantees made by the 
grantor as part of the arrangement should be accounted for as financial liabilities in accordance 
with IPSAS 29 or IPSAS 19 but instead refers to such matters in paragraphs AG56 to AG59 of 
the Application Guidance. We believe that, for completeness, the recognition and measurement 
arrangements for guarantees should be referred to in the main body of the standard, with further 
detail included in the Application Guidance as appropriate.  

Yours sincerely 

 

 

 

Stephen Warren 
Head of Professional Standards 
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DIRECT LINE: 0131 347 0238 • EMAIL:  cscott@icas.org.uk 

CS/PSC-SUB/mb   
 
 
 
 
Ms Stephenie Fox 
Technical Director 
International Public Sector Accounting Standards Board 
International Federation of Accountants 
277 Wellington Street, 4th Floor 
TORONTO 
Ontario M5V 3H2 
 
Electronically to: www.ifac.org 
 
 
 
28  June 2010 
 
 
 
Dear Stephenie 
 
EXPOSURE DRAFT ON SERVICE CONCESSION ARRANGEMENTS: GRANTOR 
 
The Public Sector Committee of The Institute of Chartered Accountants of Scotland (ICAS) welcomes 
the opportunity to comment on IPSASB’s Exposure Draft on “Service Concession Arrangements”.  
The Public Sector Committee is a broad based committee of ICAS members with representation across 
the public services. 
 
The Institute’s Charter requires its Committees to act primarily in the public interest, and our responses 
to consultations are therefore intended to place the general public interest first.  Our Charter also 
requires us to represent our members’ views and protect their interests, but in the rare cases where 
these are at odds with the public interest, it is the public interest which must be paramount. 
 
Overall comments  
We agree with the overall approach towards accounting for service concession arrangements by the 
grantor, which is to mirror the principles in IFRIC 12 for accounting by the operator.  The basis of 
conclusions clearly sets out how and why the proposed standard has been developed and we welcome 
the inclusion of application guidance, implementation guidance and illustrative examples to accompany 
the standard.  However, there is no explicit reference within the Exposure Draft to the performance of 
a regulatory impact assessment which examines both the costs and benefits of a standard to reporting 
entities.  We recommend that in updating its strategy, IPSASB considers how to address this aspect of 
standard setting more explicitly, including the potential for undertaking post-implementation reviews. 
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The effective date of the proposed standard has still to be announced.  We believe that entities which 
are required to, or choose to, restate their prior year comparatives would probably need at least two 
years from the date of issue to implement the proposed standard.  Also on first-time adoption of the 
standard, there could, in some jurisdictions, be a mismatch between public sector entities’ funding 
arrangements and their annual accounts.  Each jurisdiction in this position will need sufficient time to 
implement its own arrangements to facilitate the adoption of the standard by its public sector entities. 
 
Our detailed comments on the Exposure Draft are set out in the Appendix. 
 
Yours sincerely 
 

 
 
 
 
CHRISTINE SCOTT 
Assistant Director, Charities and Public Sector 

ED 43 013



 

 
 

CA HOUSE • 21 HAYMARKET YARDS • EDINBURGH • EH12 5BH 
PHONE: 0131 347 0100 • FAX: 0131 347 0114 

E-MAIL: enquiries@icas.org.uk • WEB: www.icas.org.uk 

DIRECT LINE: 0131 347 0238 • EMAIL: cscott@icas.org.uk 
 

 
 

3 

APPENDIX 
 
We have a number of detailed comments on the Exposure Draft which are set out below: 
 
• Page 10, paragraph 12.  The material on how to account for an existing asset of the grantor which 

becomes a service concession asset is unclear.  We recommend that the proposed standard provides 
a bullet point list which states which IPSAS applies to each of the following: recognition; 
measurement; presentation; and disclosure. 

 
• Page 11, paragraph 17.  Paragraph 17 makes a passing reference to using ‘estimation techniques’ to 

determine the fair value of elements of the unitary charge when a contract is not separable.  We 
believe that the proposed standard should provide additional material on appropriate estimation 
techniques.  Paragraph 18 refers to the application of IPSAS 17 “Property, plant and equipment” 
and IPSAS 31 “Intangible assets” to the subsequent recognition and measurement of service 
concession assets and we would welcome an approach to the initial recognition and measurement 
of assets which utilised IPSAS 17 and IPSAS 31, when a contract is not separable. 

 
• Page 11, paragraph 20.  In general terms we agree that a service concession liability should be 

measured at the same amount as the service concession asset on initial recognition.  However, we 
believe that the material on subsequent recognition of a service concession liability should be 
expanded to deal with circumstances where a service concession arrangement becomes onerous or, 
indeed, could be considered onerous at inception.  We recommend that a cross-reference is 
included to the material in IPSAS 19 “Provisions, contingent liabilities, and contingent assets” on 
onerous contracts. 

 
• Page 13, paragraphs 29 and 30.  While it seems contrary to good practice to permit entities to apply 

standards prospectively, we accept this approach if it encourages the adoption of IPSASs.  
However, with regard to this standard specifically, it seems relatively harsh to permit an entity 
which has not taken steps to bring service concession arrangements on balance sheet to avoid 
restating its accounts while requiring an entity which has done so to restate its accounts, if necessary 
to comply with IPSAS 3 “Accounting policies, changes in accounting estimates and errors”. 

 
• Page 41, Table 2.3 (page 41) has errors.  The figures in the cumulative surplus/ deficit line should 

not be bracketed and the word ‘deficit’ should be surrounded by brackets. 
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The Japanese Institute of 

Certified Public Accountants 

4-4-1, Kudan-Minami, Chiyoda-ku, Tokyo 102-8264, Japan 

Phone: 81-3-3515-1130 Fax: 81-3-5226-3356 

E-mail: international@jicpa.or.jp 

http://www.jicpa.or.jp/n_eng 

 

 

 

June 29, 2010 

 

Technical Director  

International Public Sector Accounting Standards Board 

International Federation of Accountants 

277 Wellington Street West 

Toronto, Ontario, Canada M5V 3H2 

 

 

Comments on the Proposed International Public Sector Accounting Standard 

“Service Concession Arrangements: Grantor” 

 

Dear Sir: 

 

The Japanese Institute of Certified Public Accountants (“JICPA”) is pleased to comment 

on the Proposed International Public Sector Accounting Standard “Service Concession 

Arrangements: Grantor” (the “ED”), as follows: 

 

On “Specific Matters for Comment” 

 

This Exposure Draft addresses service concession arrangements from the grantor’s 

perspective. It mirrors the principles set out in IFRIC 12 for accounting by the operator.  

 

Do you agree with this approach? 
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We agree with this approach. The reason is as follows. 

This approach would require both parties to the arrangement to apply the same principles in 

determining whether the asset used in a service concession arrangement should be 

accounted for as an asset, thus minimizing the possibility for an asset to be accounted for by 

both of the parties, or by neither of the parties. 

 

Other Comment 

 

Paragraph 19 of the ED states that when the grantor recognizes a service concession asset, 

the grantor shall also recognize a liability and the liability recognized may be any 

combination of a financial liability and a performance obligation. 

Also, paragraph 22 of the ED states that when the grantor compensates the operator by 

granting the operator the right to collect fees from users of the service concession asset or 

by granting the operator access to another revenue-generating asset for its use, the liability 

recognized in accordance with paragraph 19 is a performance obligation. 

Paragraph 7 in IPSAS 1 states that liability is a present obligation of the entity arising from 

past events, the settlement of which is expected to result in an outflow from the entity of 

resources embodying economic benefits or service potential. In our view, the relationship 

between the definition of “a performance obligation” in the ED and the definition of “the 

liability” in IPSAS 1 is unclear and, therefore, it is necessary to explain the relationship 

between these definitions in the standard. 

Subject to the above comments we agree with the ED. 

 

Yours sincerely, 

 
Takao Kashitani 
Executive Board Member － Public Sector Accounting and Audit Practice 

 
Yasuo Kameoka 
Executive Board Member － Public Sector Accounting and Audit Practice 
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P O Box 74129 
Lynnwood Ridge 

0040 
Tel. 011 697 0660 
Fax. 011 697 0666 

Board Members: Ms K Bromfield, Mr R Cottrell (Chairperson), Mr V Jack, Ms CJ Kujenga, Mr K Kumar,  
Mr T Makwetu, Mr F Nomvalo, Mr G Paul, Mr I Sehoole 

Chief Executive Officer: Ms E Swart 

The Technical Director 

International Public Sector Accounting Standards Board 

International Federation of Accountants 

277 Wellington Street, 4th Floor 

Toronto, Ontario M5V 3H2 Canada 

Per e-mail 

29 June 2010 

 

Dear Stephenie,  

COMMENT ON EXPOSURE DRAFT: ED 43 SERVICE CONCESSION ARRANGEMENTS: 
GRANTOR 

We welcome the opportunity to provide comment on Exposure Draft 43 – Service 
Concession Arrangements: Grantor issued by the International Federation of Accountants – 
International Public Sector Accounting Standards Board (IPSASB).  

In compiling our comment, the Accounting Standards Board, the official accounting standard 
setter for the public sector in South Africa, consulted widely with our stakeholders 
(comprising professional bodies, auditors and preparers) in formulating our comment to you. 

Enclosed please find our comment that is structured into specific matters and other matters.  

Please do not hesitate to contact me should you wish to discuss any of our comment. 

  

Yours sincerely 

Erna Swart  
Chief Executive Officer 
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SPECIFIC MATTERS FOR COMMENT 
This Exposure Draft addresses service concession arrangements from the grantor’s 
perspective. It mirrors the principles set out in IFRIC 12 for accounting by the operator. 

Do you agree with this approach? 

We are of the view that the proposed IPSAS does not mirror the principles set out in IFRIC 
12 in all instances. For example, under IFRIC 12.27, the operator is required to recognise an 
asset and corresponding liability in a service concession arrangement where the grantor 
provides other items to the operator that it can keep or deal with as it wishes.  The proposed 
IPSAS does not include accounting requirements to the grantor to “mirror” the principles in 
IFRS 12.27, i.e. accounting requirements where the grantor is required to de-recognise 
existing assets and to recognise its right to receive future services from the operator.   

Another example is the requirement in AG20 that requires that where the operator bears the 
construction risk, the timing of the initial recognition of the service concession asset will be 
when the asset is placed in use. This requirement will result in neither the grantor nor the 
operator recognising the asset under construction, as in terms of IFRIC 12, the operator will 
recognise a growing receivable, as oppose to an asset. In this regard, the accounting in the 
proposed IPSAS does not mirror IFRIC 12. If the grantor is not required to recognise the 
asset under construction, the grantor can also not recognise a corresponding liability until 
the construction of the asset is complete. The grantor will however have a liability in terms of 
the principles in other IPSAS (i.e. the IPSASs dealing with financial liabilities and provisions) 
when the construction commences, but which will not be recognised as the corresponding 
asset is not accounted for as required by paragraph .19 of the proposed IPSAS. We 
therefore do not support the approach outlined in AG 20.  

Additional accounting principles to be considered for inclusion  

In addition, we recommend that the proposed IPSAS should be expanded to provide 
guidance to a grantor where it transfers the right to use a specified asset to the operator for 
a specific period. In these types on service concession arrangements, the operator is not 
required to render a service on behalf of the grantor, as in the scope of IFRIC 12, but is 
rather granted the right to use an existing asset of the grantor for its own commercial 
purposes. In these types of arrangements, the grantor does not have any obligation towards 
the operator, but rather share a percentage of the revenue generated by the operator for the 
duration of the service concession arrangement. If the service concession arrangement 
allows the operator to construct or develop an immovable asset on, for example land that 
belongs to the grantor, the grantor may, at the end the service concession arrangement 
receive the constructed asset. Currently, there is no guidance to the grantor on how to 
account for assets that will be received at the end of the service concession arrangement, 
without having a performance obligation during the arrangement. However, because the 
asset is constructed on government owned land, the grantor may, at the commencement of 
the agreement, need to account and recognise the existence of such an asset.  
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OTHER MATTERS  
Introduction 
1. As the proposed IPSAS intends to provide guidance on assets used for public services 

such as roads, bridges, tunnels prisons, hospital etc. (as noted in IN4), we question 
the inclusion of the reference to IPSAS 12 Inventories in paragraph IN2. As inventories 
is not included within the scope of IFRIC 12 on which this proposed IPSAS is based, 
we are of the  view that the reference to IPSAS 12 should be deleted as it is 
inappropriate.  

2. The scope of this Standard also excludes leases, and we therefore also recommend 
that the reference to IPSAS 13 Leases should be deleted in paragraph IN2.  

3. In addition, we propose the inclusion of references to IPSAS 21 Impairment of Non-
cash-generating Assets and IPSAS 26 Impairment of Cash-generating Assets in 
paragraph IN2.   

4. We recommend that paragraph IN8 should be further elaborated to clarify the type of 
assets that falls within the scope of this Standard. IN8 currently explains that the scope 
of this Standard is not just limited to infrastructure assets as in IFRC 12, but 
collectively refers to the assets within the scope of this proposed IPSAS as “service 
concession assets”. Even though AG2 clarifies that non-current tangible or intangible 
assets fall within the scope of the proposed IPSAS, the explanation in IN8 is however 
not indicative of whether immovable and/or movable assets are also within the scope 
of the proposed IPSAS. For example, if the operator is required to construct, for 
example a prison in terms of a service concession arrangement, should the principles 
in this proposed IPSAS be applied to the building constructed and to the equipment to 
be used within the building, or does the principles only apply to the constructed asset? 

In order to clarify the type of assets that falls within the scope of the proposed IPSAS, 
we recommend that paragraph IN8, as well as the scope paragraph in the proposed 
IPSAS should be elaborated to clearly state whether immovable and/or movable 
assets falls within the scope of the IPSAS.  

5. If the proposed IPSAS applies to all movable and immovable assets, we further 
recommend the inclusion of a reference to the IPSAS dealing with agriculture as part 
of the list in IN2.  

Terminology 
6. Consistent with other IPSASs, we recommend that the heading should be amended to 

“definitions”. The terms used within this section should be drafted as definitions, and 
any additional explanatory guidance could be included after the “definitions”. 

The section dealing with definitions should be included after the “scope”. 

Scope 
7. Paragraph 8 clarifies the scope of the proposed IPSAS. We are of the view that the 

circumstances in paragraph 8(d) are not dealt with appropriately in the proposed 
IPSAS. In this scenario, the grantor will not be required to recognise an asset, as the 
asset that is to be used in the service concession arrangement is already recognised 
by the grantor in its financial statements. Paragraph .12 requires that such an asset be 
re-classified as a service concession asset. As a result, the principles in paragraphs 
.10 to .18, and specifically paragraphs .13 and .15 that requires the recognition of the 
asset, will not be applied.  Even though the grantor may have an obligation towards 
the operator in this type of service concession arrangement, the principles in 
paragraph .19 cannot be applied as the grantor did not recognise an asset (i.e. 
because the existing asset is already recognised by the grantor and paragraph .13 
could not be applied). The application guidance in AG14 also does not provide 
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clarification on the recognition of the corresponding obligation under these 
circumstances.  

We are of the view that guidance on the recognition of the obligation should be 
provided to the grantor in the circumstances described in paragraph 8(d). Currently the 
proposed IPSAS lacks such guidance.  

8. The second part of paragraph 8(c) determines that only the cost of the upgrade should 
be recognised as a service concession asset.  We are of the view that this explanation 
deals with recognition principles and should rather be included in the section dealing 
with recognition. 

In addition, it seems as if this paragraph requires that the existing asset and the cost 
towards the upgrade of that asset should be separated. If this is the expectation, we 
question the application of the principles in other IPSAS to the separated asset, for 
example testing the asset for impairment, determining the depreciation method, useful 
life and residual value, etc. We recommend that further explanatory guidance should 
be included to clarify the intention of the requirement in this paragraph. 

Recognition and measurement of a service concession asset 
9. We recommend that guidance should be included that clarifies when the criteria 

specified in paragraph 10 should be considered, i.e. at the commencement of the 
arrangement, only after the service concession asset was constructed (if appropriate), 
or only once the operator commences with the provision of the service on behalf of the 
public sector entity.  

10. Paragraph 11 determines that only the condition in paragraph 10(a) applies to whole-
of-life assets. Even though IFRIC 12 also explains “whole-of-life-assets” as assets that 
are used for its entire useful life, we question whether “useful life” should not refer to 
“economic life”. In our view, the “useful life” of a service concession asset should be 
based on the terms of the service concession arrangement, which may be different to 
other assets.  

As an alternative, a definition could be included for “whole-of-life assets” as part of the 
definition section of this proposed IPSAS.  

11. The second recognition requirement in paragraph 10(b) introduces the concept of 
“significant residual interest”. We recommend that the proposed IPSAS provides 
explanatory guidance on this concept as part of the text of the IPSAS, to assist in 
understanding and clarifying the concept. The guidance in AG9 could, for example, be 
useful for inclusion in the proposed IPSAS.   

12. We recommend that the first sentence in paragraph 12 be amended as follows 

........grantor shall not recognise the an additional asset.... 

13. Paragraph 15 requires that the service concession asset should be recognised at fair 
value. This principle, however, contradicts the principles included in existing IPSASs 
that requires the recognition of assets at cost, and only when the asset is acquired at 
no or nominal value, should it be recognised at fair value. As AG24 as AG25 provides 
some clarification on the amount at which the service concession asset should be 
recognised, we propose that the guidance in AG24 and AG25 should be included as 
part of the text of the proposed IPSAS. 

14. Paragraph 8 describes the kind of assets that could be classified as service 
concession assets to fall within the scope of this proposed IPSAS. As the service 
concession arrangement may require the construction or development of new assets, 
we question the reference to “original” in paragraph 15, and recommend that “original” 
should be deleted. 
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15. Even though guidance on the timing of the recognition of the service concession asset 
is included in AG20, we recommend that such guidance should be included in the text 
of the proposed IPSAS to explain black letter paragraph 15. 

16. Paragraph 16 makes reference to the “service portion of the payment”. Prior to this 
reference, no explanation or guidance is provided on what a service portion entails and 
how it should be calculated. We therefore recommend that explanatory guidance 
should be included in the proposed IPSAS prior to, or as part of this paragraph. The 
guidance included in AG25 could, for example, be useful for inclusion in the proposed 
IPSAS.   

17. Even though guidance on the use of estimation techniques is included as part of the 
application guidance (AG25), we recommend that such guidance should be included in 
the text of the proposed IPSAS to explain the principle paragraph 17. 

18. The reference to IPSAS 21 Impairment of Non-cash-generating Assets and IPSAS 26 
Impairment of Cash-generating Assets should be added to paragraph 18.  

Recognition and measurement of liabilities 
19. We recommend that more explanatory guidance be included on the recognition and 

measurement of the financial liability and the performance obligation to be recognised 
in accordance with black letter paragraphs 21 and .22. The guidance in AG31, AG38, 
AG40 and AG41 could, for example, be useful for inclusion in the proposed IPSAS.  

We also recommend that guidance should be provided to explain how the contra entry 
should be recognised in the statement of financial performance when the performance 
obligation is reduced, as such guidance is not included in IPSAS 19.  

20. The scenario dealt with in paragraph .23 is not included as an option in paragraph 14. 
We recommend that the paragraph should be elaborated to explain how: 

 the performance obligation, that was recognised as a result of the receipt of the 
service concession asset and as a result of the right to receive payments, 
should be reduced by the grantor; and  

 the contra entry should be recognised in the statement of financial performance 
under each of these circumstances.  

Examples of these scenarios should also be included as part of the illustrative 
examples for further clarification.  

Recognition and measurement of revenues 
21. We recommend that paragraph 24 should be elaborated to explain under what 

circumstances the grantor will receive revenue, and how such revenue should be 
accounted for before the reference to the applicable IPSAS is included. The guidance 
in AG42 to AG31, AG38, AG40 and AG41 could for example, be useful for inclusion in 
the proposed IPSAS. 

Recognition and measurement of expenses 
22. This section should be elaborated with guidance on the calculation and recognition of 

the finance charge, as included in AG33 to AG35 and AG52. We recommend that the 
guidance as currently included in the application guidance should rather be included 
as part of the text of the proposed IPSAS. 

Similarly, principles for the recognition of the service portion, as included in AG53, 
should also be included as part of the text of the proposed IPSAS. 

Presentation and Disclosure 
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23. Paragraph 26 should be elaborated to clarify whether a separate line item should be 
included for such assets on the face of the statement of financial position. If service 
concession assets are to be disclosed as such, consequential amendments should be 
included to IPSAS 1 Presentation of Financial Statements.  

24. A paragraph should be included to refer grantors to the disclosure requirements in 
other IPSAS, for example IPSAS 9 Revenue from Exchange Transactions, IPSAS 17 
Property, Plant and Equipment, IPSAS 31 Intangible Assets, etc.  

25. Additional disclosure requirements that could be required include: 

 Disclosure of the risks that the grantor are exposed to as a result of the service 
concession arrangement, for example construction risk; 

 Finance costs relating to the service concession arrangement; and  

 Circumstances or events that will result in step-in arrangements.  

Transition 
26. Consistent with other IPSASs, we recommend that the heading should be amended to 

“transitional provisions”. 

27. To ensure comparability of financial results, we recommend that the transitional 
provisions should be applied retrospectively in both scenarios, i.e. where entities have 
previously recognised service concession assets, and where entities have not 
previously recognised service concession assets. If it is impracticable for entities to 
apply the principles in the proposed IPSAS retrospectively, they could still apply the 
requirements in IPSAS 3 Accounting Policies, Changes in Accounting Estimates and 
Errors under such circumstances.  

Application guidance 
28. We recommend that the application guidance should be elaborated to explain how 

service concession assets are to be distinguished from other assets used in, for 
example, service agreements.  

29. The guidance in AG3 to AG13 does not provide additional clarification on the scope of 
the proposed IPSAS, but rather on the principles dealing with recognition and 
measurement of a service concession asset (paragraphs 10 to 18) and the recognition 
and measurement of liabilities (paragraphs 19 to 23). We therefore recommend that 
the current heading to AG3 to AG13 “scope”, should be deleted and a more 
appropriate heading be included. 

30. We are of the view that some of the guidance in AG5, AG6, AG 10 and AG 11 should 
be added to the text of the proposed IPSAS as it is useful in understanding and 
clarifying the principles in black letter paragraphs 10 and 11.  

31. We do not support the principle in AG20 that requires that when the operator bears the 
construction risk, the timing of the initial recognition of the service concession asset 
will be when the asset is placed in use, for the reasons outlined in a previous comment 
above. We recommend that the grantor should be required to recognise the service 
concession asset under construction to the extent that the requirements in paragraph 
10 have been met, irrespective of who bears the constructions risk.  

32. AG30 determines that the accounting for guarantees provided by the grantor is 
included in AG56 to AG58. We recommend that the principle for the accounting of 
guarantees and contingencies should rather be included as part of the text of the 
proposed IPSAS. The application guidance could then further clarify the principles in 
this regard.   
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33. AG32 requires the recognition of advance payments as prepayments. The proposed 
IPSAS should, as part of the text of the proposed Standard, explain the recognition 
principles for advance or pre-payments. Guidance should also be provided on how and 
when such advance or pre-payments should be reduced by the grantor.  

34. AG40 requires that the grantor applies the de-recognition principles in IPSAS 17 and 
IPSAS 31. If a service concession arrangement falls within the scope of this proposed 
IPSAS, the grantor should control the service concession asset, whether a new asset 
will be constructed by the operator, or whether it is an existing asset of the grantor. We 
are thus of the view that the last sentence in this paragraph should be deleted as it is 
not applicable to service concession assets that are within the scope of the proposed 
IPSAS as the grantor has not transferred its right to control the asset, but only granted 
the operator the right to use an asset. 

35. We are of the view that the first part of AG48 provides guidance to the operator for the 
recognition of revenue and therefore recommends that the sentence should be 
deleted.  

36. We recommend that the term “ordinarily” as used in AG53 should be explained.  

37. We question the usefulness of AG54 and recommend that it should be deleted. The 
principle dealing with the separate depreciation of service concession assets is dealt 
with in AG55.  

38. Furthermore, if reference is made to depreciation of service concession assets, we 
recommend that reference should also be made to the impairment of such an asset. 
An additional paragraph could be included after AG55 as a reference to impairment in 
IPSAS 21 and IPSAS 26.   

General matters 
39. In terms of the private sector pronouncements applied by operators in service 

concession arrangements, an operator should consider whether an arrangement 
contains a lease if it does not fall within the scope of IFRIC 12, and specifically the 
guidance in IFRIC 4 Determining Whether an Arrangement Contains a Lease, is to be 
considered. If the grantor concludes that an arrangement falls outside the scope of this 
proposed IPSAS, no further public sector guidance is currently available to assist the 
grantor in accounting for such an arrangement. 

We therefore recommend that the proposed IPSAS, as part of the application 
guidance, should direct the grantor to other pronouncements that should be 
considered if it is concluded that an arrangement does not fall within the scope of this 
proposed IPSAS.  

40. The proposed IPSAS requires the classification, or re-classification of existing assets, 
as service concession assets. We recommend that the guidance in the proposed 
IPSAS should be elaborated to explain when such assets should be re-classified to 
existing assets, for example to property, plant and equipment or intangible assets.  

41. In some instances, reference is made to “assets” as opposed to “service concession 
assets” (as explained in IN8) in the proposed IPSAS, for example paragraphs 2, 7, 8 
and 17. We recommend that, after the term “service concession assets” has been 
defined and/or explained as recommended previously, the phrase “service concession 
asset” should be used throughout the proposed IPSAS. 
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Technical Director 
International Public Sector Accounting Standards Board (IPSASB) 
 
By email 
 
TECH-CDR-929 
 
29 June 2010 
 
 
ISASB Exposure Draft 43 Service Concession Arrangements: Grantor 
 

1. ACCA welcomes the opportunity to respond to the above consultation 
and we are pleased to see the IPSASB developing guidance on service 
concession arrangements from the grantor’s perspective. 

 
2. ACCA is a global body for professional accountants, supporting 140,000 

members and 404,000 students throughout their careers, and providing 
services through a network of 83 offices and centres. A significant 
number of our members work within government and audit institutions 
around the world and our response to this consultation is one from an 
international perspective.   
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General comments on the Exposure Draft 
 

3. Generally we consider the consultation paper provides useful guidance 
on a complex issue. Service concession arrangements entered into by 
public bodies are significant around the world. For your information we 
have recently commissioned research on the implementation of public - 
private partnerships (PPPs) and private finance initiatives (PFIs). Our 
research seeks to address five key questions: 

 
• Under what conditions are PPPs and PFIs the best options for 

delivering public services and key infrastructure projects? 
• What is the impact of the financial crisis on the take up of 

PPP/PFI schemes around the globe and what is their potential 
long-term future? 

• Have some of the earlier PPP/PFI schemes delivered real value 
for money in terms of performance and costs? 

• What lessons can be learnt from project management and 
delivery? 

• How should PPP/PFIs be accounted for? 
 

 
4. Although key findings won’t be published until November 2010, we 

have highlighted the research to make the International Public Sector 
Accounting Standards Board aware of its development. The Exposure 
Draft (ED43) is particularly helpful in addressing how PPP/PFIs should 
be accounted for and it will be interesting to see from the research how 
these schemes have been accounted for across six countries including: 
China, France, Japan, Indonesia, Malaysia, New Zealand, Thailand and 
the UK. 

 
5. Overall, we believe that the ED43 covers the main issues that grantors 

need to address when accounting for service concession arrangements. 
We are pleased to see that ED43 mirrors IFRIC12 from the grantors 
perspective - the latter being already used by the private sector and 
recently adopted by the European Union.  

 
6. In particular we agree with the scope for service concession 

arrangements, asset and liability recognition and measurement, 
recognition and measurement of related expenses and revenues and 
presentation and disclosure. In terms of practical guidance for 
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accountants the ‘accounting framework for service concession 
arrangements’ set out on page 31 is a useful framework for assessing 
what is in and outside of the scope of the standard. Also, as set out on 
page 28 we strongly support the ‘controls based approach’ opposed to 
the ‘risk and rewards’ approach to assessing whether the grantor should 
recognise the assets. We have found that in the UK the adoption of the 
latter approach has led to inconsistent reporting in the public sector. 
However, this is now being rectified. 

 
 
Specific matter for comments  
 
The Exposure Draft addresses service concession arrangements from the 
grantor’s perspective. It mirrors the principles set out in IFRIC 12 for 
accounting by the operator. Do you agree with this approach?  
 

7. We agree with this approach. Given the alignment of IPSASs with IFRS 
and adoption of IFRIC 12 by the EU we believe that this will help to 
provide a consistent approach to accounting for service concession 
arrangements.  

 
 

8. We hope you find our response useful and are more than happy to 
provide further clarification on any of the points made. Please feel free to 
contact Gillian Fawcett (Head of Public Sector) on tel. 02072395674 or 
by e-mail, Gillian.fawcett@accaglobal.com 

   
 
 
Yours sincerely 
 

 
 
 
Gillian Fawcett 
(Head of Public Sector) 
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The Technical Director 
IPSASB/IFAC 
277 Wellington St. 4th Floor  Toronto, Ontario M5V3H2 Canada 
edcomments@ifac.org 
StephenieFox@ifac.org 
 
Regarding: Service Concession Arrangements-Grantor- Exposure 43 
Comments: Dr. Joseph S. Maresca CPA, CISA 
__________________________________________________________ 
 
Colleagues, 
                   I thank you for the opportunity to critique Exposure Draft 43. Details follow : 
 
Background: 
__________ 
 
The service concession arrangement is an operator developed asset compensated by  
a binding arrangement. (usually)  The grantor grants the service concession to the 
operator. Essentially, public sector entities operate in this fashion. This submission 
deals with public services. 
 
The grantor controls or operates services which the operator provides. The grantor may have 
significant residual interest. The grantor may compensate the operator by payment to operate, 
rights to collect fees or granting the operator access to another revenue generating asset. 
The grantor initially measures the originating service concession asset at fair value. 
The grantor may compensate the operator for a service concession asset via 
payment or the creation of a  financial liability.  pp. 11 
 
The grantor accounts for revenues as earned for exchange transactions.  pp. 12 
Generally, the grantor discloses service concession arrangements. 
i.e. the description, significant terms, rights to use assets etc.   The grantor 
recognizes financial liabilities when obligated to make payments to the operator 
for providing the service concession asset. pp. 14   The grantor needn't control 
the price. pp. 15  The grantor may make payments to the operator, create 
financial liabilities or create guarantees. pp. 19 
 
The operator may compensate the grantor up front or share revenues or make  
rental payments for providing the operator access to a revenue generating 
asset. pp. 21  Contingent liabilities may apply and the treatment is set 
forth in IPSAS 19.  
 
Generally, I concur. 
 
Analysis: 
Increasingly, offshore drilling operations for valuable mineral rights may be 
subject to State ownership, investment or control, as in China. Although, a 
public ownership of the mineral resource may apply in some cases, the  
operator (if outsourced by the government ) is the party with the extraction and  
safety experience involved in developing valuable oil resources. 
 
The operator may compensate the grantor up front or share revenues or make  
rental payments for providing the operator access to a revenue generating 
asset. pp. 21    Contingent liabilities may apply and the treatment is set 
forth in IPSAS 19. The best policy is for the grantor and operator to create 
an agreement where it is absolutely clear what rights, duties, liabilities and 
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recourse which apply in the continuing application of the Agreement. 
 
Some of these risks can be very real. Environmental risks of  hurricanes, 
earthquakes, Tsunamis can halt projects into the foreseeable future.  
Major cost over-runs can be incurred due to material spikes in the 
cost of energy. 
 
In Availability risk , the operator bears the risk of insufficient management, 
strikes, work slowdowns, outsourcing risks due to language barriers and unanticipated 
Acts of  G-d, inefficiencies and downtime in training or even employee turnover. 
 
Demand risk may be due to the business cycle, new market trends,changes in user  
preferences, changes in the political climate or technical obsolescence.  
The fixed price contract transfers the construction  risk to the builder. 
 
The current economic environment has demand risk due to investor uncertainty with regard 
to the predictability of energy prices. Auto owners determine new market trends with 
regard to manufacturing energy efficient cars. 
 
For instance, the operator of an offshore oil platform may have a considerable 
team of experts to accomplish the safe extraction of valuable mineral 
resources. The extraction may be compensated by giving the grantor monies 
up front, a revenue-sharing or similar arrangement. 
 
IPSAS 19 provides for the outsourcing of a major government department 
on pp. 35.  The present obligation flows from a reasonable expectation 
that the government division will be outsourced. A proviso is made for the 
best estimate of the cost of the outsource. Once outsourced, the operator 
must make provisions for the ongoing operations, contingency plan, 
testing of the contingency plan, disaster recovery planning and testing 
of the disaster recovery plan unless otherwise agreed. 
 
The outsourcer in an area of Tsunami storms may face the major destruction of 
facilities due to the vagaries of nature. Oil drilling companies off the Gulf Coast 
routinely encounter significant repairs of damaged equipment due to hurricane activity. 
 
The obligating event is giving the guarantee which gives rise to a 
legal obligation. An outflow of resources may embody economic benefits 
or service potential . When it is probable that an outflow of resources 
embodying economic benefits or service potential will be required 
to settle the obligation, a provision should be made for the best estimate 
of the obligation. 
 
A typical oil production platform is self-sufficient in energy and water needs,  
housing electrical generation, water desalinators and all of the equipment necessary to process  
oil and gas such that it can be either delivered directly onshore by pipeline  
or to a floating platform and/or tanker loading facility. Elements in the oil/gas production process  
include wellhead, production manifold, production separator, glycol process to dry gas, gas compressors,  
water injection pumps, oil/gas export metering and main oil line pumps. 
 
An offshore operations platform generally consists of a considerable team of experts in the art  
of oil well engineering operations and continuing maintenance. i.e. 
 
The  OIM (offshore installation manager)  is the ultimate authority during his/her shift and makes  
the essential decisions regarding the operation of the platform. There may be a hierarchy of team leaders  
to facilitate continuous operations. The offshore operations engineer (OOE) is the senior technical authority  
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on the platform. Operations coordinators manage crew changes. 
 
Dynamic positioning operators assist with navigation, ship or vessel maneuvering (MODU),  
station keeping, fire and gas systems escalation in the event of  incidents. A hierarchy of "mates" meet staffing  
requirements of flag state, operate fast rescue craft, cargo operations and fire coordination. 
Crane operators run cranes for lifting cargo around the platform. Scaffolders manage 
scaffold building when workers are required to work at heights. Coxwains maintain the lifeboats.  
The catering crew handle cooking and laundry. Production techs run the production plant. Helicopter pilots navigate 
 between the platform and the shore during crew relief or changes. Maintenance technicians manage instrumentation,  
electrical and mechanical systems and processes. 
 
The operator who builds and operates a major offshore oil platform must meet the conditions for recognition of 
a service concession asset in Par. 10 pp. 33. Certain basic legal doctrines may apply to transactions  
transnationally based.  i.e. 
 
The “Principle of Comity” may make the grantor’s laws dispositive as long as 
the laws are consistent with  accommodating nations, trading partners or business partners. 
The contract must delineate whose laws are in operation with regard to the 
implementation of the ongoing contract. 
 
The “Act of  State Doctrine” is a judicially created doctrine that states the judicial 
branch of one country  should not examinethe validity of public acts committed by 
a recognized foreign government with regard to business activity or any activity 
within its own borders. The contract should provide for foreseeable conflicts in the 
conduct of the arrangement; such that, the discretion of the host country is not 
invoked adversely to the operator. 
 
The Doctrine of Foreign Immunity immunizes foreign nations from the jurisdiction of 
American Courts. A contractor or operator must be satisfied as to the proper venue to 
seek redress for major contractual non-compliance, non-cooperation or outright  
expropriation. 
 
The contract between the Public Service Organization and the operator must be clear 
as to the choice of  language and the choice of forum to designate dispute resolution, 
local court jurisdiction or forced arbitration venues.  The governing law with respect to the 
contract performance should be set forth clearly. In cases where the performance 
arises out of  intellectual property, the governing law may be the United States 
Patent Law or European Patent Office. 
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Stephenie Fox 
Technical Director 
International Public Sector Accounting Standards Board 
International Federation of Accountants 
277 Wellington Street, 4th Floor 
Toronto 
Ontario M5V3H2 
Canada 
 
 
 
 

Dear Ms Fox, 

IPSASB ED43 Service Concession Arrangements: Grantor 
The Auditor General for Wales welcomes the opportunity to comment on the proposals in 
this Exposure Draft. This response has been prepared on behalf of the Auditor General by 
the Wales Audit Office. 

Service Concession Arrangements are an important means by which public services are 
provided in many countries. Although IFRIC12 provides guidance on accounting by 
operators of public to private service concessions, there is a need for guidance for the 
public sector grantors.  

Specific matters for comment   

This Exposure Draft addresses service concession arrangements from the grantor’s 
perspective. It mirrors the principles set out in IFRIC 12 for accounting by the operator. 

Do you agree with this approach? 

We consider that it is helpful for the public sector to adopt an approach that mirrors that of 
IFRIC 12, as this will facilitate consistent and complementary accounting treatments with 
their private sector counterparties. 

IPSASB’s proposals reflect the approach already adopted in the United Kingdom, where 
HM Treasury, the Chartered Institute of Public Finance and Accountancy, and the Local 

Date 24 June 2010
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Authority (Scotland) Accounts Advisory Committee, have all adopted a similar ‘mirror 
image’ approach when applying the principles of IFRIC 12 to the public sector. 

In our view, the proposed approach provides a practical approach to accounting for 
Service Concession Arrangements. 

The provisions of ED43 support the alignment of IPSAS and IFRS and are consistent with 
the accounting practices now in use in the United Kingdom.  On this basis, and subject to 
the comments below, we agree with the approach proposed in ED43.  

However we consider that public sector accounting standards should be based on the 
needs of the users of public sector accounts, rather than driven simply by the desire to 
conform with a standard that is designed solely for the private sector. What is appropriate 
accounting treatment in the private sector may not necessarily be appropriate in the public 
sector. We therefore consider that when the IPSAS conceptual framework is finalized, this 
standard should be subject to early review within the context of the new framework.  

Other comments 

Scope 

Paragraph 8 (c) and (d) provide a slightly wider definition of relevant assets than IFRIC12 
to include: 

• (c) Existing assets of the grantor which the operator upgrades for the purpose 
of the SCA. Only the cost of the upgrade is recognised under the standard; 
and 

• (d) Existing assets of the grantor to which the grantor gives access to the 
operator for the purpose of the SCA and of which, the grantor retains control. 
These assets are to be reclassified as service concession assets. 

We consider that this extension in the definition of relevant assets will be useful for 
concessions where existing assets are used to provide the services linked to the 
concession. 

Recognition and measurement of a Service Concession Asset – existing assets 

The ED requires recognition of an asset based on control over service provision and 
residual interest. These criteria are not consistent with the criteria specified in IPSAS1 
Presentation of financial statements. IPSAS 1 defines assets as resources controlled by 
an entity as a result of past events, and from which future economic benefits or service 
potential are expected to flow to the entity. 
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Paragraph 12 refers to the reclassification of an existing asset of the grantor as a service 
concession asset. The paragraph states: 

“Where an existing asset of the grantor specified in paragraph 8(d) meets the 
conditions specified in paragraph 10 (or paragraph 11 for a whole-of-life asset), the 
grantor shall not recognize the asset as a service concession asset in accordance 
with this Standard. The grantor shall reclassify the existing asset as a service 
concession asset for reporting purposes and disclose the reclassification in 
accordance with paragraph 27. The reclassified service concession asset shall 
continue to be accounted for in accordance with IPSAS 17, ―Property, Plant and 
Equipment or IPSAS 31, ―Intangible Assets, as appropriate.” 

The phrasing of the requirement appears to be overcomplicated. The accounting 
treatment for all assets recognised as service concession assets is the same. That is, 
they are accounted for under IPSAS 17 or IPSAS 31. We would therefore suggest the 
following simplified wording for paragraph 12: 

“Where an existing asset of the grantor specified in paragraph 8(d) meets the 
conditions specified in paragraph 10 (or paragraph 11 for a whole-of-life asset), the 
grantor shall reclassify the existing asset as a service concession asset for reporting 
purposes and disclose the reclassification in accordance with paragraph 27. The 
reclassified service concession asset shall continue to be accounted for in 
accordance with IPSAS 17, (Property, Plant and Equipment) or IPSAS 31 
(Intangible Assets), as appropriate.” 

Recognition and measurement of a Service Concession Asset – existing asset 
upgrades 

Where an existing asset of the grantor is upgraded, the upgrade is recognised as a 
service concession asset at fair value (paragraph 8(c)). The original asset may be valued 
on a different basis. To ensure consistency of valuation for the existing and upgraded 
elements, we consider that the whole asset should be revalued and disclosed as a 
service concession asset.  

Recognition and measurement of liabilities – performance obligation 

Paragraph 19 requires that when recognising a service concession, a grantor must also 
recognise a liability and under paragraph 20, this liability shall initially be measured at the 
same amount as the asset recognised. 

Paragraph 22 states that when the grantor compensates the operator by granting the 
operator the right to collect fees from users of the service concession asset or by granting 
the operator access to another revenue-generating asset for its use, the liability 
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recognised is a performance obligation. The grantor shall subsequently account for the 
performance obligation in accordance with IPSAS 19.  

The ED contains no explanation as to what is meant by ‘a performance obligation’ or how 
it meets the definition of a provision as defined in IPSAS 19 (Provisions, Contingent 
Liabilities and Contingent Assets).  

Our understanding is that the liability reflects the grantor’s obligation to allow the operator 
to provide the service concession.  This should be made explicit in the standard.  

Transition arrangements 

Paragraph 30 notes that where an entity has not previously recognised service 
concession assets and uses the accruals method of accounting, the standard must be 
applied prospectively. “However, retrospective application is permitted.” Paragraph 29 
states that where the assets have been previously recognised, retrospective application is 
required.  Therefore, if previously treated as off-balance sheet, full restatement to the start 
of the contract would not be required.  

Further clarification of this point would be useful to ensure that the requirements of the 
standard are clearly understood.    

I hope that you find the comments helpful.  If you require further information, please 
contact my colleague Iolo Llewelyn (iolo.llewelyn@wao.gov.uk).   

Yours sincerely, 

 
Mike Usher 

Partner 
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Stockholm 1st July 2010 

Technical Director 
IPSASB 
IFAC 
227 Wellington Street, 4th Floor 
Toronto, Ontario M5V 3H2 
Canada 
 
 

 

ED 43 Service Concession Arrangements: Grantor 

Far, the Institute for the Accountancy Profession in Sweden, is responding to your invitation 
to comment on the exposure draft ED 43 Service Concession Arrangements: Grantor. 

General Comments on the exposure draft 
Far is pleased to see that the International Public Sector Accounting Standards Board is 
developing guidance on this issue. Service Concession Arrangements are significant in many 
European jurisdictions and the development of IFRIC 12 and its exclusive focus on private 
sector financial reporting only serves to highlight the need for public sector guidance. 

In Far’s view ED 43 covers the issues that grantors need to address when accounting for 
service concession arrangements, in particular: 

1. Scope of accounting for service concession arrangements 

2. Asset recognition and measurement 

3. Liability recognition and measurement 

4. Recognition and measurement of related expenses and revenues 

5. Presentation and disclosure 

Specific Matter for Comment 
This exposure draft addresses service concession arrangements from the grantor’s perspective. It mirrors the 
principles set out in IFRIC 12 for accounting by the operator. Do you agree with this approach? 

As IFRIC 12 is being used by the private sector and given the more general alignment of 
IPSASs with IFRS, there is a strong case for adopting a consistent approach even though this 
is not a pure conversion project. However, the guidance is a mirror of IFRIC 12 and will 
therefore probably lead to a consistent accounting between the private and public sector. Far 
therefore agrees with the approach adopted in the exposure draft.  

 
Far 

 
Magnus Fagerstedt 
Chairman Far Public Sector reference group 

1(1) 
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Av. Córdoba 1367 - 6º piso (C1055AAD) | Ciudad Autónoma de Buenos Aires | Argentina 
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FACPCE’S COMMENTS ON ED 43, SERVICE CONCESSION ARRANGEMENTS: GRANTOR 

Paragraph Comments 

8. It is considered that “the existing assets of the grantor”, referred to in this paragraph, 

should be in the grantor's patrimony without any limitation. 

12. Similar considerations to those mentioned in paragraph 8: the grantor’s assets 

should never be part of the arrangement’s asset and continue being reclassified as 

“Property, Plant and Equipment”. 

15. This paragraph could be eliminated. 

16. Contemplate it as follows: “Where the grantor compensates the operator for the 

service concession asset, by making payments and service portions of payments by 

the grantor to the operator are separable, the asset portion of the payments”. 

17. Contemplate it as follows: “When the asset and service parts of the payments from 

the grantor to the operator are not separable, the original service concession assets 

will be measured by technical valuation”. 
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Schweizerisches Rechnungslegungsgremium für den öffentlichen Sektor (SRS) 
Conseil suisse de présentation des comptes publics (CSPCP) 
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Sekretariat / Secrétariat / Segretariato 
IDHEAP ∙ Rte de la Maladière 21 ∙ CH – 1022 Chavannes-Lausanne 
T 021-557.40.58 ∙ F 021-557.40.09 www.srs-cspcp.ch 

Swiss Public Sector Financial Reporting Advisory Committee (SRS-CSPCP) 

Stephenie Fox 
Technical Director 
International Public Sector  
Accounting Standards Board 
International Federation of Accountants 
277 Wellington Street, 4th Floor 
Toronto, Ontario M5V 3H2 
CANADA 

 

Chavannes-Lausanne, June 28, 2010  

Swiss Comments to  
ED 43: Concession Arrangements: Grantor 
 

Dear Stephenie, 

With reference to the request for comments on the proposed Exposure Draft, we are pleased to 
present the Swiss Comments to Exposure Draft 43: Concession Arrangements: Grantor. 

We thank you for giving us the opportunity to put forward our views and suggestions. You will find 
our comments to ED 43 in the attached document. 

Should you have any questions, please do not hesitate to contact us. 

 
 
Yours sincerely, 
 
SRS-CSPCP 

  
Prof Nils Soguel, President  Sonja Ziehli, Secretary 
 
 
 
 
 
Swiss Comments to ED 43 
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1. Introduction 
 

The Swiss Public Sector Financial Reporting Advisory Committee (SRS-CSPCP) has discussed 
ED 43 Service Concession Arrangements: Grantor in its meeting on June 24, 2010 and 
comments as follows. The SRS-CSPSP was established in 2008 by the Swiss Federal Ministry 
of Finance together with the Ministers of Finance at the cantonal level. One of its aims is to 
provide the IPSAS Board with a consolidated statement for all the three Swiss levels of 
government (municipalities, cantons and Confederation). 

 
 
 
2. Comments to Exposure Draft 43 Service Concession Arrangements: Grantor 
 

Specific Matter for Comment 

 The SRS-CSPCP agrees that in principle IPSAS (ED 43) is a mirror image of IFRIC 12.   
Nevertheless the expressions usual for IPSAS and the order of the content should be 
retained (e.g. Definitions instead of Terminology, Scope before Definitions). 

 
Further remarks 

 An IPSAS (ED 43) on service concession arrangements is very much welcomed. 

 The AG IPSAS understands the reluctance of the IPSAS Board to create differences to 
IFRIC 12. However, the following expressions that are considered important should be 
listed and defined in the section Terminology or Definitions. This especially because it 
cannot be estimated how long would have to be waited for corresponding definitions in 
IFRIC 12. 
- Public service: where is the border, what is understood under this expression? 
- Operator 
- Key expressions, such as constructing/developing, operating, maintaining, because they 

are useful in determining whether it is a service concession arrangement. 
- For the purpose of the service concession arrangement: what is understood by the 

purpose of the service concession? What does it include and what not (narrow or broad 
interpretation)? 

- Time perspective: in the Implementation Guidance a medium or long term period is 
posited. This requirement is lacking in the classification of a service concession 
arrangement in ED 43. 

 The SRS-CSPCP also prefers the control approach over the risk and remuneration 
approach. It appears more suitable for avoiding the creation of misdirected incentives 
(such as avoiding inclusion in the balance sheet).  

 Clause 10 (page 10) defines when it is a service concession asset and the IPSAS (ED 43) 
applies.  Both criteria must be met, whereby in particular the second – any significant 
residual interests pass at the end of the term of the arrangement to the government 
grantor – is regarded as important, with which the scope of ED 43 can be clearly defined.   

 The SRS-CSPCP considers the disclosure requirements of Clause 27 (pages 12 and 13) to 
be extensive, but useful. There was a discussion as to whether certain items should be 
omitted, but there was no majority for this. As service concession arrangements are 
complex constructs and significant infrastructure assets, this should be disclosed to the 
addressees with comprehensive reporting.    

 The comprehensibility of the flow chart on page 31 could be improved by adding the 
references to the corresponding sections. 

 
 
Chavannes-Lausanne, June 28, 2010 
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BY E-MAIL                 Québec, July 21, 2010  
 
 
 
 
Ms Stephenie Fox 
Technical Director 
International Public Sector Accounting  
Standards Board 
International Federation of Accountants 
277 Wellington Street, 4th Floor 
Toronto, Ontario  M5V 3H2 
 
 

Re: IPSASB ED 43 – Service Concession Arrangements: Grantor 
 
 
Dear Ms Fox:  
  
 
I am pleased to send you the comments of the Auditor General of Québec concerning the 
aforementioned subject.  
 
 
 
 

                            Yours truly, 

 

 Renaud Lachance, FCA 

                                 Auditor General 

      

encl. 

c. c. edcomments@ifac.org 
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INTERNATIONAL PUBLIC SECTOR  
ACCOUNTING STANDARD BOARD (IPSASB) 
 
EXPOSURE DRAFT 43 
 
SERVICE CONCESSION ARRANGEMENTS: GRANTOR 
 
 
General comment 
 
This standard deals solely with recognition by the grantor and is adapted from 
Interpretation 12 (IFRIC 12) of IASB, which deals with recognition by the 
operator. 
 
In our opinion, the IPSAS standard should deal with recognition by the two parties 
in this type of transaction. Although the government will be the grantor in the 
majority of these arrangements, it is possible that a government or a public body 
may act as an operator in dealings with another government. 
 
We agree with the proposed standards. However, the text of the exposure draft 
refers to several other IPSAS standards with the end result that it becomes hard to 
consult. Indeed, the user will constantly have to refer to another standard to make 
sure that the transactions are suitably recognized. We would like to see the 
inclusion directly in this standard of further clarifications regarding the recognition 
of transactions in order to avoid, wherever possible, different interpretations and, 
in so doing, to ensure a better uniformity in their recognition. 
 
Specific comments 
 
Arrangements not involving the supply of public services     
 
Paragraph 7. specifies that the standard does not cover arrangements that do not 
involve the supply of public services. In our opinion, all "service concession" type 
arrangements should be recognized based on the guidelines of this exposure draft. 
For example, an arrangement by virtue of which the operator would provide 
services directly to the government rather than to the general public should also be 
subject to this standard. 
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Existing assets of the grantor 
 
Under paragraph 8. (d), this standard applies to the existing assets of the grantor 
which are put at the disposal of the operator. According to paragraph 12., such an 
asset is reclassified as a "service concession asset". However, the standard 
provides no other guidelines regarding the recognition of arrangements that 
concern existing assets.  
 
Is making a reclassification for the purposes of disclosure on the balance sheet the 
only measure to be taken?  Must assets be posted at their fair value as in the case 
of other types of assets used in these arrangements? Must a liability be recognized 
under these circumstances and, if so, in what manner? The standard should 
provide guidelines in this respect and should include an example of the 
recommended treatment or clearly stipulate that for this type of arrangement only 
a reclassification and the disclosure of information are necessary. 
 
 
Improvements to an existing asset of the grantor 
 
The exposure draft proposes that only the cost of the improvements to an existing 
asset be recognized as a "service concession asset". That means that the same asset 
will be divided into two components for which the accounting treatment will 
differ. Improvements would be recorded at their fair value whereas the current 
component would be recorded at its historical cost. In our opinion, it would be 
preferable to use the same basis of measurement and to entirely record the asset as 
a "service concession asset” at its fair value. 
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 Paris, July 15th 2010 
 
, 
 
 

  
 
Ms Stefenie FOX 
Technical director 
International Public Sector Accounting Standards Board 
International Fédération of Accountants 
277 Wellington Street,4th floor 
Toronto, 
Ontario M5V 3H2 CANADA 

 
 
Re : ED43-service concession arrangements : Grantor. 
 
 
Dear Ms Fox, 
 
I am writing on behalf of the French « Direction Générale des Finances Publiques » to comment on 
the IASB exposure draft “Service concession arrangements: Grantor” (‘the ED’) 
 
We welcome the decision of the board to issue an exposure draft on the accounting treatment for 
service concession arrangements by the grantor since French State frequently use service 
concession arrangements for delivering public services. 
 
We believe that the control-based approach, as set out in IFRIC interpretation 12, is appropriate to 
determine the accounting treatment for the service concession asset even though it doesn’t 
consider all the existing contracts. 
 
We dot not support the accounting treatment based on a “mirror” approach of principles set out in 
IFRIC 12 as this principle is not an acknowledged accounting principle. Thus, the “mirror” approach 
encompasses drawbacks. 
 
According to us, the exchange transaction model should be improved in the case of a concession 
where the grantor compensates the operator by granting the right to collect fees from users of the 
service concession asset as in the intangible model asset set out in IFRIC 12. 
 
Our detailed answer is set out in the appendix 1 and the French original version in appendix 2. 
 
If you would like to discuss our comments further, please do not hesitate to contact us. 
 
Yours faithfully 
 
Vincent MAZAURIC 
 

DIRECTION GÉNÉRALE DES FINANCES PUBLIQUES 

Service des collectivités locales / Service comptable de l’État 

Mission doctrine comptable et contrôle interne comptable 

120 Rue de Bercy - Télédoc 787 

75572 PARIS cedex 12 
 
 
 
 

Affaire suivie par Stéphanie LEDOUX 

Stéphanie.ledoux@dgfip.finances.gouv.fr 

  01 53 18 78 26  01 53 18 62 36 

 

Référence : 2010/07/3467 
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APPENDIX 1 : Detailed answer 
 
Question : This Exposure Draft addresses service concession arrangements from the grantor’s 
perspective. It mirrors the principles set out in IFRIC 12 for accounting by the operator.  
Do you agree with this approach?  
 
 
Relevance of the control-based approach with the definition of tangible assets in the public 
sector: 
 
We believe that control-based approach is more relevance than the “risks and rewards” approach,  
as the main goal of the grantor using a service concession arrangement is to get a potential service 
from the associated concession asset but not future economic benefits. 
 
Indeed, criterion linked to potential service is the main characteristic that distinguish tangible assets 
of public sector from tangible asset of the private sector. Thus, IPSAS 1 defines assets as  
“resources controlled by an entity as a result of past events and from which future economic 
benefits or service potential are expected to flow to the entity”. 
 
Nevertheless, we question about the relevance to use the construction risk criteria for the timing of 
initial recognition of a service concession asset as the control-based approach is preferred.  
 
We recommend the standard setter to specify the accounting method of the service concession 
asset (the percentage of completion method or another method) during the construction period. 
 
The “mirror” approach: lack of justification and limits 
 
The advantage of the “mirror” approach is to ensure that the service concession asset is not 
recognised twice, by the grantor and by the operator. Indeed, the recognition of the controlled 
service concession asset by the grantor mirrors the recognition of an intangible asset by the 
operator when the grantor compensates the operator by granting the operator the right to collect 
fees from users of the service concession asset. 
 
Nevertheless, the “mirror” effect seems to be limited as the grantor and the operator do not retire 
the same resource from the service concession asset: from the grantor’s perspective, the service 
concession asset provides a potential service, from the operator’s perspective, the service 
concession asset provides economic benefits. 
 
Furthermore, since the “symmetry” accounting principle is not an acknowledged accounting 
principle, it should be more justified. In the case of this principle were adopted, it should be 
considered in the current works of the IPSAS Board on the conceptual framework. 
 
The case of service concession arrangements that do not satisfy to all the control criteria 
 
It should be useful that the IPSAS Board addresses the accounting treatment for service 
concession arrangements that do not satisfy all the control criteria and in particular criteria the 
linked to the price. 
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Inconsistency of  “Performance obligation” with definition of a liability 
 
We approve the recognition of a financial liability when the grantor compensates the operator for 
the service concession asset by making payments but the recognition of a “performance 
obligation» when the grantor compensates the operator by granting the right to charge users gives 
rise to question. 
 
The notion of “performance obligation is new in the IPSAS accounting standards and so should be 
clarified. The exposure draft do not precise the exact nature of this notion but indicates that this 
liability should be accounted in accordance IPSAS 19 “provisions Liabilities and contingent Assets”. 
 
According to IPSAS 19, liabilities are “present obligations of the entity arising from past events, the 
settlement of which is expected to result in an outflow from the entity of resources embodying 
economic benefits or service potential”. “Performance obligation” does not satisfy the definition of a 
liability when the grantor compensates the operator by granting the right to collect fees from users 
as there is no outflow of resources embodying economics benefits where as the grantor receive 
service potential: the delivery of public services. 
  
Furthermore, when the grantor compensates the operator by granting the right to charge users, the 
operator shall recognise an intangible asset in accordance with IFRIC 12 which represents this 
right but not recognises a account receivable. This accounting seems not to be compliant with the 
“mirror” approach favoured by the Board. 
 
 
 
Alternative approach: exchange model 
 
We suggest the Board to develop the exchange model as set out in the IFRIC 12 in the intangible 
asset model. This model is based on the asset exchanges, the operator receives an intangible 
asset: the right to charge users for the exchange of its construction and/or upgrade services. 
 
This intangible asset is not recognised by the grantor previously to the service concession 
arrangement, as it cannot be reliably estimated. This is the service concession arrangement that 
gives rise to the intangible asset and lead to its reliable estimate. According to this approach, the 
accounting treatment should reflect two simultaneous operations:  
 
- The recognition by the grantor of the pre-existent  intangible asset representative of the right to 

charge users given rise by the concession service concession arrangement and, 
- The granting of this right to the operator in exchange for its construction and/or upgrade 

services 
 
Finally, the exchange should lead to the recognition of the service concession asset by the grantor 
and the recognition of the intangible asset by the operator. 
 
This treatment would be compliant with the standard IPSAS 9 “ revenue from exchange 
transactions”, as the service concession arrangement is compliant with the definition of an 
exchange transaction. 
 
IPSAS 9.19 set out that “when goods are sold or services are rendered in exchange for dissimilar 
goods or services, the exchange is regarded as a transaction which generates revenue.  
 
Nevertheless, we believe that the exchange should not lead to the recognition of revenue of a 
specific period. Indeed, the exchange transaction doesn’t generate an inflow of economics benefits 
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or potential service as the right to charge users exits previously to the service concession 
arrangement. 
 
 
The counterpart of the concession service asset  
 
IPSAS don’t set out the accounting treatment for transactions that give rise to intangible assets. 
The French central government accounting standards set out that the counterpart of the recognition 
of these specific intangibles assets is the equity. This proposition seems compliant with the IPSAS 
no. 1 that defines equity as the residual interest in the assets of the entity after deducting all its 
liabilities. 
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APPENDIX 2  : French original  version of our response to the exposure draft ED 43 
 
Nous vous prions de bien vouloir trouver ci-joint la réponse de la Direction Générale des Finances 
Publiques à l’exposé sondage relatif aux accords de concession de services.  
 
Nous accueillons favorablement la décision du Board de publier un exposé sondage relatif au 
traitement comptable des accords de concession de services chez le concédant, l’Etat français 
ayant régulièrement recours à ces contrats pour la fourniture de services publics. 
 
L’approche contrôle privilégiée par le Board de l’IPSAS à l’instar d’IFRIC 12 nous paraît appropriée 
pour déterminer le traitement comptable des actifs concédés même si elle ne semble pas recouvrir 
tous les cas rencontrés. 
 
En revanche, nous considérons que le principe d’un traitement comptable en miroir n’est pas 
conforme aux principes comptables communément admis et présente par ailleurs des faiblesses.  
 
Il nous semble que l’approche échange devrait être approfondie dans le cas où la personne 
publique rémunère le concessionnaire par le droit de prélever les usagers du service public à  
l’instar du modèle incorporel développé dans IFRIC 12. 
 
Notre réponse détaillée figure en annexe. 
 
Si vous souhaitez des précisions sur nos commentaires, n’hésitez pas à nous contacter 
 
Salutations distinguées, 
 
Vincent MAZAURIC 
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Réponse détaillée 
 
Question : « L ‘exposé sondage traite les accords de concession de service du point de vue du 
concédant. Les principes retenus sont le miroir de ceux d’IFRIC 12 applicables aux 
concessionnaires. Etes vous d’accord avec cette approche ? »  
 
Pertinence de l’approche contrôle avec la définition des actifs du secteur public :  
 
L’approche contrôle nous semble plus pertinente que l’approche risques et avantages, l’objectif 
principal du concédant ayant recours à un accord de concession de services étant de bénéficier du 
potentiel de service lié à l’actif concédé et non des avantages économiques associés. 
 
En effet, les actifs du secteur public se distinguent de ceux du secteur privé sur cette 
caractéristique essentielle qu’est le potentiel de service. Ainsi, la norme IPSAS 1 « Présentation 
des états financiers » définit les actifs comme « des ressources contrôlées par une entité du fait 
d’événements passés et dont cette entité attend des avantages économiques futurs ou un potentiel 
de service ». 
 
Concernant la date de comptabilisation de l’actif concédé, nous nous interrogeons sur la 
pertinence de faire référence à l’approche risques et avantages dès lors que c’est l’approche 
contrôle qui a été privilégiée. A cet égard, nous souhaiterions que le Board de l’IPSAS précise la 
méthode de comptabilisation de l’actif concédé (utilisation de la méthode de l’avancement ou d’une 
autre méthode). 
 
L’approche miroir : justification insuffisante et limites  
 
L’approche miroir présente l’avantage d’assurer l’absence de double comptabilisation des actifs 
concédés au bilan du concédant et au bilan du concessionnaire. En effet, le pendant chez le 
concessionnaire de l’inscription des actifs concédés contrôlés est l’inscription d’une immobilisation 
incorporelle lorsque celui-ci est rémunéré par le droit de prélever l’usager sur la durée de la 
concession.  
 
Cependant, l’effet miroir trouve ses limites dans la mesure où le concessionnaire et le concédant 
ne retirent pas le même bénéfice de l’actif concédé, le concédant bénéficiant des avantages 
économiques associés et le concessionnaire du potentiel de service. 
 
En outre, le principe de symétrie comptable n’étant pas un principe comptable communément 
admis, il devrait être davantage justifié. En tout état de cause, si ce principe était finalement 
adopté, les travaux relatifs au cadre conceptuel menés par le Board de l’IPSAS devraient le définir. 
 
Cas des accords de concession de services qui ne satisfont pas à l’ensemble des critères 
de contrôle 
 
Il nous semble utile que le Board de l’IPSAS précise le traitement comptable applicable aux 
accords de concession de services qui ne satisfont pas à l’ensemble des critères du contrôle et 
notamment à celui relatif au tarif. 
 
 
 
 
 
La « performance obligation » ne répond pas à la définition d’un passif 
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S’agissant de la contrepartie à la comptabilisation de l’actif concédé, l’inscription d’une dette 
financière dans le cas où le concédant rémunère le concessionnaire par des paiements en 
trésorerie nous paraît justifiée. En revanche, dans le cas où la personne publique rémunère le 
concessionnaire par le droit de prélever l’usager, la comptabilisation d’un passif qualifié de 
« performance obligation » nous interroge. 
 
L’utilisation de la notion de « performance obligation » est nouvelle dans le référentiel des IPSAS 
et demanderait à être clarifiée. En effet, l’exposé sondage n’en précise pas la nature mais indique 
que la comptabilisation de cette « performance obligation » doit satisfaire aux principes de la 
norme IPSAS 19 relative aux provisions, passifs éventuels et actifs éventuels.  
 
Selon cette norme, un passif se définit comme « une obligation actuelle de l’entité résultant 
d’événements passés et dont l’extinction devrait se traduire pour l’entité par une sortie de 
ressources représentatives d’avantages économiques ou d’un potentiel de service ». La 
« performance obligation » ne répond pas à la définition d’un passif dans le cas où le 
concessionnaire est rémunéré par le droit de prélever l’usager car il n’y aura aucune sortie de 
ressources représentatives d’avantages économiques alors même que le concédant bénéficiera du 
potentiel de service associé à l’actif concédé : la fourniture du service public. 
 
Par ailleurs, dans le cas où le concessionnaire est rémunéré par le droit de prélever l’usager, ce 
dernier comptabilisera un actif incorporel représentatif de ce droit conformément aux dispositions 
d’IFRIC 12 et non une créance sur l’Etat. L’approche miroir par ailleurs retenue par l’IPSAS ne 
nous semble donc plus respectée. 
 
 
Approche alternative : l’approche échange 
 
Selon nous, l’approche échange devrait être développée à l’instar de l’approche retenue par IFRIC 
12 dans le cas du modèle incorporel. Ce modèle traduit l’échange des prestations de construction 
et/ou d’amélioration par le concessionnaire contre le droit de prélever l’usager consenti par le 
concédant.  
 
Cet actif incorporel ne figure pas, préalablement au contrat de concession, dans les comptes du 
concédant, car il n’est pas évaluable de manière fiable. C’est le contrat de concession qui le met 
en évidence et permet son évaluation. Selon cette approche, le traitement comptable devrait 
refléter deux opérations simultanées :  
 
- La comptabilisation chez le concédant de l’actif incorporel préexistant représentatif du droit de 

prélever l’usager révélé par le contrat de concession et, 
 
- L’octroi de ce droit au concessionnaire en contrepartie de ses prestations de construction et/ou 

d’amélioration de l’actif concédé. 
 
In fine, l’opération d’échange devrait se traduire par la comptabilisation de l’actif concédé chez le 
concédant et par l’inscription de l’actif incorporel chez le concessionnaire. 
 
Cette approche serait cohérente avec la norme IPSAS 9 « produits des opérations avec 
contrepartie directe », l’accord de concession de services répondant à la définition d’une opération 
avec contrepartie directe. 
 
La norme IPSAS 9.17 précise que les échanges de services ou de biens dissemblables doivent 
conduire à la comptabilisation d’un produit.  
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Au cas d’espèce, il nous semble que cet échange ne devrait pas se traduire par l’inscription d’un 
produit rattachable à une période particulière. En effet, l’opération d’échange ne génère pas pour le 
concédant une entrée d’avantages économiques ou de potentiel de service sur une période 
spécifique, ce droit existant préalablement au contrat de concession. 
 
 
Contrepartie de l’inscription de l’actif  
 
Les normes IPSAS ne traitent pas des incorporels révélés par des transactions. Le recueil des 
normes de l’Etat français a traité la question et dispose que la contrepartie de l’inscription de ces 
immobilisations est la situation nette. 
Cette solution rejoint celle retenue par l’IPSAS 1qui définit  la situation nette comme le solde des 
actifs de l’entité après déduction de tous ses passifs. 
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 Aile St-Amable, 1er étage 
1058, rue Louis-Alexandre-
Taschereau 
Québec (Québec) G1R 5T2 
Téléphone : (418) 643-7677 
Télécopieur : (418) 644-2135 
Vicky.lizotte@cf.gouv.qc.ca 

 

 

Québec City, July 16, 2010 
 
 
 
Stephenie Fox 
The Technical Director 
International Public Sector Accounting Standards Board 
International Federation of Accountants 
277 Wellington Street West 
Toronto (Ontario) M5V 3H2 
 
 
 
RE: Service Concession Arrangements : Grantor 
 
 
Dear Madam, 
 
We are sending you our comments on the exposure draft Service Concession 
Arrangements: Grantor for consideration in your upcoming deliberations. These 
comments are consistent with those made in relation to the consultation paper 
published in March 2008. 
 
We must mention our opinion with many positions in the document given that these 
new standards will certainly influence other regulatory bodies such as the Public 
Sector Accounting Board (PSAB) and that they will have significant effects on the 
financial results of governments.  
 
Enclosed are our detailed comments on the proposals advanced in your exposure 
draft on service concession arrangements by governments. We trust you will find 
them useful as you continue your work. 
 
Yours truly, 
 
 
 
André Miville, CA     Vicky Lizotte, CA   
Director General      Director, Standards 
Professional Practice     
 
 
encl. 1 
c. c. Simon-Pierre Falardeau, CA 

Comptroller of Finance 
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SPECIFIC COMMENTS 

This Exposure Draft addresses service concession arrangements from the grantor’s 
perspective. It mirrors the principles set out in IFRIC 12 for accounting by the 
operator. Do you agree with this approach? 

1. Approach based on control (Paragraphs 10 and 11 (page 10), paragraphs AG3 
to AG20 (pages 14 to 17) and paragraphs BC10 to BC 14 (pages 28 and 29)) 

We disagree with the approach based solely on “control” as described in the 
exposure draft.  
 
Referring to the Canadian conceptual framework of the Public Sector Accounting 
Board (PSAB), we are of the view that an asset has three essential features: 
 

 it represents a future benefit in that it may contribute to future cash 
flows or the supply of goods or services; 

 the government is in a position to control access to this benefit; 

 the transaction or fact at the source of the government’s control over 
such benefit has already occurred. 

 
Therefore, to recognize an asset, the government must also assume the risks and 
receive the benefits inherent in ownership of the good. 

We believe that the approach should be based both on control and on the risks 
and benefits assumed by each party. 

 In a service concession arrangement agreement, the government, in the 
public interest, generally retains a certain degree of control regarding 
the use of the asset.  Accordingly, most of the assets included in this 
type of agreement will be recorded in the government’s books despite 
the fact that the private partner assumes most of the other risks 
(operational, demand, construction, financial, performance, etc.). 

We are of the view that, in substance, service concession arrangements 
agreements are similar to a lease contract, i.e. a contract by which an entity 
cedes, for a fixed length of time, the right to use an asset to another entity for a 
sum of money. Accordingly, an approach based on risks and benefits, like the one 
used for lease contracts, is more appropriate for the accounting for this type of 
contract. 
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2. Distinction between financial liabilities and performance obligations 
(Paragraphs 19 to 23 (pages 11 and 12), paragraphs AG21 to AG41 (pages 18 to 
21) and paragraphs BC10 to BC18 (pages 28 to 30))  

Although the concept of financial instrument is not currently incorporated in 
Canadian standards, we agree with the proposals of the exposure draft relating to 
liabilities, apart from the fact of not presenting income and expenditure relating 
to transactions by the partner.  Indeed, although these are of an equivalent 
amount and the impact on results is zero, we believe that this information is 
relevant in the government context. 

Distinguishing among liabilities allows, in particularly, non-monetary transactions 
related to performance obligations to be presented separately from monetary 
transactions related to the repayment of the financial liability.  

3. Theoretical interest expense calculated using the cost of financing of the 
grantor (Paragraphs AG33 and AG34 (page 20) 

We disagree with the proposals regarding the fact that the theoretical interest 
charge must be calculated using the financing cost of the private partner. 
 
The financing rate must reflect the substance of the transaction between the 
public and the private partners. For instance, to the degree that the government 
must recognize the asset and the debt, it is appropriate to justify a financing rate 
closer to the financing rate on the government’s long-term borrowings. 
 
Where a government borrows each year to fund all of its needs and projects and 
where no project is funded by a specific borrowing, the financing rate the 
government assumes on its long-term borrowings to calculate the theoretical 
interest charge is certainly the most appropriate.  
 
The associated costs for the government to carry out its projects, whether under 
the traditional or the “service concession arrangements” mode, the same rate 
should be used to calculate the theoretical interest charge, i.e. the financing rate 
the government assumes on long-term borrowings. In fact, the “service concession 
arrangements” mode is just an infrastructure acquisition "technique". In our view, 
the present value of future flows that will have to be disbursed must be analyzed 
from the standpoint of the “government – investor”, not from the standpoint of 
the capital cost for the private partner that finances the project. 
 
Lastly, the exposure draft does not specify the discount rate that should be 
applied to determine the value of the asset to record in governments’ books. In 
this regard, we are of the view that the discount rate should be the same as the 
rate used to calculate the theoretical interest charge, i.e. the financing rate the 
government assumes on its long-term borrowings.  
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OTHER POINTS  

END OF THE ARRANGEMENT 

We believe that the proposed accounting standard must also provide directives or 
clarifications in the event of non-performance, non-availability or breach of 
contract of service concession arrangements. While the specific circumstances of 
each agreement preclude isolating all possible situations, references to existing 
accounting standards would be useful. 
 
For instance, in the event of the premature end of a service concession 
arrangement, directions must be provided regarding the revaluation of the asset 
and liability underlying the agreement. While professional judgement is 
recommended in each situation, an accounting standard on service concession 
arrangements that ignores this would be incomplete. 
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