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Pw C guidance » IFRS Manual of Accounting 33 - Service concession arrangem ents Introduction Publication date: 30 Nov 2010



33.1 National governments are generally responsible for the construction, operation and maintenance of infrastructure for public services such as roads, railways, bridges, schools, hospitals, prisons, airports, water distribution and waste management systems, energy supply and telecommunication networks. Such public services are traditionally financed by the public. However, in recent years, some countries have developed private finance initiative (PFI) and public private partnership (PPP) arrangements under which the public sector is able to procure the provision of such public services from the private sector. These arrangements, referred to generally as ‘service concession arrangements’, have in some countries become an important part of the government’s strategy for delivering high quality public services.



33.2 It is integral to most service concession arrangements that the private sector designs, builds, finances and operates the infrastructure in order to provide the contracted services. The private sector operators are required to bid for the contract, thus allowing competition to enter into the market. By requiring the private sector to put its own capital at risk and to deliver clear levels of service to the public over the long-term, the government aims to deliver high quality public services and ensure that public assets are delivered on time and to budget, without having to raise taxes to fund the infrastructure.



33.3 There is currently no specific IFRS that applies to service concession arrangements. SIC 29, ‘Service concession arrangements: Disclosures', contains disclosure requirements in respect of public-to-private service arrangements, but does not specify how they should be accounted for. Consequently, entities that have adopted IFRSs have tended to rely on the hierarchy of IAS 8 and continued to account for service concession arrangements under previous GAAP. This has naturally led to a wide diversity in practice. The IFRIC took this matter onto its agenda and in November 2006 it issued IFRIC 12, ‘Service concession arrangements’. This interpretation clarifies how IFRS should be applied in accounting for public-to-private service concession arrangements and is effective for periods beginning on or after 1 January 2008. Within the European Union, IFRIC 12 is effective for accounting periods commencing on or after 29 March 2009, although early adoption is permitted (see further para 33.129).



Features of a service concession arrangem ents Publication date: 30 Nov 2010



33.4 A service concession arrangement generally involves a government or other public sector entity (referred to as the grantor) conveying to a private sector entity (referred to as the operator) for the period of the concession the following: ■



The right to provide services that give the public access to major economic and social facilities. Such facilities typically involve the use of infrastructure such as those mentioned in paragraph 33.1 above. The services provided by the operator often include the construction of the infrastructure or its upgrade (for example, by increasing its capacity) and the operation and maintenance of that infrastructure for the period of the concession. These arrangements are referred to in IFRIC 12 as ‘build-operate-transfer’ (BOT) and ‘rehabilitate-operate-transfer’ (ROT) arrangements.



■



The operator is remunerated for its services, either directly by the grantor or given the right to charge users during the period of the arrangement. In some instances, the operator may be remunerated by both the grantor and the public. In almost all instances, income is received by the operator once the infrastructure is brought into use under a BOT or ROT arrangement.
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6/2/2011 PwC Inform ■ The arrangement is governed by contract or regulation, which typically sets out the terms and conditions for providing the service, including standards of performance, payment mechanism and adjustments to payments during the concession period and arrangements for settling disputes.



■



The operator is obliged to hand over the infrastructure to the grantor in a specified condition at the end of the period of the arrangement, irrespective of which party initially financed it.



Objectives and scope of IFRIC 12 - Objectives Publication date: 30 Nov 2010



33.5 IFRIC 12’s objective is to establish general principles on recognising and measuring the obligations and related rights in service concession arrangements. Requirements for disclosing information about service concession arrangements are dealt with in SIC 29, ‘Service concession arrangements: Disclosures’. The issues addressed in IFRIC 12 are: ■



The treatment of the operator’s rights over the infrastructure.



■



Recognition and measurement of consideration.



■



Construction or upgrade services.



■



Operation services.



■



Borrowing costs.



■



Subsequent accounting treatment of a financial asset and an intangible asset.



■



Items provided to the operator by the grantor.



[IFRIC 12 para 10].



Objectives and scope of IFRIC 12 - Scope Publication date: 30 Nov 2010



33.6 Private participation in the provision of public services can take many forms. The nature and provisions of the contract vary by industry sector. The legal frameworks under which such arrangements are carried out also vary from country to country. The IFRIC noted that a considerable amount of time and effort would be needed to provide comprehensive guidance that would cover all such situations. So the IFRIC agreed that the interpretation should deal only with accounting by the operator for construction of new infrastructure, the acquisition of infrastructure from a third party and for use of existing infrastructure of the grantor; and that it should be restricted to service concession arrangements in which there is an obligation to provide services to the public. 33.7 The scope of IFRIC 12 is limited to the accounting by operators for public-to-private service concession arrangements that are controlled by the grantor. The grantor is able to control the use of the infrastructure and, hence, the service concession arrangement will fall within IFRIC 12’s scope if both the conditions set out below are met. This would apply even if the operator holds legal title to the infrastructure. ■



the grantor controls or regulates what services the operator must provide with the infrastructure, to whom it must provide them, and at what price; and



■



the grantor controls – through ownership, beneficial entitlement or otherwise—any significant residual interest in the infrastructure at the end of the arrangement’s term.



[IFRIC 12 para 5(a)(b)].
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The issue of control is discussed further from paragraph 33.15 below. 33.8 IFRIC 12 does not specify the accounting by grantors. [IFRIC 12 para 9]. This is because the IFRIC’s objective and priority was to establish guidance for operators. Furthermore, in many cases the grantor is a government body and IFRSs are not designed to apply to such entities, though such entities may find them appropriate.



Objectives and scope of IFRIC 12 - Public service obligation Publication date: 30 Nov 2010



33.9 As noted above, IFRIC 12’s scope is limited to public-to-private service concession arrangements. A key feature of these service concession arrangements is the pub lic service nature of the ob ligation undertaken by the operator. Public policy is for services related to the infrastructure to be provided to the public, irrespective of the identity of the party that operates the service. [IFRIC 12 para 3]. 33.10 It is not clear what is meant by "the pub lic service nature of the ob ligation". In normal parlance, ‘public service’ is generally taken to mean services that are provided by government to its citizens. The purpose of providing such services is to meet the citizens’ basic needs that are conducive to modern living and also to cater for their fundamental rights (for example, the right to clean water). In other words, such services are considered so essential to modern life that for moral reasons their provision is guaranteed. Hence, they are available to all. Public services generally include health care, education, gas, electricity, water, waste management, public transportation, public broadcasting, fire services, telecommunications and social housing. Such services have traditionally not been provided by the private sector (for example, following a privatisation) as they are the primary responsibility of national governments. Even where they are provided by the private sector, for social and political reasons they are usually subject to regulation going beyond that applying to most economic sectors. 33.11 SIC 29 states that a service concession arrangement generally involves the grantor conveying to the operator for the period of the concession the right to provide services that give the public access to major economic and social facilities. It would, therefore, appear that any infrastructure (irrespective of its nature) that is made available for public use (whether for the provision of basic necessities such as water, electricity, gas, transport, hospitals, schools, etc; or for social reasons such as zoos, swimming pools, sports stadium, etc) under an arrangement between a public body and a private entity involves a public service obligation. In other words, as the services provided using the infrastructure are provided to the public, and public policy in that jurisdiction requires these services are provided to the public, they fall within IFRIC 12’s scope. It is irrelevant whether the public chooses to use the infrastructure, or is required to do so, as long as the infrastructure is available for public use. Furthermore, the public service obligation may vary from country to country. What is deemed to be a public service in a developed country, or vice versa, may not be viewed as a public service in a developing country for social or political reasons. 33.12 IFRIC 12 acknowledges that it is not necessary for the operator to provide services directly to the public for the arrangement to fall within its scope. [IFRIC 12 para 3]. This means that the public service obligation undertaken by the private sector entity could be limited to constructing the infrastructure and maintaining it in a proper state. The actual service to the general public could be provided by another party, as long as that public service is provided using the infrastructure that has been constructed and maintained by the private sector operator. An example is where the operator builds and maintains a hospital building, but the government uses the hospital building to provide medical services directly to the general public. 33.13 Conversely, when the infrastructure is not available for the public to use, a public service obligation does not exist and the arrangement is not within the interpretation’s scope. An example is an information technology outsourcing contract that is awarded to a private entity by a government department. Other situations referred to in SIC 29 that are not service concession arrangements include an entity outsourcing the operation of its internal services (for example, employee cafeteria, building maintenance and accounting functions).



Objectives and scope of IFRIC 12 - Decision tree for arrangem ents falling w ithin IFRIC 12's scope
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Publication date: 30 Nov 2010



33.14 IFRIC 12 provides a decision tree for determining whether a public-to-private service concession arrangement would fall within its scope. This is reproduced below:



[IFRIC 12 – Information note 1].



Objectives and scope of IFRIC 12 - Control or regulation of services Publication date: 30 Nov 2010



33.15 The control or regulation of services referred to in the first condition of paragraph 33.7 above does not have to be by contract (an agreement or a licence). The grantor may control the services through some other form of regulation. Control also includes circumstances where the grantor buys all of the output as well as those in which it is bought by other users. In applying this condition, the grantor and any related parties must be considered together. If the grantor is a public sector entity, the public sector as a whole, together with any regulators acting in the public interest, are to be regarded as related to the grantor. [IFRIC 12 para AG2]. This is fairly common in the utility sector (for example, supply of water or electricity). Another example would be an entity that provides a national railway network as a monopoly supplier of public service that is monitored by an independent regulator as to pricing and compliance with the terms of the licence granted by the government. In such circumstances, the government and the independent regulator together are considered as the grantor.



Objectives and scope of IFRIC 12 - Control or regulation of services - Control of pricing Publication date: 30 Nov 2010



33.16 For the purposes of the first condition in paragraph 33.7 above, the term ‘price’ refers to the amount that the pwcinform.pwc.com/inform2/show?acti…
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6/2/2011 33.7Inform above, the term ‘price’ refers to the amount that the 33.16 For the purposes of the first condition in paragraphPwC grantor pays to the operator for providing the public service or the amount that the operator charges the general public for the services provided. Obviously, where the grantor has complete control over the price charged by the operator, the first condition of control in paragraph 33.7 above is met. However, it is not necessary for the grantor to have complete control of the price. It is sufficient for the price to be regulated by the grantor, contract or the regulator. [IFRIC 12 para AG3]. 33.17 There are various ways in which prices are set or regulated by the grantor or a regulator. These may range from fixed price arrangements to those that are based on a formula up to a maximum price and no more. The formula may be linked to performance that is within the operator’s control or linked to an index, such as the RPI or CPI, which is neither within the control of the grantor nor the operator. As long as the basis or the framework under which the prices are set are sub ject to regulation, the pricing element of the first control test in paragraph 33.7 above is met. 33.18 In some circumstances, the grantor may control or regulate the price through a capping mechanism. In such circumstances, it would be necessary to look at the arrangement’s substance. Consequently, a cap that will apply only in remote circumstances has no substance and will be ignored. Similarly, other features of a pricing mechanism that are deemed to be non-substantive in nature should also be ignored. Sometimes a contract may give the operator freedom to set its prices, but any excess profit over an agreed minimum is clawed back by the grantor. In such a case the operator’s return is capped and the first control condition in paragraph 33.7 above is met. [IFRIC 12 para AG3].



Example – Control of pricing The government of U owns the electricity generating and distribution company. It enters into a contract with a private sector operator under which the operator is required to maintain and operate the entire distribution network (including the national grid) for a period of 20 years. The operator earns revenue from charging customers directly for electricity supplied. The price per kilowatt-hour (kWh) of electricity charged is made up as shown below. ●



Component 1 comprises a fixed price per kWh and is regulated by the government or its designated regulator.



●



Component 2 comprises a distribution charge per kWh for transporting the electricity from the power station to the national network/grid. This component is subject to a capping mechanism by the regulator.



●



Component 3 comprises a price per kWh that includes the operator’s margin/return and is unregulated.



In the above example, since part of the total price per unit is unregulated (component 3) and the operator has the freedom to set this component of the total price per unit, the final price per unit charged by the operator is effectively unregulated. It follows that such a pricing mechanism would not meet the first condition in paragraph 33.7 above. On the other hand, if component 3 of the pricing structure is regulated by the government through a capping mechanism, the final price per unit falls to be wholly regulated and the price element of the control test is met.



Objectives and scope of IFRIC 12 - Control or regulation of services - Control of residual interest Publication date: 30 Nov 2010



33.19 The second condition of control in paragraph 33.7 above is satisfied if the grantor controls any significant residual interest in the infrastructure asset. Again, if the grantor is a public sector entity, the public sector as a whole is regarded as related to the grantor. [IFRIC 12 para AG2]. The significant residual interest criterion is met where the grantor has a continuing right of use of the infrastructure throughout the concession period and restricts the operator's ability to sell or pledge the infrastructure. The residual interest in the infrastructure is the infrastructure's estimated current value as if it were already of the age and in the condition expected at the end of the period of the arrangement. [IFRIC 12 para AG4]. 33.20 There are a number of ways in which a grantor can control the residual interest in the infrastructure. The most obvious is direct ownership where the grantor owns the infrastructure from the outset, but simply gives the operator a right of access to the infrastructure to undertake the public service during the concession period. Another arrangement is where the operator uses its own finance to build the infrastructure, but the grantor is able to control the residual interest through the concession agreement by requiring the operator to return the infrastructure at the end of the concession period or to hand it over to another operator. This type of arrangement is fairly common with many service concession
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6/2/2011 PwC Inform is fairly common with many service concession period or to hand it over to another operator. This type of arrangement arrangements using long-lived infrastructure assets. 33.21 Another way in which the grantor is able to exercise control of the residual infrastructure is through a call option to acquire the infrastructure asset at the end of the concession period. Such a call option would effectively prevent the operator from selling or pledging the asset. This means that the grantor has full control of the right to use the infrastructure throughout the concession period and, hence, the second condition of the control test is met. It does not matter whether the option exercise price is at fair value at the date of exercise (where the operator bears the residual value risk) or is pre-determined (where the grantor bears the residual value risk). The fact that the call option allows the grantor to control the right to use the infrastructure and, hence, its residual is sufficient for the concession arrangement to fall within IFRIC 12's scope. The control concept that is predominant in IFRIC 12 is wholly-distinct from the risks and rewards of ownership concept that forms the basis of accounting for public-to-private service arrangements in some national GAAPs. This issue is considered further from paragraph 33.39 below. 33.22 It should be noted that the second condition of control refers to 'significant residual interest' at the end of the arrangement's term. Determining what is a significant residual interest will often depend on the nature of the infrastructure asset. For example, a residual interest is likely to be significant where the infrastructure asset, such as a hospital building or prison, handed back at the end of the concession period still has a fairly long useful life. For other cash generating infrastructure assets such as toll roads or bridges, an estimate of the future cash flows would normally be used to assess the significance of the residual interest. Therefore, where a significant residual interest exists and that interest is required to be passed on to the grantor, the residual interest criterion is obviously met. Indeed, it is not uncommon for service concession arrangements to require the grantor to make a payment to the operator at the end of the concession period where the infrastructure asset has a fairly long useful life. Such payments may be at fair value where the operator bears a significant residual value risk. However, this does not preclude the arrangement from being within IFRIC 12's scope as long as the grantor has a continuing right of use of the infrastructure throughout the concession period and restricts the operator's ability to sell or pledge the infrastructure. 33.23 Similarly, it is not necessary for the residual interest in the infrastructure handed over to the grantor at the end of the arrangement to be actually significant. For instance, 'whole-of-life' assets (infrastructure used in a public-to-private service concession arrangement for its entire useful life) fall within IFRIC 12's scope, even though the residual interest at the end of their useful life is likely to be insignificant. This would apply even if the operator has legal title to the infrastructure at the end of the concession period. For a service arrangement to be within IFRIC 12's scope, it is necessary for the grantor to control any significant residual interest, as indicated above. 33.24 It should be noted that the 'residual interest' requirement of the control feature is generally present in service concessions, but not in many regulated industries, which properly recognise infrastructure assets as their own. Indeed, in many regulated industries, such as electricity, transport and water, there is no obligation to hand back the infrastructure at the end of the arrangement. Such infrastructure would revert to the grantor only in exceptional circumstances, for example, where there is a major breach of the conditions pertaining to the arrangement. But this does not necessarily indicate that the grantor controls the regulated utility. 33.25 In certain service arrangements, the operator may be required to replace part of an item of infrastructure asset that is used up in the service concession. For example, the operator may be required to resurface a toll road or the roof of a hospital building during the life of the agreement. In these types of arrangements, the residual interest criterion is met for the whole of the infrastructure (what the IFRIC refers to as a 'holistic' approach), including the part that is replaced, if the grantor controls any significant residual interest in the final replacement of that part. [IFRIC 12 para AG6]. 33.26 A question arises as to whether a holistic approach, such as that described in the previous paragraph, would also apply in circumstances where the infrastructure includes physically separate items that were replaced during the life of the concession. If the items did not generate income separately from the infrastructure as a whole, we believe a holistic approach should be applied so that the residual interest criterion in paragraph 33.7 above is met if the infrastructure as a whole had a significant residual value, which was controlled by the grantor. The alternative of treating these items separately in accordance with IAS 16 could lead to any newly constructed items being treated as the operator's assets, if they were to be replaced over the life of the concession, unless there was a finance lease of those items from the operator to the grantor. However, over the life of a concession arrangement, replacement of significant items of newly constructed infrastructure are likely to be less frequent. More often, the replacement of significant infrastructure items would occur when the operator inherited an ageing infrastructure from the grantor, which it was obliged to replace under
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the arrangement's terms. In these circumstances, if the first condition in paragraph 33.7 above is met, the asset contributed by the grantor would not be an asset of the operator while the second condition would be met for the replacement infrastructure if it would revert to the grantor with a significant residual value, which was controlled by the grantor. Thus old and replacement infrastructure are treated consistently, thereby avoiding the need to account for different components of the infrastructure under IAS 16.



Objectives and scope of IFRIC 12 - Infrastructure assets w ithin scope Publication date: 30 Nov 2010



33.27 The interpretation applies to two groups of infrastructure assets that are used for the purposes of the service arrangements. These are: ■



Infrastructure that the operator constructs or acquires from a third party for the purposes of the service arrangement. Where the infrastructure is subject to a tailored finance lease with a third party lessor, the infrastructure should be deemed acquired infrastructure.



■



Existing infrastructure to which the grantor gives the operator access for the purpose of the service arrangement.



[IFRIC 12 para 7].



Objectives and scope of IFRIC 12 - Partially regulated assets Publication date: 30 Nov 2010



33.28 In some service concession arrangements, the use of infrastructure is partly regulated by the grantor in the manner described in the first condition of paragraph 33.7 above and partly unregulated. Although these arrangements can take a variety of forms, IFRIC 12 considers two situations noted below:



■



Any infrastructure that is physically separable and capable of being operated independently and meets the definition of a cash-generating unit in IAS 36 should be analysed separately if it is used wholly for unregulated purposes. For example, this might apply to a private wing of a hospital, where the remainder of the hospital is used by the grantor to treat public patients.



■



When purely ancillary activities (such as a hospital shop) are unregulated, the control tests should be applied as if those services did not exist, because in cases in which the grantor controls the services in the manner described in paragraph 33.7 above, the existence of ancillary activities does not detract from the grantor's control of the infrastructure.



[IFRIC 12 para AG7]. 33.29 In either of the situations described above, there may in substance be a lease from the grantor to the operator for the separable infrastructure or the facility for providing the unregulated ancillary services. If that is so, the lease should be accounted for in accordance with IAS 17. [IFRIC 12 para AG8]. The guidance in IFRIC 4 for separating payments for the lease from other payments under the arrangement would also be relevant.



Objectives and scope of IFRIC 12 - Existing assets of the operator Publication date: 30 Nov 2010



33.30 IFRIC 12 does not apply to the operator's existing assets that are used in the service concession arrangements. The operator's existing assets include those that are used by the operator under finance leases with a third party unrelated to the grantor. The IFRIC's view is that since existing IFRSs already address rights of use and derecognition, there is no need to address the accounting treatment of the operator's existing assets that form part of the infrastructure. pwcinform.pwc.com/inform2/show?acti… 7/48



6/2/2011 PwC Inform existing assets that form part of the infrastructure. there is no need to address the accounting treatment of the operator's Thus, the operator's pre-existing infrastructure assets should continue to be recognised by the operator, unless the conditions for derecognition in IAS 16 are met. [IFRIC 12 para 8].



Example – Operator's own assets used in the arrangement Scenario 1 The operator uses one of its assets for the whole of the concession period. The service concession arrangement, implicitly or explicitly, conveys to the grantor a right to use that asset. In this situation, if the operator determines that this is a finance lease, the operator will derecognise the asset in accordance with IAS 17. Scenario 2 Facts are the same as in scenario 1 except that the operator can use the asset in other projects. In this situation, if the operator determines that this is not a lease, the operator will continue to recognise it as property, plant and equipment in accordance with IAS 16.



Objectives and scope of IFRIC 12 - Inter-relationship of IFRIC 12 w ith IFRSs and IFRIC 4 Publication date: 30 Nov 2010



33.31 As explained before, IFRIC 12 does not purport to cover all public-to-private service concession arrangements, which are many and varied. Nonetheless, the IFRIC was aware of the need to consider whether broader application was appropriate for arrangements that were outside the scope of the interpretation. It felt that it would be useful to provide references to relevant standards that apply to arrangements that fall outside IFRIC 12's scope. Therefore, in order to clarify the scope of the project, the IFRIC produced a table of references to relevant standards for the types of arrangements considered by the interpretation. 33.32 The table below sets out various types of private arrangements for the provision of public service that are typical, but not exhaustive. It provides a valuable roadmap, pointing concession operators to the relevant IFRSs and helping them apply those IFRSs to service concession arrangements. IFRIC 12 applies to arrangements in the shaded area where the application of IFRSs is most unclear. The purpose of the table is to highlight the continuum of arrangements, not to convey the impression that 'bright lines' exist between arrangements or between the accounting requirements.



References to IFRSs that apply to typical types of public-to-private arrangements



Category Typical arrangement types



Lessee



Service provider



Lease (for example, Service and/or Rehabilitateoperator leases asset maintenance operatefrom grantor) contract transfer (specific tasks for example, debt collection)



Asset ownership



Grantor



Capital investment



Grantor



Demand risk Typical duration



Buildoperatetransfer



Operator Operator



Operator and/or grantor



8–20 years



1–5 years



25–30 years



Grantor
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100% Divestment/ privatisation/ corporation



Grantor Grantor



IAS 17



Build-ownoperate



Operator



Shared



Residual interest Relevant IFRSs



Owner



Indefinite (or may be limited by licence) Operator



IAS 18



IFRIC 12



IAS 16
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[IFRIC 12 – Information note 2]. 33.33 IFRIC 12 identifies types of arrangements that may be very similar to leases. Consequently, it may be difficult in practice to decide whether such an arrangement would fall to be accounted for under IFRIC 4/IAS 17, which gives the operator 'a right to control the use of an asset' or, under IFRIC 12, which gives the operator 'a right of access' while the grantor retains 'control of the right to use the asset'. Clearly, such a choice could lead to different accounting treatments for arrangements that have similar economic effects, which was not the intention of the IFRIC. Accordingly, the IFRIC amended IFRIC 4's scope to specify that if a service arrangement met IFRIC 12's scope requirements it would not be within IFRIC 4's scope.



Objectives and scope of IFRIC 12 - Private-to-private arrangem ents Publication date: 30 Nov 2010



33.34 IFRIC 12 is limited to arrangements involving infrastructure service concessions – the most significant characteristics of which is that the grantor controls the right to use the infrastructure or its output available to the public because of the nature of the public services provided, irrespective of who operates it. Normally, the grantor will be a public body or a private sector entity to which the responsibility for the service has been devolved. [IFRIC 12 para 3(a)]. However, there is nothing in IFRIC 12 to suggest that this must always be so. The grantor itself can be a private sector body that has a public service obligation and can enter into a service concession arrangement with a private sector operator. Although such arrangements may be few and far between, they will fall within IFRIC 12’s scope. 33.35 In addition, the IFRIC noted that IFRIC 12’s scope may be extended to private-to-private arrangements by analogy under the hierarchy set out in paragraphs 7 to 12 of IAS 8 when no standards or interpretations apply directly. This may be appropriate in circumstances where the arrangement meets similar requirements to those specified in IFRIC 12, that is: ■



the arrangement meets the requirements for control by the grantor set out in paragraph 33.7 above; and



■



the arrangement embodies a public service obligation as described in paragraph 33.9 above.



[IFRIC 12 para BC14].



Accounting for service concession arrangem ents - Introduction Publication date: 30 Nov 2010



33.36 As explained in paragraph 33.7 above, IFRIC 12’s scope is limited to the accounting by operators for public-to private service concession arrangements that are controlled by the grantor. The operator acts as a service provider. The operator constructs or upgrades infrastructure (construction or upgrade services) used to provide a public service and operates and maintains that infrastructure (operation services) for a specified period. Therefore, for accounting purposes, it is first necessary to determine the nature of the operator’s rights over the infrastructure that it constructs or upgrades.



Accounting for service concession arrangem ents - Nature of operator’s rights over the infrastructure Publication date: 30 Nov 2010



33.37 Infrastructure within IFRIC 12’s scope should not be recognised as property, plant and equipment of the operator because the contractual service arrangement does not convey the right to control the infrastructure to the operator. The operator has access to operate the infrastructure to provide the public service on the grantor’s behalf in accordance with the contract’s terms [IFRIC 12 para 11]. This applies whether the infrastructure is constructed or acquired by the operator or is provided by the grantor for the purposes of the concession.
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33.38 Control should be distinguished from management. If the grantor retains both the degree of control described in the first point in paragraph 33.7 above and any significant residual interest in the infrastructure, the operator is only managing the infrastructure on the grantor’s behalf – even though, in many instances, it may have wide managerial discretion. [IFRIC 12 para AG5].



Accounting for service concession arrangem ents - Nature of operator’s rights over the infrastructure - Control versus risks and rew ards Publication date: 30 Nov 2010



33.39 The above requirement is based on the notion of control. Under IFRIC 12, where an operator constructs or acquires an infrastructure asset or is given access to it by the grantor for the provision of a public service, the recognition of the infrastructure asset by the operator is based solely on the basis of ‘control of use’ and not on the extent to which the operator or the grantor bears the ‘risk and rewards of ownership’. This is a key feature of IFRIC 12, which determines the scope and the applicability of other standards and interpretations to service concession arrangements. This aspect of control, which is separate from ownership, also distinguishes IFRIC 12 from other national GAAPs that have previously been applied by operators. 33.40 In arriving at the above requirement, the IFRIC first examined whether the infrastructure could be recognised by the operator under IAS 16. It concluded that the control of the right to use an asset as defined in the Framework – a resource controlled by the entity as a result of past event and from which future economic benefits are expected to flow – determines recognition under IAS 16 for items that are ‘held for use’. Given that it is the grantor who controls the use of the infrastructure in the manner described in paragraph 33.7 above, the operator would not be in a position to control the use of the infrastructure and should therefore not recognise the infrastructure as its property, plant and equipment under IAS 16, regardless of which party has legal title. 33.41 In other words, in arrangements falling within IFRIC 12’s scope, the operator acts as a service provider. The operator constructs or upgrades infrastructure used to provide a public service. Under the contract’s terms the operator has access to operate the infrastructure to provide the public service on the grantor’s behalf. The asset recognised by the operator is the consideration it receives in exchange for its services, not the public service infrastructure that it constructs or upgrades. [IFRIC 12 para BC25]. 33.42 The IFRIC also considered whether arrangements within IFRIC 12’s scope convey "the right to control the use of the pub lic service infrastructure". The IFRIC concluded that if an arrangement meets the control conditions in paragraph 33.7 above, the operator would not have the right to control the use of the infrastructure and should, therefore, not recognise the infrastructure as a leased asset. [IFRIC 12 paras BC22-BC23]. 33.43 In other words, for arrangements within IFRIC 12’s scope, the operator’s right is different from that of a lessee. The grantor retains control over the use to which the infrastructure is put and retains control over any significant residual interest in the infrastructure throughout the period of the arrangement. This both restricts the operator’s practical ability to sell or pledge the infrastructure and gives the grantor a continuing right of use. Consequently, unlike a lessee, the operator does not have a genuine right to use the infrastructure. Rather, it has access to operate the infrastructure to provide the public service on behalf of the grantor in accordance with the terms specified in the contract. [IFRIC 12 para BC 28].



Example – Control versus risk and rewards The terms of a service concession arrangement require a private sector operator to finance, build, maintain and operate a toll bridge. The government sets the toll and controls the residual interest in the bridge. The operator bears the construction risk (cost and time overruns during the construction period), changes in costs relating to maintenance and demand risk associated with the usage of the toll bridge. In this situation, even though the operator constructs the toll bridge using its own funds and bears significant cost risks and variations in revenue from tolls collected, it cannot recognise the bridge as its property, plant and equipment. This is because, in accordance with paragraph 33.7 above, it is the grantor not the operator that controls the use of the toll bridge.
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Accounting for service concession arrangem ents - Recognition of consideration given by the grantor to the operator Publication date: 30 Nov 2010



33.44 Given that the operator is neither permitted to recognise the infrastructure nor a lease of the infrastructure, the asset the operator recognises is the consideration it receives from the grantor in exchange for providing construction or upgrade services. The consideration received can take a variety of forms. The different rights to receive consideration are not necessarily rights to receive cash or other financial assets. The consideration given by the grantor to the operator may be rights to: ■



a financial asset; or



■



an intangible asset.



[IFRIC 12 para 15]. 33.45 Sometimes part of the consideration can be in the form of a tangible asset, such as land (see further para 33.119). The nature of the consideration given by the grantor to the operator should be determined by reference to the contract terms and, when it exists, relevant contract law. [IFRIC 12 para 19]. Whatever form the consideration takes, it should be measured at its fair value. [IFRIC 12 para 15]. 33.46 Furthermore, the grantor does not need to pay the cash to the operator directly. The users may pay the contractual amount directly to the operator at the grantor’s direction. The method of payment is a matter of form only and does not alter the nature of the operator’s asset, whether it is financial or intangible asset. In other words, the payee’s identity has no effect on the risks to the operator’s cash flows. The operator typically relies on the service concession arrangement’s terms to determine the risks to its cash flow streams.



Accounting for service concession arrangem ents - Operator recognises a financial asset Publication date: 30 Nov 2010



33.47 The operator should recognise a financial asset to the extent that it has an unconditional contractual right to receive cash or another financial asset from, or at the direction of, the grantor for the construction services. This is consistent with the definition of financial asset in IAS 32. [IAS 32 para 11]. In other words, the operator recognises a financial asset if the grantor has little or no discretion to avoid payment. This is usually because the agreement is enforceable by law. [IFRIC 12 para 16; IAS 32 para 13]. For example, the service concession arrangement may require the operator to construct a road or a hospital for which it receives a right to be paid by the grantor. The operator recognises a financial asset representing its accumulating right to be paid for providing construction services during the construction phase (see further para 33.82).



Accounting for service concession arrangem ents - Operator recognises a financial asset - Specified or determ inable am ounts Publication date: 30 Nov 2010



33.48 In some service concession arrangements, the operator may have a contractual right to receive specified or determinable payments from the grantor. [IFRIC 12 para 16]. Either users or grantors may pay the contractual amount receivable directly to the operator. As explained in the paragraph 33.46 above, the nature of the operator’s asset is not altered solely because the contractual amount receivable may be paid directly by users of the public service.



Example – Specified payments from the grantor The terms of a service concession arrangement require a private sector operator to finance, build, maintain and operate a prison for 20 years. The grantor pays the operator an annual sum per year that increases in line with inflation. In this situation, the operator has a contractual right to receive a specified or determinable amount of cash from the
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grantor, irrespective of whether the prison is partially or fully occupied. The operator recognises a financial asset



Accounting for service concession arrangem ents - Operator recognises a financial asset - Operator’s cash flow s are contingent on perform ance or availability Publication date: 30 Nov 2010



33.49 In many service concession arrangements, the operator may have to fulfil performance obligations before it can exercise its rights to receive payments from the grantor. For example, the operator may have to construct the infrastructure to a specified quality or ensure that the infrastructure meets operating or efficiency targets so that a specified level of service or capacity may be delivered to the public. Failure to meet the specified quality, performance or efficiency target may result in the operator incurring penalties for under-performance. 33.50 In such situations, the operator recognises a financial asset even though its right to receive cash is contingent on meeting specified requirements. [IFRIC 12 para 16]. In other words, the variation in cash flows due to underperformance would not prevent the amount of the consideration to be received from the grantor being ‘determinable’. Furthermore, IAS 32 provides evidence that such contingent rights meet the definition of a financial asset. It states that "the ab ility to exercise a contractual right or the requirement to satisfy a contractual ob ligation may b e ab solute, or it may b e contingent on the occurrence of a future event". [IAS 32 para AG8]. 33.51 Variation in cash flows may also occur where payments are made by the grantor only if the infrastructure is ‘available’ for use. For example, in a road infrastructure contract, no payment is made by the grantor if certain lanes are closed for more than a minimal period. Any penalties or reductions in payments for non-availability relate to whether the property is in a state fit for use and do not reflect the existence of demand risk (see para 33.53 below) or the grantor’s commitment to pay. Therefore, consistent with the above discussion, the operator recognises a financial asset even though its right to receive cash is based solely on availability.



Accounting for service concession arrangem ents - Operator recognises a financial asset - Shortfall in user paym ents guaranteed by grantor Publication date: 30 Nov 2010



33.52 In some service concession arrangements, the grantor may guarantee to pay the operator the shortfall, if any, between amounts received from users of the public service and specified or determinable amounts. In this situation, the operator has an unconditional right to receive the minimum guaranteed amount that the grantor cannot avoid. Consequently, the operator recognises a financial asset for the full amount of the cash guaranteed by the grantor.



Example – Shortfall guaranteed by the grantor The terms of a service concession arrangement require a private sector operator to finance, build, maintain and operate a toll road for 20 years. The operator forecasts that revenue from tolls is expected to be approximately C10m a year based on a constant level of traffic for the whole of the concession period. This amount is expected to be sufficient to enable the operator to recover its investment in the infrastructure and earn a return. However, if cash flows fall short of expectation, the grantor guarantees to pay the operator any shortfall between C10m per year and the actual tolls collected. Any excess of C10m is retained by the operator. In this situation, the guarantee has the effect that the grantor controls the total minimum amount and has no discretion to avoid making such payments to the operator. The grantor’s liability is reduced by amounts received by the operator directly from users and may result in no payment under the guarantee. Nevertheless, the operator has an unconditional right to receive cash of C10m per year as consideration for building the road from or at the direction of the grantor, irrespective of usage levels. Thus, the operator recognises a financial asset representing its right to receive a fixed monetary amount of C10m per year.



Accounting for service concession arrangem ents - Operator recognises a financial asset - Dem and risk Publication date: 30 Nov 2010



33.53 Demand risk is risk that the demand or usage for the infrastructure asset will be greater or less than expected. pwcinform.pwc.com/inform2/show?acti…
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6/2/2011 PwC Inform 33.53 Demand risk is risk that the demand or usage for the infrastructure asset will be greater or less than expected. Service concession arrangements are typically for long periods and create greater demand risk, because of the uncertainties concerning the extent to which the public will use the infrastructure asset in the future. The terms of the arrangement would indicate whether demand risk is borne by the grantor, or the operator, or whether it is shared between the two parties. 33.54 The example in paragraph 33.52 demonstrates that the operator has an unconditional right to receive cash to the extent that the grantor bears the risk that the cash flows generated by the users of the public service will not be sufficient to recover the operator’s investment. In other words, where the grantor bears the demand risk, the operator’s cash flows are not dependent on the usage of the infrastructure. The operator’s cash flows are effectively secured, which results in a financial asset as consideration received for its construction services. In other words, where a service concession arrangement is subject to a grantor guarantee, payments made by users are effectively regarded as cash collected on behalf of the grantor and give rise to a financial asset for the commitment made by the grantor. 33.55 In contrast, if the operator’s cash flows are dependent on the usage of the infrastructure, the operator bears demand risk. This is the case in the above example where the operator is exposed to risk in excess of the guaranteed amount. In that situation, the nature of the asset recognised is different and this is considered below.



Accounting for service concession arrangem ents - Operator recognises an intangible asset Publication date: 30 Nov 2010



33.56 In some service concession arrangements, like the one illustrated in the example in paragraph 33.48 above, users pay for the services provided by the operator and the operator recovers its investments in the infrastructure from the payments made by the users. In the absence of any contractual arrangement designed to ensure that the operator receives a specified minimum return, such as a shortfall guarantee considered above, the operator has no contractual right to receive cash from any other party, even if receipt of cash is highly probable. Rather, the operator has an opportunity to charge users who choose to use the infrastructure in the future. 33.57 The IFRIC takes the view that since the operator cannot recognise the infrastructure as its own, the operator’s right to charge users meets the definition of an intangible asset that should be accounted for in accordance with IAS 38. The view taken by IFRIC is that the operator receives an intangible right to charge users in exchange for its construction services. It is, in effect, akin to a licence. 33.58 Accordingly, the operator should recognise an intangible asset to the extent that it receives a right (a licence) to charge users of the public service. A right to charge users of the public service is not an unconditional right to receive cash, because the amounts are contingent on the extent that the public uses the service. [IFRIC 12 para 17].



Example – Operator’s revenue is conditional on usage A service concession arrangement’s terms require a private sector operator to finance, build, maintain and operate a toll road for 20 years. The operator receives tolls from users based on usage. There are no shortfall guarantees in place. In this case, the grantor gives the operator the right to charge users for using the road. As the operator’s cash flows are contingent on users using the public service, the operator bears demand risk. Therefore, the operator recognises an intangible asset for the construction services. The answer would be the same if the grantor, rather than the users, paid the operator based on usage. Such arrangements are often described as ‘shadow tolls’. In this situation, the operator does not have an unconditional right to receive cash as the amounts are contingent on usage. Accordingly, the operator recognises an intangible asset. As explained in paragraph 33.46 above, the identity of the party that makes the payments does not affect the classification.



Accounting for service concession arrangem ents - Operator recognises an intangible asset - Operator receives a substantially fixed return Publication date: 30 Nov 2010



33.59 In some concession arrangements the operator may receive amounts from the users but, rather than receiving
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any shortfall guaranteed by the grantor, the price charged by the operator is varied by regulation designed to ensure that the operator receives a substantially fixed return. In other service concession arrangements, the operator may be permitted to collect revenues from users until it achieved a specified return on its investment in the public service infrastructure asset, at which point the concession comes to an end and the infrastructure reverts back to the grantor. 33.60 Arrangements of the type described above have the effect of eliminating substantially all the variations in operator’s return. However, such arrangements will still be recognised as intangible assets because the operator does not have the contractual right to receive cash. The fact that the operator’s return is low risk and, therefore, it is highly likely to obtain its specified return does not change the fact that the operator has no contractual right to collect revenues from users or grantor.



Accounting for service concession arrangem ents - Operator recognises both a financial asset and an intangible asset Publication date: 30 Nov 2010



33.61 As discussed above, the nature of the asset recognised by the operator depends on the allocation of demand risk and not on the quantum of the risk. At one extreme, all, or substantially all, of the demand risk may be borne by the grantor giving rise to a financial asset. At the other extreme, all or substantially all, of the demand risk may be borne by the operator giving rise to an intangible asset. In between, there may be arrangements where the demand risk is shared between the grantor and the operator. 33.62 Consider the example in paragraph 33.52 above, where the operator collects tolls from users but the grantor provides a shortfall guarantee that the operator’s return will not fall below a specified minimum. In that situation, the risk (demand risk) is shared between the grantor and the operator such that the cash flows generated by users of the public service may not be sufficient to recover the operator’s investment. The grantor bears the shortfall guarantee and the operator bears demand risk, that is, upside, in excess of the minimum guarantee. The IFRIC concluded that in these circumstances it would be necessary to divide the operator’s consideration into a financial asset component for any guaranteed amount of cash or other financial asset as already discussed in paragraph 33.52 above, and an intangible asset for the remainder. The intangible asset in this situation gives the operator the right to earn amounts from users in excess of the minimum. [IFRIC 12 para BC53]. 33.63 Accordingly, where the operator is paid for the construction services partly by a financial asset and partly by an intangible asset, it is necessary to account separately for each component of the operator’s consideration. The consideration for both components should be recognised initially at the fair value of the consideration received or receivable. [IFRIC 12 para 18]. In practice, this type of concession arrangement, where the operator and the grantor share demand risk giving rise to a financial as well as an intangible asset, is likely to be fairly common. Therefore, it would be necessary to look carefully at the terms of the public-to-private sector agreement and exercise judgement to determine the true nature of the consideration received by the operator. 33.64 The way in which the incidence of demand risk between the grantor and the operator affects the nature of the asset recognised by the operator is shown in the table below for various service concession arrangements.



Table showing incidence of demand risk for various payment structures and the nature of the asset recognised by the operator



Nature of infrastructure asset recognised by the operator Para ref 33.48 above



Payment structure Grantor pays operator specific or determinable payments and bears demand risk



Grantor pays operator variable amounts contingent on performance or availability pwcinform.pwc.com/inform2/show?acti… 33.49



Financial



Intangible



√



√
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33.58



Users pay operator based on usage and operator bears demand risk



√



33.58



Grantor pays operator based on usage and operator bears demand risk



√



33.59



Users pay operator but price charged is varied by regulator to ensure that operator receives a substantially fixed return. Operator bears demand risk even if that risk is low



√



33.59



Users pay operator and concession continues until operator has achieved its return on investments. Operator bears demand risk through the concession period.



√



33.62



Users pay operator based on usage, but grantor guarantees that payments will not fall below a specified minimum (shortfall guarantee. Demand risk shared between grantor and operator.



√ (minimum due from grantor)



√ (excess over minimum due from users)



It should be noted that any recognition of a financial asset or an intangible asset implies that the operator has provided construction or upgrade services to the grantor. No asset arises where the arrangement does not involve any construction or upgrade services and there is no obligation to pay the grantor or third party (see further para 33.102 below).



Recognition and m easurem ent of revenue - Introduction Publication date: 30 Nov 2010



33.65 Under IFRIC 12, the operator is regarded as a service provider. It provides construction or upgrade services during the construction phase and operational services during the operational phase. The revenue recognised by the operator reflects its ‘right to receive consideration in exchange for its performance’, rather than the cash actually received. The accounting requirements for revenue and profit recognition on construction and service contracts are addressed in IAS 11, ‘Construction contracts’ and IAS 18, ‘Revenue’. These standards are considered in detail in chapter 9.



Recognition and m easurem ent of revenue - Recognition and m easurem ent of construction or upgrade revenue Publication date: 30 Nov 2010



33.66 The operator should recognise revenue and costs during the construction phase in accordance with IAS 11. [IFRIC 12 para 14]. It requires the revenue to be recognised by reference to the stage of completion of the contract activity. For example, if the concession arrangement's terms require an operator to build a hospital that takes three years to complete, the operator will recognise costs and revenue as the contract activity progresses over the three year period. IAS 11 notes that the stage of completion may be determined in a variety of ways and that the entity should use the method that measures reliably the work performed. [IAS 11 para 30]. 33.67 IAS 11 requires revenue from construction or upgrade services to be measured at the fair value of the consideration received or receivable. In most service concession arrangements, the operator is not normally remunerated separately for the construction services provided. Rather, the grantor typically negotiates a single contract with the operator that specifies the total consideration receivable for all the services provided under the contract throughout the concession term. In such cases, the operator will need to allocate the total consideration receivable pwcinform.pwc.com/inform2/show?acti… 15/48



6/2/2011 PwC Inform throughout the concession term. In such cases, the operator will need to allocate the total consideration receivable during the concession period between the construction and operation services. 33.68 Therefore, where the operator provides more than one service (for example, construction services, upgrade services and operations services) under a single contract or arrangement, IFRIC 12 requires the total consideration received or receivable be allocated by reference to the 'relative fair values of the services delivered, when the amounts are separately identifiab le'. [IFRIC 12 para 13]. This is consistent with IAS 18, which requires its recognition criteria to be applied separately to identifiable components of a single transaction in order to reflect the transaction's substance. [IAS 18 para 13]. The amounts for each service (that is, construction or upgrade service, and operation service) should be identifiable because each separate phase has its own distinct skills, requirements and risks. 33.69 In some service concession arrangements, it may be possible to determine clearly how the total consideration is made up. For example, it may be possible to identify the underlying revenue streams that relate to the different activities because different parts of the contract have been negotiated separately or the contract allows price adjustments for separate elements of the contract by 'market testing' or 'benchmarking'. Such market testing could be done by the grantor or the operator. For instance, if the grantor market tests what it pays for an element of an individual service, with an adjustment made to that payment, then there will be a separately identifiable payment stream. In those circumstances, the fair values of the individual services can be arrived at by discounting the underlying future cash receipts. 33.70 Where it is not possible to separate any of the contract's components because of an inability to reliably determine what the revenue on each of the elements should be, a considerable amount of judgment may be required in measuring the fair value of the consideration received or receivable for the construction services. IAS 18 does not provide further guidance on this point. IFRIC 12 states that, in practice, the fair value of the construction services delivered may be the most appropriate method of establishing the fair value of the consideration received or receivable for the construction services. This will often be the case in service concession arrangements where the consideration attributable to the construction activity often has to be apportioned from a total sum receivable on the contract as a whole and, if it consists of an intangible asset, may also be subject to uncertainty in measurement. [IFRIC 12 para BC30]. 33.71 The IFRIC further notes that if the revenue attributable to different activities is allocated by reference to its fair values, the entity might report different profit margins on these different activities. [IFRIC 12 para BC31]. This appears to suggest that where different components of a concession arrangement have substantially different margins (particularly construction components and service components), they should be accounted for in a manner that reflects those components. Although a considerable amount of judgement would be required to determine a fair profit margin for different activities, estimates of cost of different activities loaded with an appropriate profit margin may be a reasonable method of allocating the total consideration. The following example, based on the figures used in illustrative example 1 in IFRIC 12, explains how the total purchase consideration can be allocated among the various activities undertaken in a service concession arrangement.



Example – Allocation of consideration between construction and operational services The arrangement's terms require an operator to construct a road – completing construction within two years – and maintain and operate the road to a specified standard for eight years (that is, years 3-10). The terms of the arrangement also require the operator to resurface the road at the end of year 8 – the resurfacing activity is revenue-generating. At the end of year 10, the arrangement will end. The arrangement's terms require the grantor to pay the operator C200 per year in years 3–10 for making the road available to the public. For the purpose of this example, it is assumed that all cash flows take place at the end of the year. The operator estimates that the costs it will incur to fulfil its obligations and the margins that it expects to earn on the various activities will be as follows:



Year



Cost



Mark up on cost



C'000



Construction services pwcinform.pwc.com/inform2/show?acti…



1



500



Fair v alue C'000



5%



525
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Operation services per year



1



500



5%



525



2



500



5%



525



3-10



10



20%



12



8



100



10%



110



Major maintenance – road resurfacing



Given that the operator has an unconditional contractual obligation to receive C200,000 per annum during the operation phase and this annual amount must be sufficient to enable the operator to recover all its costs under the contract plus earn a return, it is necessary to allocate the fair value of the consideration between the various services by reference to their relative fair values as explained in paragraph 33.67 above. This is shown in the profile for the entire concession period below. For instance, in year 8, the cash received of C200 is allocated to the fair value of the operation services of C12, the fair value of the major overhaul of C110 and the balance of the consideration of C78 is allocated to the receivable for the construction services and will also include an element of finance cost.



1



2



3



4



5



6



7



8



9



10 Total



Fair value of consideration received from grantor



200



200



200



200



200



Fair value of operation services provided by the operator



(12)



(12)



(12)



(12)



(12) (122) (12) (12) (206)



Balance attributable to construction services + finance income



188



188



188



188



188



200 200 200 1,600



78 188 188 1,394



The total amount of cash received of C1,394,000 over the 8 year period is not representative of the fair value of the construction services provided in years 1 and 2 as it includes some element of contribution towards finance income as a result of the delayed payment pattern. Consequently, as explained in paragraph 33.70 above, in practice, the fair value of the consideration for services delivered would be the most appropriate method of establishing the fair value of the consideration received or receivable for the construction services. As the fair value of the construction services delivered in years 1and 2 amounts to C1,050,000 in total, the difference between this amount and the consideration receivable of C1,394, 000 that is, C344,000 represents finance income.



Contract revenue The operator recognises contract revenue and costs during the construction phase in accordance with IAS 11. Therefore, the operator will recognise construction revenue and costs in years 1 and 2 of C525,000 and C500,000 respectively and record a profit of C25,000 in each of those years. As explained above, the revenue of C525,000 in years 1 and 2 will be received in cash from years 3 to 8. The effective interest rate for this series of cash flows can be calculated using a financial calculator or a spreadsheet and amounts to 6.18%. This interest rate is used to measure the amortised cost of the financial asset in accordance with IAS 39 (see para 33.89 below). The total residual consideration receivable after deducting the fair value of the consideration attributable to the construction services is then allocated to each of the services provided as part of the operations over the entire contract period where a financial asset has been recognised.



Recognition and m easurem ent of revenue - Recognition and m easurem ent of construction or upgrade revenue - Non-cash consideration received for construction services Publication date: 30 Nov 2010



33.72 The total consideration received by the operator for the services provided is not always in cash. As discussed in pwcinform.pwc.com/inform2/show?acti…
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6/2/2011 PwC Inform 33.72 The total consideration received by the operator for the services provided is not always in cash. As discussed in paragraph 33.56 above, in some circumstances, the grantor makes a non-cash payment for the construction services, that is, it gives the operator an intangible asset (a licence to charge users of the public service). The intangible asset given by the grantor to the operator in exchange for construction services is recognised in accordance with the principles applicable to contracts for goods or services. The contract is not recognised to the extent it is executory. Executory contracts are contracts under which neither party has performed any of its obligations or both parties have partially performed their obligations to an equal extent. [IAS 37 para 3]. As most service concession arrangements are generally executory when the contract is signed, the operator’s asset (representing its accumulating rights to be paid for providing construction services) is recognised as an intangible asset as it performs construction or upgrade services and not on completion of the construction.



33.73 Furthermore, under IAS 18, when goods are delivered or services are rendered (construction services) in exchange for dissimilar goods or services (the licence), the exchange is regarded as a transaction that generates revenue. IAS 18 states that the revenue should be measured at the fair value of the goods or services received, unless that fair value cannot be measured reliably, in which case revenue should be measured at the fair value of goods or services given up, adjusted by the amount of any cash or cash equivalent transferred. [IAS 18 para 12]. Since the fair value of the intangible asset received in a service concession arrangement cannot be measured reliably, the fair value of the construction services provided is used as a proxy for measuring both revenue and the intangible asset. Where an intangible asset is recognised, the entire amount of cash flows received from users during the operational phase is recognised as revenue as well (see below). The argument is that the operator uses the intangible asset recognised during the construction phase to generate revenue from users of the public service as it is consumed.



Example – Intangible asset received for construction services The terms of a service arrangement require an operator to construct a road—completing construction within two years— and maintain and operate the road to a specified standard for eight years (that is, years 3–10). The terms of the arrangement also require the operator to resurface the road when the original surface has deteriorated below a specified condition. The operator estimates that it will have to undertake the resurfacing at the end of year 8. At the end of year 10, the service arrangement will end. The operator estimates that the costs it will incur to fulfil its obligations will be as follows:



Construction services (the operator earns a margin of 5% on cost)



Operation services per year Major maintenance – road resurfacing



Year



C’000



1



500



2



500



3-10



10



8



100



The terms of the arrangement allow the operator to collect tolls from drivers using the road. The operator forecasts that vehicle numbers will remain constant over the duration of the contract and that it will receive tolls of C200,000 in each of years 3–10. For the purpose of this example, it is assumed that all cash flows take place at the end of the year. Intangible asset The operator provides construction services to the grantor in exchange for an intangible asset, that is, a right to collect tolls from road users in years 3–10. The operator recognises revenue and cost in accordance with IAS 11 by reference to the construction’s stage of completion. As discussed above, the operator measures contract revenue at the fair value of the consideration receivable. Thus in each of years 1 and 2 it recognises in its income statement construction revenue of C525,000, construction cost of C500,000 and construction profit of C25,000. During the arrangement’s construction phase, the operator's asset (representing its accumulating right to be paid for providing construction services) is classified as an intangible asset (licence to charge users of the infrastructure). The operator capitalises the borrowing costs, estimated at 6.7%, during the arrangement’s construction phase as required by IAS 23. C’000 Construction services in year 1 at fair value pwcinform.pwc.com/inform2/show?acti…
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Borrowing cost – C500,000 @ 6.7%



34



Construction services in year 2 at fair value



Intangible asset at end of year 2



525



1,084



Toll revenue The road users pay for the public services at the same time as they receive them, that is, when they use the road. The operator therefore recognises toll revenue of C200,000 in each of years 3 to 8 as it collects the tolls.



Recognition and m easurem ent of revenue - Revenue under the financial asset and intangible asset m odels Publication date: 30 Nov 2010



33.74 Where an operator provides construction or upgrade services, it recognises revenue as those services are performed in accordance with IAS 11, as discussed above. The operator records the corresponding debtor either as a financial asset (a receivable) where it has a contractual obligation to receive cash or an intangible asset where it has a licence to operate with no contractual obligation to receive cash. One consequence of this requirement is that total cash does not equate total revenue as illustrated in the example below.



Example – Revenue under the financial asset and intangible asset model An operator builds a road at a cost of C100. The construction profit is C10 and the total cash inflows over the life of the concession are C200. Under the financial asset model, the operator would recognise construction revenue at its fair value of C110 (cost + profit margin) and a financial asset (receivable) of C110. Of the future cash inflows of C200, C110 would be treated as repaying the receivable, with the remaining C90 being recognised as revenue over the life of the concession. Total revenue would be C200. In contrast, under the intangible asset model, the operator would recognise the same construction revenue of C110, construction profit of C10 and an intangible asset of C110. Over the concession’s life, the intangible asset would be amortised against revenues (which in this case would be from users) of C200. The net position is the same as the financial asset case, but total revenues would be C310 rather than C200. [IFRIC update September 2004]. 33.75 This aspect of IFRIC 12, where total revenue does not equal total cash flow, has not been without controversy. Many of the respondents to the draft interpretation criticised the double recognition of revenue and believed that the result had a negative impact on the usefulness of financial statements. The reason for this rather odd result is that when an operator receives an intangible asset in exchange for its construction services, there are two sets of inflows and outflows rather than one. In the first set, the construction services are exchanged for the intangible asset in a barter transaction that generates revenue in accordance with paragraph 12 of IAS 18. In the second set, the operator then uses the intangible asset received from the grantor to generate further revenue from users of the public service. IFRIC 12 notes that this result is not unique to service arrangements within the scope of the interpretation. Any situation in which an entity provides goods or services in exchange for dissimilar asset that is subsequently used to generate revenue would lead to a similar result. [IFRIC 12 BC34].



Recognition and m easurem ent of revenue - Recognition and m easurem ent of operations revenue Publication date: 30 Nov 2010



33.76 The operator should account for revenue and costs relating to operation services in accordance with IAS 18. [IFRIC 12 para 20]. Revenue for the operation services will be recognised when those services are delivered. pwcinform.pwc.com/inform2/show?acti…
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Example 1 – Recognition of revenue from users as services are delivered The terms of a public-to-private service concession arrangement require a private sector operator to finance, build, maintain and operate a car park in a regional town for 20 years. The operator receives parking fees from users based on usage. In this situation, the operator recognises an intangible asset for the construction services. During the operating phase, the operator will recognise parking fees as revenue when those fees are earned. If users of the car park pay the operator in advance, for example enter into a contract to use the car park for six months, the operator will recognise an obligation in advance of performance and apply the recognition and measurement principles of IAS 18 in order to determine an appropriate basis for recognising revenue.



Example 2 – Recognition of revenue from grantor as services are delivered A service concession arrangement’s terms require a private sector operator to finance, build, maintain and operate a prison for 20 years. The grantor pays the operator an annual sum of £20m per year that increases in line with inflation. In this situation, the operator recognises a financial asset for the construction services. During the operating phase, the operator allocates a proportion of the cash receipts that settle the financial asset recognised during the construction phase. The balance is consideration for providing maintenance and operation services that is recognised as revenue is earned as well as finance income.



Recognition and m easurem ent of revenue - Recognition and m easurem ent of operations revenue - Allocation of contract revenue during the operation phase Publication date: 30 Nov 2010



33.77 Where the operator has an unconditional right to receive cash flows from the grantor, the operator recognises a financial asset. The operator may also be required to provide additional maintenance and operational services as noted in example 2 in paragraph 33.76 above. To the extent that such services are not the result of the use of an asset under licence the operator will recognise revenue from such services as it is earned and measure revenue at the fair value of the consideration received or receivable. An obligation would be recognised when consideration is received in advance of performance. The operator may be required to provide other services that are revenue generating in nature, in addition to maintenance services. For example, under a service concession arrangement, the operator builds and maintains a hospital. In addition, the operator is remunerated for providing other ancillary services such as cleaning, laundry, catering and security services. 33.78 Where several services are provided in a single service concession arrangement, the principle discussed in paragraph 33.68 above applies, that is, the operator is require to allocate the total consideration received or receivable to the various services provided by ‘reference to the relative fair value of the services delivered, when the amounts are separately identifiable’. For example, all of the services undertaken in the hospital contract referred to above are identifiable because each element has its own skills, requirements and risks. 33.79 In practice, determining the fair value of each component may be problematic and judgement may be required. In some circumstances, the grantor may specify a fixed amount per month adjusted for inflation for say, undertaking each of the ancillary services in the hospital contract by reference to what the market would charge for these services, if they were provided independently. In those circumstances, the specified amount will be equivalent to fair value. In other situations, the operator may have to estimate a fair margin for the services offered to determine fair value of each component. 33.80 Given that most service concession arrangements are negotiated as a single contract with a single payment structure throughout the concession period, the fair value of the total consideration that falls to be allocated among the various services provided would need to be determined. This determination will usually be done by discounting the contractual cash flows using an imputed rate of interest as specified in IAS 18. IAS 18 defines the imputed rate of interest as the more clearly determinable of either: ■ the prevailing rate for a similar instrument of an issuer with a similar credit rating; or pwcinform.pwc.com/inform2/show?acti…
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a rate of interest that discounts the instrument’s nominal amount to the current cash sales price of the goods or services.



[IAS 18 para 11]. 33.81 This means that the cash flows can be discounted using a prevailing rate of lending to the grantor and the resulting fair value of the consideration allocated to the estimated fair values of the services rendered. Alternatively, an implicit rate could be obtained by discounting the cash flows to the amount equal to the total fair value of the services rendered (see further para 33.83 below). The difference between the fair value of the consideration receivable and the nominal amount of the consideration is recognised as interest revenue using the effective interest method as set out in IAS 39 [IAS 39 paras 9, AG5-AG8].



Accounting for construction asset - Financial asset - Initial recognition Publication date: 30 Nov 2010



33.82 As explained in paragraph 33.66 above, during the construction phase revenue (including a margin) is recognised as construction activity progresses under IAS 11. A financial asset is set up; this is recorded under IAS 39 at fair value. The IASB published IFRS 9, ‘Financial instruments’, in November 2009, which amends paragraphs 23, 24 and 25 of IFRIC 12. This amendment introduces changes to the classification of financial assets (see para 33.84 below). The new standard is effective for annual periods beginning on or after 1 January 2013, but will not change the principles relating to the initial recognition of financial assets recognised under IFRIC 12. Hence, the financial asset is built up from day one and continues to build up until construction activity ceases. The asset is amortised as the operator provides public service and receives cash from the grantor during the operation phase. IFRIC 12 requires the financial asset to be accounted for and disclosed in accordance with the financial instruments standards IAS 32, IAS 39 (or IFRS 9) and IFRS 7. [IFRIC 12 para 23].



33.83 Under IAS 39 or IFRS 9 (once effective), the financial asset is recognised initially at its fair value. The fair value of a long-term loan or receivable is estimated as the present value of all the future cash receipts discounted using the prevailing market rate of interest for a similar instrument (similar as to currency, term, type of interest and other factors) with a similar credit rating. [IAS 39 para AG 64]. Therefore, the receivable in a service concession arrangement would be discounted using the grantor’s incremental borrowing rate. However, as IFRIC 12 requires the total consideration received or receivable to be allocated by reference to the relative fair values of the services delivered, this can only be done by determining the rate that at inception of the arrangement causes the aggregate present value of all sums receivable from the grantor to be equal to the fair value of the services to be provided during the arrangement. This rate is, therefore, similar to the rate implicit in a lease under IAS 17. The grantor’s incremental borrowing rate and the effective implicit rate are unlikely to be the same, except in a perfect market. Selection of an appropriate rate will affect the pattern of profit recognition. For instance, if the grantor’s incremental borrowing rate is chosen as the discount rate for allocating the total consideration among the various service components and this rate is less than the rate at which the operator can borrow to finance the project, the fair value that is attributable to the operator’s services will be higher. This may result in recognising higher profits in the earlier years followed by lower profits or even losses in the later years until the borrowing is repaid. Consequently, the selection of an appropriate rate is important to all service concession arrangements and will depend on the facts and circumstances.



Accounting for construction asset - Financial asset - Classification Publication date: 30 Nov 2010



33.84 Under IFRIC 12, the operator is required to classify the financial asset into one of the following three categories:



■



a loan or receivable;



■ an available-for-sale financial asset; pwcinform.pwc.com/inform2/show?acti…
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at fair value through profit or loss, if so designated at initial recognition.



[IFRIC 12 para 24].



33.84.1 Once IFRS 9 becomes effective, paragraph 24 of IFRIC 12 is amended so that financial assets are classified either as financial assets at amortised cost or as financial assets measured at fair value through profit or loss. IFRS 9 makes substantive changes to the previous classification rules for financial assets, which are further explained in the Manual of Accounting – Financial instruments.



33.85 It should be noted that under the current standard, IAS 39, a further ‘held-to-maturity’ category of financial asset is available. IAS 39 states that a financial asset may not be classified as held-to-maturity if it meets the definition of a loan or receivable. An asset that meets the definition of held-to-maturity will meet the definition of a loan or receivable unless:



■



it is quoted in an active market; or



■



the holder may not recover substantially all of its initial investment, other than because of credit deterioration.



33.86 The first condition above is unlikely to apply to financial assets arising on service concession arrangements. Where the second condition applies, the asset must be classified as available-for-sale (if not designated upon initial recognition as at fair value through profit or loss). Consequently, private-to-public service arrangements would not be classified as held-to-maturity investments.



33.87 Under IAS 39 an operator may designate a financial asset at fair value through profit or loss on initial recognition only if it meets one of the three conditions specified in paragraph 9 of IAS 39. The three conditions are not reproduced here (see chapter 6 of the Manual of Accounting – Financial instruments) but, in general, it is unlikely that an operator would classify the infrastructure asset as at fair value through profit or loss in order to reduce or eliminate an accounting mismatch or manage its investment in the service concession asset on a fair value basis. As regards the third condition, the IFRIC noted that potential variations in cash flows arising from the operator’s failure to meet performance or efficiency targets would not meet the definition of a derivative as these are non-financial variables that are specific to a party to the contract. [IFRIC 12 para BC62].



33.88 Consequently, until IFRS 9 is effective, the operator typically will have a choice of classification between either loans and receivables or available-for-sale classification. In practice, operators may not wish to classify the financial asset on initial recognition as available-for-sale. In practice, operators may not wish to classify the financial asset on initial recognition as available-for-sale. First, because of the complexity involved in fair valuing the asset at each balance sheet date (see para 33.89 below) and secondly, reclassification out of available-for-sale to loans and receivables is not permitted in a subsequent period. However, as mentioned in paragraph 33.85 above, an available-for-sale classification is required where the operator may not recover substantially all of its initial investment, other than credit deterioration. This may happen, for example, in an arrangement where the amounts received from, or at the direction of, the grantor are reduced because the infrastructure asset is below a specified standard or is unavailable because of the operator’s fault (see para 33.49) and, therefore, not sufficient for the operator to recover its investment after taking into account the cost of capital. The operator may need to assess both the likelihood of such penalty occurring in practice and whether the reduction in amounts is significant. Penalties relating purely to services, however, are not relevant and should not be included in the assessment.



33.88.1 IFRS 9 will simplify the accounting in this area as entities applying IFRIC 12 will only have the choice between two categories (see para 33.84.1). However, as described in paragraph 33.87, we consider that it will be unlikely for an entity to classify an asset as at fair value through profit and loss in order to reduce or eliminate an accounting mismatch.
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Accounting for construction asset - Financial asset - Subsequent m easurem ent Publication date: 30 Nov 2010



33.89 Subsequent to initial recognition, infrastructure assets recognised as loans and receivables are measured at amortised cost using the effective interest method, while those recognised at fair value through profit or loss and available-for-sale financial asset are measured at fair value. There is a general presumption that fair value can be reliably measured for all financial instruments. Nevertheless, the measurement process can be quite complex and gives rise to numerous issues, particularly for financial assets arising in service concession arrangements for which there is no active market. If there is no active market for a financial instrument, fair value is determined using a valuation technique. Using valuation techniques is by no means an easy task and requires the exercise of a significant amount of judgement. IAS 39 provides guidance on the valuation techniques to be used and these techniques are discussed in chapter 6 of the Manual of Accounting – Financial instruments.



33.90 The effective interest method of amortisation applies whether the financial asset is classified as a loan or receivable or as an available-for-sale financial asset. Interest income calculated using the effective interest method is recognised in profit or loss in accordance with IAS 39. [IFRIC 12 para 25]. The effective interest method uses a set of estimated future cash flows through the expected life of the financial instruments using all of the financial instrument’s contractual terms, rather than contractual cash flows. However, in practice, actual cash flows rarely occur in line with expectation. In these circumstances, IAS 39 requires an adjustment to the carrying amount of the financial asset to reflect actual cash and revised estimated cash flows whenever circumstances require the operator to revise its cash flow estimates. The adjustment is recognised as income or expense in profit or loss (see chapter 9 of the Manual of Accounting – Financial instruments).



33.91 It should be noted that although an available-for-sale financial asset with fixed or determinable payments should be measured at fair value with changes in fair value recognised directly in other comprehensive income , the amortised cost must still be calculated using the effective interest method to determine interest income. This means that the interest income recognised in profit or loss would be the same irrespective of whether the operator classifies the financial asset as a loan or receivable or as available-for-sale. The amount that would fall to be recognised in other comprehensive income is the difference between fair value and amortised cost at each balance sheet date. Normally, no recycling of any cumulative gain or loss recognised in other comprehensive income will be necessary since at the end of the concession period, the fair value of the financial asset will be the redemption amount, if any. This means that changes in fair value arising during the concession period would have netted down to nil. Where, in the unlikely event, the financial asset is classified on initial recognition as at fair value through profit or loss, all changes in fair value are recognised in profit or loss.



33.92 All financial assets, except those classified as at fair value through profit or loss, should be reviewed for impairment at each balance sheet date in accordance with IAS 39. If there is objective evidence of impairment, the operator should measure and record the impairment loss in the reporting period. IAS 39 provides examples of factors that may, either individually or taken together, provide sufficient objective evidence that an impairment loss has been incurred on a financial asset or group of financial assets (see chapter 6 of Manual of Accounting – Financial instruments).



33.92.1 As explained in paragraph 33.84.1, with the introduction of IFRS 9 the available-for-sale classification of financial assets under IAS 39 is no longer available. Hence financial assets under service concession arrangements are either held at fair value through profit and loss or at amortised cost. For assets held at fair value, the accounting will follow the guidance set out in paragraph 33.89. For assets held at amortised cost the guidance as set out in paragraph 33.90 will apply in calculating the amortisation required under the effective interest method. Furthermore, the impairment principles as set out in IAS 39 for assets held at amortised cost will also apply under IFRS 9.



Accounting for construction asset - Intangible asset - Initial recognition Publication date: 30 Nov 2010
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33.93 Consistent with the recognition of a financial asset, where the operator is granted the right to charge users, an intangible asset is set up as the operator recognises revenue, being the fair value of the construction services provided during the construction phase. That is, the intangible asset is built up from day one and continues to build up until the construction activity ceases. The asset is recorded in accordance with IAS 38, ‘Intangible assets’, at cost, that is at the fair value of the construction services provided. [IFRIC 12 para 26].



Accounting for construction asset - Intangible asset - Subsequent m easurem ent Publication date: 30 Nov 2010



33.94 After initial recognition, the operator may choose to measure the intangible asset at cost or fair value that is determined by reference to an active market. [IAS 38 para 75]. This option is not available to the operator because the licence to charge users will not be traded in an active market. Consequently, the intangible asset will be measured at cost less accumulated amortisation and impairment losses.



Accounting for construction asset - Intangible asset - Am ortisation Publication date: 30 Nov 2010



33.95 Service concession arrangements normally have a finite term, although the term may be fairly long. Therefore, the useful life of an intangible asset recognised in a service concession arrangement is the arrangement’s term. The intangible asset will be amortised on a systematic basis over that life. The residual value of a finite life intangible asset should be assumed to be zero because, when the concession comes to an end or the contract is transferred to another party, the operator ceases to charge users and the licence expires, even though the infrastructure may have a significant residual value. Therefore, the depreciable amount will be equal to original cost from the operator’s perspective. 33.96 Amortisation should commence when the asset is available for use, that is, at the point in time when the operator exercises its rights under the licence to charge users. This may be a period of time after the construction asset is actually brought into use. For example, in some concession arrangements that give rise to a financial asset as well as an intangible asset, the arrangement’s terms may give the operator an unconditional right to receive cash from the grantor during the concession’s early years before the operator can charge users for the service. In that situation, it would be appropriate for the operator to delay amortisation until such time as it begins to charge users. However, until then the intangible asset should be reviewed for impairment at each reporting date (see para 33.95 below). 33.97 A variety of amortisation methods is allowed under IAS 38. These methods include the straight-line method, the diminishing balance method and the unit of production method. However, the ‘interest’ method of amortisation that takes into account the time value of money is not permitted by IAS 38 and IFRIC 12. [IFRIC 12 para BC64]. The method used is selected on the basis of the expected pattern of consumption of the expected future economic benefits embodied in the asset. This does not mean that the intangible asset arising on a service concession arrangement would be amortised in line with the recognition of revenue flows. This is because such a method is unlikely to reflect the pattern in which the economic benefits inherent in the infrastructure asset are consumed. Generally, the straight-line method of amortisation is likely to be the most appropriate.



Accounting for construction asset - Intangible asset - Im pairm ent Publication date: 30 Nov 2010



33.98 Impairment of intangible assets is dealt with in IAS 36, ‘Impairment of assets’. The operator should assess at each reporting date whether there is any indication that the intangible asset is impaired. If such an indication exists the entity should estimate the asset’s recoverable amount. If the recoverable amount is below the asset’s carrying amount, the asset should be written down to its recoverable amount. 33.99 The recoverable amount of an intangible asset is the higher of fair value less cost to sell and its value in use. In a service concession arrangement fair value less cost to sell is unlikely to be relevant; hence the operator will use the intangible’s asset value in use as its recoverable amount. Under IAS 36, the recoverable amount should be determined pwcinform.pwc.com/inform2/show?acti… 24/48



6/2/2011 PwC Inform intangible’s asset value in use as its recoverable amount. Under IAS 36, the recoverable amount should be determined for the smallest cash generating unit to which the intangible asset belongs, if the intangible asset does not generate cash flows that are largely independent of those from other assets. This is unlikely to be relevant because the intangible asset in a service concession arrangement itself generates cash flows directly from the public. The way in which the operator should go about estimating value in use of the arrangement and the various factors that it should consider in determining that value are discussed in chapter 18 of the IFRS Manual of Accounting



Accounting for construction asset - Arrangem ents that contain both financial and intangible asset Publication date: 30 Nov 2010



33.100 So far, we have described the recognition and measurement of service concession arrangements where the operator recognises either a financial asset or an intangible asset for the construction services it provides to the grantor. However, as noted in paragraph 33.62 above, in some service concession arrangements, typically transport concessions, both parties to the contract share the risk (demand risk) that cash flows from the arrangement will not be sufficient to cover the operator's investment in the infrastructure asset. In such situations, the grantor normally contributes a certain amount but gives the operator the right to charge users for the services. The operator's infrastructure asset is then split between a guaranteed financial component and an unguaranteed intangible component. The recognition and measurement principles described above for individual arrangements apply equally to such composite arrangements. 33.101 Where an arrangement contains both financial and intangible assets, the accounting can be quite complex. Careful judgement and sound systems are necessary to track and account for all the features of the arrangement during the concession period. Illustrative example 3 in the interpretation sets out in detail how an operator should account for such a composite arrangement. The example, modified in some respects, is reproduced below. The example deals with only one of many possible types of arrangements. Its purpose is to illustrate the accounting treatment for some features that are commonly found in practice. To make the illustration as clear as possible, it has been assumed that the arrangement period is only ten years and that the operator's annual receipts are constant over that period. In practice, arrangement periods may be much longer and annual revenues may increase with time. In such circumstances, the changes in net profit from year to year could be greater.



Example – Arrangements containing both financial and intangible assets The terms of a service arrangement require an operator to construct a road – completing construction within two years – and to operate the road and maintain it to a specified standard for eight years (that is, years 3-10). The terms of the arrangement also require the operator to resurface the road when the original surface has deteriorated below a specified condition. The operator estimates that it will have to undertake the resurfacing at the end of year 8. At the end of year 10, the arrangement will end. The operator estimates that the costs it will incur to fulfil its obligations will be as follows:



Table 1 – Contract costs



Construction services



Operation services per year Major maintenance – road resurfacing



Year



C'000



1



500



2



500



3-10



10



8



100



The operator estimates the consideration in respect of construction services to be cost plus 5%. The terms of the arrangement allow the operator to collect tolls from drivers using the road. In addition, the grantor guarantees the operator a minimum amount of C700,000 and interest at a specified rate of 6.18% to reflect the timing of cash receipts. The operator forecasts that vehicle numbers will remain constant over the duration of the contract and that it will receive tolls of C200,000 in each of years 3-10. The operator capitalises the borrowing costs in accordance with IAS 23, estimated at 6.7% during the construction pwcinform.pwc.com/inform2/show?acti…
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Dividing the arrangement The contractual right to receive cash from the grantor for the services and the right to charge users for the services should be regarded as two separate assets under IFRSs. Therefore, in this arrangement it is necessary to divide the operator's consideration, which is measured at the fair value of the consideration services provided, into two components – a financial asset component based on the guaranteed amount and an intangible asset for the remainder.



Table 2 – Dividing the operator's consideration Total



Financial asset



Intangible asset



Year 1 Construction services (C500 × (1 + 5%))



525



350



175



Year 2 Construction services (C500 × (1 + 5%))



525



350



175



1,050



700



350



Finance income at a specified rate of 6.18% on receivable (see table 3)



22



22



Borrowing cost capitalised (interest paid in years 1 and 2 × 33% (see table 7)



11



−



11



1,083



722



361



Total construction services



Total fair value of operator's consideration



Financial asset The Financial asset meets the definition of a loan or receivable under IAS 39. It is initially measured at fair value and subsequently measured at amortised cost. The receivable balance at the end of the construction period is C722 as shown above. It carries interest at a specified rate of 6.18% each year. The receivable will reduce to zero at the end of year 10. Therefore, the amount of cash receipts in each period (years 3 to 10) that will reduce an opening receivable balance of C722 that carries interest at 6.18%, calculated using a financial calculator or an excel spreadsheet, amounts to C117 as shown below:



Table 3 – Measurement of receivable 1 Opening balance Construction service



350



Interest income @ 6.18% of opening balance



2



3



4



5



6



7



8



9



10



350



722



650



573



491



404



312



214



110



45



40



35



30



25



19



13



7



(117)



(117)



(117)



(117)



(117)



(117)



(117)



(117)



650



573



491



404



312



214



110



nil



350 22



Cash received



Closing balance
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Intangible asset During the construction phase of the arrangement the operator's asset (representing its accumulating right to be paid for providing construction services) is classified as a right to receive a licence to charge users of the infrastructure (an intangible asset). The intangible asset is recorded at the fair value of the consideration received or receivable. The operator estimates the fair value of its consideration received or receivable as equal to the forecast construction costs plus 5%. The operator also capitalises borrowing costs, estimated at 6.7%, during the construction phase. The intangible asset is amortised on a straight line basis. The carrying value throughout the concession period is shown below:



Table 4 – Measurement of intangible asset 1 Opening balance Construction service



175



Borrowing costs capitalised



2



3



4



5



6



7



8



9



10



175



361



316



271



226



181



136



91



46



45



45



45



45



45



45



45



46



316



271



226



181



136



91



46



nil



175 11



Amortisation



Closing balance



175



361



Contract revenue and costs Construction phase The operator provides construction services to the grantor in exchange for a financial asset and an intangible asset. Under both the financial asset model and intangible asset model, the operator recognises contract revenue and costs in accordance with IAS 11, that is, by reference to the stage of completion of the construction. It measures contract revenue at the fair value of the consideration receivable. Thus in each of years 1 and 2 it recognises in its income statement construction costs of C500 and construction revenue of C525 (cost plus 5%). Operation phase During the operation phase, the operator receives toll revenue from the public. The road users pay for the public services at the same time as they receive them, that is, when they use the road. The operator allocates the receipts from tolls between repayment of the financial asset and revenue earned from the intangible asset.



Table 5 – Allocation of toll revenue 1 Toll received from users Repayment of financial asset (see table 3)



Revenue from intangible asset



2



3



4



5



6



7



8



9



10



200



200



200



200



200



200



200



200



(117)



(117)



(117)



(117)



(117)



(117)



(117)



(117)



83



83



83



83



83



83



83



83



Resurfacing obligations The operator's resurfacing obligation arises as a consequence of use of the road during the operation phase. It is recognised and measured in accordance with IAS 37, that is, at the best estimate of the expenditure required to settle pwcinform.pwc.com/inform2/show?acti…
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6/2/2011 PwC Inform recognised and measured in accordance with IAS 37, that is, at the best estimate of the expenditure required to settle the present obligation at the balance sheet date. For the purpose of this example, it is assumed that the terms of the operator's contractual obligation are such that the best estimate of the expenditure required to settle the obligation at any date is proportional to the number of vehicles that have used the road by that date and increases by C17 each year. The operator discounts the provision to its present value in accordance with IAS 37. The discount rate is 5%. The income statement charge each period is:



Table 6 – Resurfacing obligation 3 Opening provision



4



5



6



7



8



12



26



41



58



78



13



14



15



16



17



1



1



2



4



5



14



15



17



20



22



Charged to profit or loss: Obligation arising in year (C17 discounted @ 5%)



12



Increase due to passage of time



12



Utilised in year



(100)



Closing provision



12



26



41



58



78



nil



Overview of cash flows, income statement and balance sheet For the purposes of this example, it is assumed that the operator finances the arrangement wholly with debt and retained profits. It pays interest at 6.7% per year on outstanding net debt. If the cash flows and fair values remain the same as those forecast, the operator's cash flows, income statement and balance sheet over the duration of the arrangement will be:



Table 7 – Cash flows 1



2



3



4



5



6



7



8



9



10



Total



200



200



200



200



200



200



200



200



1,600



(500)



(10)



(10)



(10)



(10)



(10)



(110)



(10)



(10) (1,180)



(34)



(69)



(61)



(53)



(43)



(33)



(23)



(19)



(7)



(342)



(534)



121



129



137



147



157



67



171



183



78



(500) (1,034)



(913)



(784)



(647)



(500)



(343)



(276)



(105)



−



Receipts Contract costs



(500)



Borrowing costs on net debt @6.7%



Net inflow/(outflow)



(500)



Net deb t Opening balance Net inflow/(outflow)



(500)



(534)



121



129



137



147



157



67



171



183



78



Closing balance



(500) (1,034)



(913)



(784)



(647)



(500)



(343)



(276)



(105)



78



78
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Table 8 – Income statement



Revenue on construction



1



2



525



525



Revenue from intangible asset



Total revenue



525



525



Construction costs



500



500



3



4



5



6



7



8



9



10



Total 1,050



83



83



83



83



83



83



83



83



664



83



83



83



83



83



83



83



83



1,714



1,000



Operating costs



10



10



10



10



10



10



Resurfacing costs



12



14



15



17



20



22



Amortisation



45



45



45



45



45



45



45



46



361



Total operating costs



Operating profit



10



10



80 100



500



500



67



69



70



72



75



77



55



56



1,541



25



25



16



14



13



11



8



6



28



27



173



(23)*



(69)



(61)



(53)



(43)



(33)



(23)



(19)



(7)



(331)



22



45



40



35



30



25



19



13



7



236



(1)



(24)



(21)



(18)



(13)



(8)



(4)



(6)



−



(95)



24



(8)



(7)



(5)



(2)



−



2



22



27



78



Net Finance cost Borrowing cost Finance income



Net profit/(loss)



25



* Borrowing costs incurred during the period is C34 of which C11 is capitalised. Note, the large volatility in profits from year to year. The operator recognises greater profits during the construction phase, followed by losses due to high net borrowing costs and finally profits towards the later stages.



Table 9 – Balance sheet 1



2



3



4



5



6



7



8



9



10



Intangible asset



175



361



316



271



226



181



136



91



46



nil



Loan or receivable



350



722



650



573



491



404



312



214



110



nil



pwcinform.pwc.com/inform2/show?acti…



29/48



6/2/2011 Net debt



(500) (1,034)



Resurfacing obligation



Net assets



25



49



PwC Inform (913) (784)



(647)



(500)



(343)



(12)



(26)



(41)



(58)



(78)



41



34



29



27



27



(276)



(105)



78



29



51



78



Other m atters - Arrangem ent does not give rise to construction or upgrade services Publication date: 30 Nov 2010



33.102 Service concession arrangements need not necessarily involve the operator undertaking construction or upgrade activities. The grantor can give access to the operator to its existing assets for the purpose of the public service arrangement that requires little or no upgrade. In consideration for providing the public service, the grantor may pay the operator directly, or give the operator the right to charge users based on usage, but pricing is regulated. Although this type of arrangement falls within the scope of paragraph 7(b) of IFRIC 12 as noted in paragraph 33.27 above, IFRIC 12 does not specifically deal with situations where the public service arrangement consists only of an operation phase and no construction phase. Consider the following example:



Example – Arrangement does not give rise to construction or upgrade services A public service organisation currently provides a bus service in a town with a population of 500,000. It decides to hand over the running of the bus service to a private sector operator. The private sector operator is given access to all infrastructure assets that are used for operating and maintaining the service (fleet of buses, bus stations, garages, repair and maintenance equipment etc). The concession period is 10 years at the end of which the infrastructure reverts back to the grantor. There is no provision to upgrade or expand the network (introduce new routes etc). The operator has a contractual obligation to maintain the infrastructure to a specified level of serviceability and to restore the infrastructure to a specified condition before it is handed over to the grantor at the end of the service arrangement. As stated above, this type of arrangement falls within IFRIC 12's scope and, consequently, the arrangement is scoped out of IFRIC 4, 'Determining whether an arrangement contains a lease'. The way in which an operator would account for such an arrangement in the absence of any specific guidance in IFRIC 12 is illustrated below:



Scenario 1 – Grantor pays the operator a fixed sum In this situation, the grantor pays the operator a fixed sum per annum throughout the 10 year period. The operator would need to calculate the fair value of the consideration receivable by discounting the future stream of cash flows using an imputed rate in accordance with IAS 18. The operator would need to make a best estimate of the fair values of the services provided under the arrangement - operation services, repair and maintenance services (including fleet replacement where relevant). It should then allocate the total fair value of the consideration to the various services ''b y reference to the relative fair value of the services delivered'' (see further paras 33.68, 33.81 and 33.83). Revenue and costs would then be recognised over the operation phase in accordance with IAS 18. There is no financial asset to recognise. Scenario 2 – Grantor gives the operator the right to charge users. In this situation, the grantor gives the operator the right to charge users. The grantor does not provide any shortfall guarantee in fares collected from users. It would appear that the right to charge users give rise to an intangible asset because the operator bears all the demand risk and there is no minimum guarantee receivable from the grantor. As the arrangement in this scenario is identical to scenario 1 in all other respects, the question arises as to whether the operator would need to recognise an intangible asset for the existing infrastructure (its right to charge users) at the inception of the contract. IFRIC 12 does not provide any guidance on this point. It would be inappropriate to recognise an intangible asset at the fair value of the expected consideration receivable from users in the absence of a construction phase with a corresponding credit to income at the contract's inception as this would be tantamount to recognising revenue in advance of performance. Furthermore, in order to recognise an intangible asset, the operator must provide consideration to the grantor. As no consideration has been provided at inception (the contract is executory and neither party has performed), we believe that in this scenario, the operator should recognise revenue from users as earned, charge operating costs as incurred and provide for its contractual obligation to maintain and restore the infrastructure in accordance with IAS 37. pwcinform.pwc.com/inform2/show?acti… 30/48



6/2/2011 PwC Inform obligation to maintain and restore the infrastructure in accordance with IAS 37.



Scenario 3 – Operator pays the grantor for the right to charge users The facts are the same as in scenario 2 except that the operator is required to make cash payments to the grantor. The payment itself might be negotiated in different ways (for example, a single payment upfront, an upfront payment followed by annual payments or periodic monthly payments throughout the term of the concession arrangement). Such payments are often described in the concession agreement as 'lease rentals'. In this situation, the payment that the operator is required to make represents a payment for acquiring the licence from the grantor to charge users of the public service. Hence, the present value of all the payments (up-front plus monthly sums) should be capitalised as the cost of the intangible asset and a corresponding obligation recognised. The liability represents the payment to be made in the future for the intangible asset acquired now. Revenue and costs will be recognised as set out in scenario 2 above. Scenario 4 – Grantor provides a shortfall guarantee for the fares collected from users The facts are the same as in scenario 3 except that the grantor (or a party related to the grantor) provides a shortfall guarantee for the fares collected from users. In the example described in paragraph 33.52 above, a shortfall guarantee has the effect of giving the operator an unconditional right to receive a certain amount of cash in consideration for construction services and so represents a financial asset. However, in this scenario the operator has not provided any construction services so the substance of the arrangement needs to be considered in order to determine whether the payments made to the grantor represent an intangible or a financial asset. If the payment is made in order to acquire a licence to charge users, an intangible asset (together with a corresponding liability) is recognised in the same way as in scenario 3. Although the operator has a right to receive sums under the guarantee should income from users falls below a specified level, no separate financial asset should be recognised. This is because the operator has not performed under the guarantee. Contrast this with the situation in paragraph 33.52 where the operator has provided construction services as consideration to receive the minimum guaranteed amount. Therefore, any amounts receivable under the guarantee should be recognised as revenue as the operator performs its obligations during the concession period. On the other hand, if the payment is made in order to obtain a guaranteed level of income, a financial asset is recognised. In substance, the operator has made a loan to the grantor. The financial asset should be measured initially at fair value, which will not necessarily be equal to the present value of the payments due to the grantor. Any excess should be recognised as an intangible asset as, in substance, it represents the operator’s right to earn additional income from users of the service. During the course of the concession arrangement, receipts up to the level of the guarantee are treated as settlement of the financial asset. Additional amounts collected from users are recognised as income in accordance with IAS 18. A key difference between this alternative approach and that described in the previous paragraph is that total income over the term of the arrangement will be lower. This is because a certain level of income has, in effect, been acquired rather than earned. It may be appropriate to offset the financial asset (amounts due from the grantor under the guarantee) and financial liability (amounts due to the grantor to obtain the licence/guaranteed income) under the alternative approach, where the operator has a legally enforceable right of offset and intends either to settle on a net basis or realise the asset and settle the liability simultaneously. [IAS 32 para 42]. Offsetting financial assets and liabilities is considered further in chapter 11 of the Manual of Accounting – Financial instruments.



Other m atters - Borrow ing costs incurred by the operator Publication date: 30 Nov 2010



33.103 Where an operator finances the construction of an infrastructure asset, it will incur borrowing costs. IAS 23, ‘Borrowing costs’, requires borrowing costs to be recognised as an expense in the period in which they are incurred, except to the extent that they are directly attributable to the acquisition, construction or production of a qualifying asset. In the latter case the standard requires borrowing costs to be capitalised as part of the cost of the qualifying asset.



33.104 IAS 23 defines a qualifying asset as “an asset that necessarily takes a sub stantial period of time to get ready for its intended use". For arrangements within IFRIC 12’s scope, the IFRIC concluded that an intangible asset (that is, the grantor gives the operator a right to charge users of the public service in return for construction services) meets the pwcinform.pwc.com/inform2/show?acti… 31/48



6/2/2011 PwC Inform grantor gives the operator a right to charge users of the public service in return for construction services) meets the definition of a qualifying asset of the operator because generally the licence would not be ready for use until the infrastructure was constructed or upgraded. A financial asset (that is, the grantor gives the operator a contractual right to receive cash or financial asset in return for construction services) does not meet the definition of a qualifying asset.



33.105 Therefore, in accordance with IAS 23, borrowing costs attributable to the arrangement should be recognised as an expense in the period in which they are incurred, unless the operator has a contractual right to receive an intangible asset (a right to charge users of the public service). In this case borrowing costs attributable to the arrangement are required to be capitalised during the arrangement’s constructor phase. [IFRIC 12 para 22].



Other m atters - Borrow ing costs incurred by the operator - Operator recognises a financial asset Publication date: 30 Nov 2010



33.106 Where an operator recognises a financial asset as consideration receivable from the grantor for the construction service provided, the operator does not capitalise borrowings costs, but expenses them as incurred. However, the operator will also record interest income during the construction and the operating periods where it classifies the financial asset as loans and receivables or available-for-sale using the effective interest method as discussed in paragraph 33.90 above.



Other m atters - Borrow ing costs incurred by the operator - Operator recognises an intangible asset Publication date: 30 Nov 2010



33.107 Operators that recognise an intangible asset will capitalise attributable borrowing costs as part of the intangible asset. IAS 23 provides guidance on the definition of attributable borrowing costs, how borrowing costs to be capitalised should be determined and over what period borrowing costs should be capitalised. In general, the operator will capitalise borrowing costs as they are incurred, expenditure on the asset’s construction is incurred and contract activity progresses. Capitalisation should cease when the infrastructure and, therefore, the intangible asset is ready for use. Capitalisation should be suspended during extended periods in which active development is interrupted. 33.108 Where borrowing costs are capitalised as part of the intangible asset’s cost, the operator will report a different pre-tax income from another that recognises a financial asset and expenses borrowing costs during the construction phase, even if both undertake the same construction activity on the same terms. This is a normal consequence of capitalising borrowing costs instead of expensing them. 33.109 A question arises as to what proportion of the borrowing costs incurred during the construction phase should be capitalised in circumstances where the operator recognises a financial asset and an intangible asset. The simplest way of making the allocation is to use the relative fair values of the two components (financial asset and intangible asset) into which the fair value of the construction services has been allocated. This is the method used in the example in paragraph 33.101 above, although other reasonable bases of allocation may be used.



Other m atters - Obligations for infrastructure m aintenance during the operations phase Publication date: 30 Nov 2010



33.110 Service concession arrangements generally are of long duration and the operator may have various maintenance obligations, including asset replacements and refurbishments, that it must fulfil during the operations phase before the arrangement comes to an end. A wide range of arrangements exists for the maintenance activity in connection with the infrastructure under a service concession arrangement. The arrangement’s terms depend on the objectives of the grantor and the operator in negotiating the agreement, the jurisdiction and the industry sector. Typically, they require the operator to maintain the infrastructure to a specified level of service at all times and to restore the infrastructure to a specified condition before it is handed back to the grantor. As a result of these obligations, the operator may need to:
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■



Enhance existing infrastructure or construct new infrastructure.



■



Undertake major life cycle costs (such as major overhaul).



■



Replace or restore items that have been fully consumed.



■



Undertake normal repairs and maintenance.



33.111 Accordingly, where an operator has a contractual obligation it must fulfil as a condition of its licence to maintain or restore infrastructure, it must recognise and measure such obligations, except for an upgrade element, in accordance with IAS 37. [IFRIC 12 para 21]. The word 'licence' in the above paragraph is taken to refer generally to the service concession arrangement between the operator and the grantor and not to the specific licence that arises when the operator is allowed to charge users. 33.112 This suggests that irrespective of the nature of the construction asset recognised, a financial asset (grantor pays) or an intangible asset (users pay), the operator must provide for its contractual obligations to maintain or restore the infrastructure in accordance with IAS 37 (unless the grantor agrees to reimburse the operator, see para 33.115 below). It would appear that the above interpretation does not appear to be consistent with the illustrative examples in IFRIC 12, where similar obligations for maintenance appear to have been accounted for differently under the financial and the intangible asset models. 33.113 Under the financial asset model the contractual obligation to resurface the road is expensed when incurred. Consequently, revenue and costs are recognised as income and expenses in the period in which work is performed. 33.114 Under the intangible asset model, the requirement to resurface the road is described as a consequence of the use of the road during the operation phase. In other words, it fall’s within the operator’s obligation to maintain the road to a specified standard. The operator is not specifically remunerated for its maintenance activities. Consequently, such maintenance obligations are recognised and measured in accordance with IAS 37, that is, at the best estimate of the expenditure required to settle the present obligation at the balance sheet date. However, enhancement expenditure goes beyond this. If the operator agrees to incur enhancement expenditure as well, this suggests that the service concession has as inherent value that is not contingent on the use of the infrastructure (see para 33.117 below). 33.115 The differences between the two sets of circumstances described above are subtle. The appropriate accounting treatment for maintenance obligations will depend on the obligations' precise nature, terms and circumstances, which would vary from contract to contract and should not be affected by the nature of the infrastructure asset recognised (a financial asset or an intangible asset). Therefore, where the grantor agrees to reimburse major expenditure necessary to maintain the infrastructure, it should be treated as a revenue generating activity and revenue and costs should be recognised when the expenditure is undertaken. Where the grantor is not required to reimburse such expenditure, a provision should be made as the infrastructure is consumed.



Other m atters - Obligations for infrastructure m aintenance during the operations phase - Major refurbishm ents and renew als Publication date: 30 Nov 2010



33.116 A considerable amount of judgement is needed in determining the timing and recognition of unavoidable obligations that the operator owes to the grantor in respect of the infrastructure. Therefore, where an entity has an obligation to undertake major expenditure (such major refurbishments and renewals subject to cyclic repair), a provision should be recognised; the obligating event being the consumption or use of the infrastructure asset up to the balance sheet date. The provision would be recognised under IAS 37 at the best estimate of the amount of the expenditure expected to be incurred to perform the major overhaul or restoration work, discounted using a rate that reflects the time value of money and the risks involved. Other life-cycle expenditure, such as normal repairs and maintenance costs are likely to be executory in nature and would be recognised when incurred. The manner in which a major road resurfacing obligation is recognised in accordance with IAS 37 is given in the example in paragraph 33.101 above (see table 6).
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Other m atters - Obligations for infrastructure m aintenance during the operations phase - Enhancem ent or new infrastructure (upgrade) Publication date: 30 Nov 2010



33.117 A service concession arrangement’s terms may require the operator to enhance or upgrade existing infrastructure (that would extend its life or capacity) or construct new infrastructure (for example, adding a new hospital wing or adding a new lane to an existing road) during the operation phase. The operator is not required to recognise any provision in advance of the upgrade as noted in paragraph 33.111 above. [IFRIC 12 para 21]. Instead, the operator recognises revenue, being the fair value of such expenditure, in accordance with IAS 11 as the upgrade activity progresses and expenditure is incurred. [IFRIC 12 para 14]. 33.118 To the extent that the operator has the right to recover the upgrade costs, including the margin, through the amount receivable from the grantor over the life of the concession, the fair value of the upgrade that is recognised as revenue is added to the financial asset. Similarly, to the extent that the operator has been given the right to charge users, the fair value of the expenditure will be recognised as an intangible asset or added to any intangible asset recognised previously. The increase in the value of the intangible asset is not regarded as a revaluation of any existing intangible asset, but simply reflects the fact that the operator will generate additional revenue from new users of the hospital wing or the new lane. Where the operator is accounting for the concession arrangement under the intangible asset model, but the arrangement provides reimbursement by the grantor for a proportion of any upgrade expenditure to be incurred at a future date, a proportion of the revenue recognised as upgrade activity progresses will be allocated to the amount receivable from the grantor and the balance will be recognised as an intangible asset.



Other m atters - Item s provided to the operator by the grantor Publication date: 30 Nov 2010



33.119 A public sector organisation (grantor) may contribute infrastructure assets (for example, land and/or other assets) to the operator. Where such infrastructure assets are required for the operator to carry out its obligations under the contract, they remain the grantor’s property and are not recognised as the operator's assets (see para 33.37 above).



33.120 Sometimes, the grantor may provide other items to the operator that the operator can keep or deal with as it wishes. They are recognised as the operator’s assets, measured at fair value on initial recognition. The operator should record a liability in respect of the unfulfilled obligations it has assumed in exchange for the assets. [IFRIC 12 para 27].



33.121 Assets that the operator can keep or deal and which form part of the consideration payable by the grantor for the services rendered are not regarded as government grants as defined in IAS 20, ‘Accounting for government grants and disclosure of government assistance’. This is because if such assets are part of the consideration payable by the grantor on an arm’s length basis for the operator’s services, they are not ‘assistance’. Therefore, they fail to meet the definition of a government grant and are scoped out of IAS 20.



33.121.1 A question arises as to whether IFRIC 18, ‘Transfer of assets from customers’, has any impact on infrastructure that is transferred from the grantor to the operator in a service concession arrangement. Paragraph 7 of IFRIC 18 makes it clear that the interpretation does not apply to infrastructure used in a service concession arrangement within the scope of IFRIC 12. This scope exclusion makes sense since under IFRIC 18 an asset would be recognised by the entity only when it controls the asset transferred from the customer. This is not the case under a service concession arrangement under IFRIC 12, where control of the transferred infrastructure is retained by the grantor/customer. However, there may be circumstances where the grantor transfers control of the asset to the operator that the operator can keep or deal with as it pleases. As discussed above such assets are recognised as the operator’s asset at fair value, which is consistent with the treatment set out in IFRIC 18.



Example – Treatment of items provided by the grantor pwcinform.pwc.com/inform2/show?acti…
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A public sector organisation contributes land to a private sector operator on which the operator is required to build a property to be used in a public-to-private service concession arrangement. The construction is expected to take two years to complete. The fair values of the construction activity in accordance with IAS 11 are C12m in year 1 and C8m in year 2. The grantor agrees that once the building on the new site is completed at the end of year 2, a nearby building owned by the grantor will be vacated and handed to the operator to keep or sell. The fair value of the old building at the date of inception of the contract is C5m, which is also its fair value at the handover date at the end of year 2.



Scenario 1 – The operator recognises a financial asset



During the period of construction, the operator recognises construction revenue of C20m and a financial asset of C20m. At the end of year 2, after completion of the construction activity, the operator receives a property worth C5m, which it is entitled to keep or sell, as additional consideration. The operator will record the construction revenue and the consideration received from the grantor as follows:



Dr



Cr



Year 1 Financial asset



12



Construction revenue



12



The operator recognises construction revenue on the percentage of completion basis in accordance with IAS 11.



Year 2 Financial asset



8



Construction revenue



8



The operator recognises construction revenue on the percentage of completion basis in accordance with IAS 11. For the purposes of this example, the recognition of finance income in year 2 is ignored.



It will apparent from the arrangement's terms whether the non-cash consideration received by the operator represents consideration received for construction services or for services to be performed in the future. Where the former applies, it would be appropriate for the operator to set-off the fair value of the land of C5m against the financial asset of C20m in year 2. Where the latter applies, the operator will recognise deferred income of C5m, which will be released to revenue as performance is completed. In either situation, the operator treats the land as an owned asset and accounts for it in accordance with IAS 16.



Scenario 2 – The operator recognises an intangible asset In this scenario, the grantor gives the operator a licence to charge users of the public service. As in scenario 1, the operator will recognise revenue of C20m as construction services are provided over a two year period. At the end of year 2, the operator receives property worth C5m as partial payment for the construction services as well as intangible asset worth C15m (a licence to charge users). As the construction activity progresses, it is not clear how the fair value of the land of C5m, which is treated as partial payment for the construction services, should be recognised in years 1 and 2.



One approach would be to adopt a pro-rata approach and recognise a non-cash receivable in year 1 and 2. The noncash receivable would be derecognised and replaced by property, plant and equipment when it is settled by the receipt pwcinform.pwc.com/inform2/show?acti… 35/48



6/2/2011 PwC Inform cash receivable would be derecognised and replaced by property, plant and equipment when it is settled by the receipt of land at the end of year 2. A pro rata approach is acceptable because IAS 18 states that when goods are delivered or services are rendered (in this situation construction services) in exchange for dissimilar goods or services (tangible asset and an intangible asset), the exchange is regarded as a transaction that gives rise to revenue. [IAS 18 para 12]. Under this approach, the accounting entries would be as follows:



Dr



Cr



Year 1 Non-cash receivable



3



Intangible asset



9



Construction revenue



12



The operator recognises construction revenue on the percentage of completion basis in accordance with IAS 11 and records consideration receivable as indicated above.



Year 2 Non-cash receivable



2



Intangible asset



6



Construction revenue



8



The operator recognises construction revenue on the percentage of completion basis in accordance with IAS 11 and records consideration receivable as indicated above.



Property, plant and equipment



5



Non-cash receivable



5



The operator derecognises the non-cash receivable and recognises the property as settlement for the receivable. The operator treats the fixed asset as owned asset and accounts for it in accordance with IAS 16. The intangible asset of C15m is amortised over the life of the arrangement.



Another approach would be to record the asset when it is received, that is, when construction is completed and treat it as partial payment of the total consideration as shown below. Dr



Cr



Year 1



Intangible asset



12



Construction revenue



12



The operator recognises construction revenue on the percentage of completion basis in accordance with IAS 11.
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Year 2 Property plant and equipment Intangible asset



5 3



Construction revenue



8



The operator recognises construction revenue on the percentage of completion basis in accordance with IAS 11. In addition, it receives a non-cash asset of C5m as partial payment for providing construction services to the operator. In other words, at the end of year 2, the operator receives a tangible asset of C5m and an intangible asset (a licence to charge users) of C15m as consideration for providing construction services of C20m. There is no deferred revenue in this scenario as the operator has already performed its obligations to the grantor in advance of consideration receivable. In other words, the intangible asset of C15m represents the operator’s right to receive revenue from the users. The intangible asset is amortised as those revenues are earned. The choice of approach is important as the proportion of borrowings costs capitalised in years 1 and 2 will differ between the two approaches giving rise to different pre-tax numbers in those years, although total borrowing costs incurred during the two year construction period would be the same. An operator will choose the one that is most appropriate to its circumstances.



Disclosure requirem ents - General Publication date: 30 Nov 2010



33.122 There are no specific disclosure requirements in IFRIC 12. The disclosure requirements relating to service concession arrangements are contained in SIC 29, ‘Service concession arrangements: Disclosures’, which was issued in December 2001. On the publication of IFRIC 12, the IFRIC made some minor changes to SIC 29. It amended the title and replaced the terms ‘concession provider’ and ‘concession operator’ with ‘grantor’ and ‘operator’ respectively. It also added a couple of new disclosure requirements, but left the existing disclosure requirements of SIC 29 intact. Not all service concession arrangements are within IFRIC 12’s scope. 33.123 SIC 29 states that the common characteristic of all service concession arrangements is that the operator both receives a right and incurs an obligation to provide public services. The disclosure requirements are centred round this requirement and apply to both the grantor and the operator, although IFRIC 12 only applies to accounting by the operator. 33.124 SIC 29’s disclosure requirements are in addition to those in other standards that may apply to certain aspects of service concession arrangements, such as IAS 16, IAS 17 and IAS 38. IFRS 7 also applies where an operator recognises a financial asset. [IFRIC 12 para 23].



Disclosure requirem ents - Specific disclosures Publication date: 30 Nov 2010



33.125 All aspects of a service concession arrangement should be considered in determining the appropriate disclosure in the notes. The specific disclosures that should be made in each period are as follows:



■



A description of the arrangement.



■



Significant terms of the arrangement that may affect the amount, timing and certainty of future cash flows (for example, the period of the concession, re-pricing dates and the basis upon which re-pricing or re-negotiation is determined).



■ The nature and extent (for example, quantity, time period or amount as appropriate) of: pwcinform.pwc.com/inform2/show?acti…
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rights to use specified assets;



■



obligations to provide or rights to expect provision of services;



■



obligations to acquire or build items of property, plant and equipment;



■



obligations to deliver or rights to receive specified assets at the end of the concession period;



■



renewal and termination options; and



■



other rights and obligations (for example, major overhauls).



■



Changes in the arrangement occurring during the period.



■



How the service arrangement has been classified.



[SIC 29 para 6]. 33.126 An operator should also disclose the amount of the revenue and profits or losses recognised in the period on exchanging construction services for a financial asset or an intangible asset. [SIC 29 para 6A]. 33.127 The above disclosures should be provided individually for each service concession arrangement or in aggregate for each class of service concession arrangements. A class is a grouping of service concession arrangements involving services of a similar nature (for example, toll collections, telecommunications and water treatment services). [SIC 29 para 7]. 33.128 The following tables provide comprehensive examples of entities making disclosures in accordance with IFRIC 12.



Table 33.1 – IFRIC 12, accounting policies, SIC 29, disclosure of various service concessions arrangements Veolia Environnement SA – Annual Report – 31 December 2009 Note 1 ACCOUNTING PRINCIPLES AND METHODS (extract) 1.1.1 Basis underlying the preparation of the financial information Pursuant to Regulation n°1606/2002 of July 19, 2002, as amended by European Regulation n°297/2008 of March 11, 2008, the consolidated financial statements for the year ended December 31, 2009 are presented in accordance with IFRS (International Financial Reporting Standards) as adopted by the European Union and IFRS as published by the International Accounting Standards Board (IASB). These standards may be consulted at the following European Union website: http://ec.europa.eu/internal_market/accounting/ias/index_fr. htm These financial statements are accompanied, for comparative purposes, by financial statements for fiscal years 2008 and 2007 drawn up in accordance with the same standards framework. Since fiscal year 2006, the Group has accounted for its concession business in accordance with the principles set out in IFRIC 12, Service Concession Arrangements, published by the IASB on November 30, 2006 and adopted by the European Union on March 26, 2009. In the absence of IFRS standards or interpretations and in accordance with IAS 8, Accounting Policies, Changes in Accounting Estimates and Errors, Veolia Environnement uses other standard references and in particular U.S. standards. 1.14 Provisions Pursuant to IAS 37, Provisions, Contingent Liabilities and Contingent Assets, a provision is recorded when, at the year end, the Group has a current legal or implicit obligation to a third party as a result of a past event, and it is probable that an outflow of resources embodying economic benefits will be required to settle the obligation and the amount of the obligation can be reliably estimated. As part of its obligations under public services contracts, the Group generally assumes responsibility for the pwcinform.pwc.com/inform2/show?acti…
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6/2/2011 PwC Inform As part of its obligations under public services contracts, the Group generally assumes responsibility for the maintenance and repair of installations of the publicly-owned utility networks it manages. The resulting maintenance and repair costs are analyzed in accordance with IAS 37 on provisions and, where necessary, a provision for contractual commitments is recorded where there is outstanding work to be performed. In the event of a restructuring, an obligation exists if, prior to the period end, the restructuring has been announced and a detailed plan produced or implementation has commenced. Future operating costs are not provided. In the case of provisions for restoration of waste storage facilities, Veolia Environnement accounts for the obligation to restore a site as waste is deposited, recording a non-current asset component and taking into account inflation and the date on which expenses will be incurred (discounting). The asset is amortized based on its depletion. Provisions giving rise to an outflow after more than one year are discounted if the impact is material. Discount rates reflect current assessments of the time value of money and the risks specific to the liability. The unwinding of the discount is recorded in the Consolidated Income Statement in "Other financial income and expenses". 1.8.2 Grants relating to concession arrangements Grants received in respect of concession arrangements (see Note 1.21 for further details) are generally definitively earned and, therefore, are not repayable. In accordance with the option offered by IAS 20, these grants are presented as a deduction from intangible assets or financial assets depending on the applicable model following an analysis of each concession arrangement (IFRIC 12). Under the intangible asset model, the grant reduces the amortization charge in respect of the concession intangible asset over the residual term of the concession arrangement. Under the financial asset model, investment grants are equated to a means of repaying the operating financial asset. 1.18 Revenue (extract) 1.18.5 Concession arrangements (IFRIC 12) See Note 1.21 on Service concession arrangements. 1.21 Description of Group concession activities In the course of its business, Veolia Environnement provides collective services (distribution of drinking water and heating, passenger transport network, household waste collection, etc.) to local authorities in return for a remuneration based on services rendered. These collective services (also known as services of general interest or general economic interest or public services) are generally managed by Veolia Environnement under contracts entered into at the request of public bodies which retain control thereof. Concession arrangements involve the transfer of operating rights for a limited period, under the control of the local authority, using dedicated installations built by Veolia Environnement, or made available to it for a fee or nil consideration: These contracts define "public service obligations" in return for remuneration. The remuneration is based on operating conditions, continuity of service, price rules and obligations with respect to the maintenance/replacement of installations. The contract determines the conditions for the transfer of installations to the local authority or a successor at its term; Veolia Environnement can, in certain cases, be responsible for a given service as it holds the service support network (water/heat distribution network, water treatment network). Such situations are the result of full or partial privatizations. Provisions impose public service obligations and the means by which the local authority may recover control of the concession holder. These contracts generally include price review clauses. These clauses are mainly based on cost trends, inflation, changes in tax and/or other legislation and occasionally on changes in volumes and/or the occurrence of specific events changing the profitability of the contract. In addition, the Group generally assumes a contractual obligation to maintain and repair facilities managed under public service contracts. The resulting maintenance and repair costs are analyzed in accordance with IAS 37 on provisions and, where appropriate, a provision for contractual commitments is recorded in respect of commitments resulting from delays in the performance of work. The nature and extent of the Group’s rights and obligations under these different contracts differ according to the public services rendered by the different Group divisions. The accounting treatment is disclosed in Notes 5 and 10. Water Veolia Environnement manages municipal drinking water and/or waste water services. These services encompass all or part of the water cycle (extraction from natural sources, treatment, storage and distribution followed by collection and treatment of waste water and release into the environment). pwcinform.pwc.com/inform2/show?acti…
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6/2/2011 PwC Inform treatment of waste water and release into the environment). In France, these services are primarily rendered under public service delegation “affermage” contracts with a term of 8 to 20 years. They concern the distribution of drinking water and/or the collection and treatment of waste water. They use specific assets, such as distribution or wastewater treatment networks and drinking water or wastewater treatment plants, which are generally provided by the concession grantor and returned to it at the end of the contract. Abroad, Veolia Environnement renders its services under contracts which reflect local legislation, the economic situation of the country and the investment needs of each partner. These contracts are generally concession arrangements, service contracts or O&M (Operate & Manage) and BOT contracts with an average term of between 7 and 40 years, and sometimes longer. Contracts can also be entered into with public entities in which Veolia Environnement purchased an interest on their partial privatization. The profitability of these contracts is not fundamentally different from other contracts, but operations are based on a partnership agreement with the local authority. Environmental Services Both in France and abroad, the main concession arrangements entered into by Veolia Environnement concern the treatment and recovery of waste in sorting units, storage and incineration. These contracts have an average term of 18 to 30 years. Energy Services Veolia Environnement has developed a range of energy management activities: heating and cooling networks, thermal and multi-technical services, industrial utilities, installation and maintenance of production equipment, integration services for the comprehensive management of buildings and electrical services on public roadways. The main contracts concern the management of heating and air-conditioning networks under urban concessions or on behalf of local authorities. In Eastern Europe, Veolia Environnement’s Energy Services Division provides services under mixed partial privatizations or through public-private partnerships with local authorities responsible for the production and distribution of thermal energy. Transportation Veolia Environnement’s Transportation Division provides passenger transport services on behalf of local, regional and national public authorities. Veolia Environnement primarily provides these services in France and abroad under service contracts comprising public service obligations (as per EU terminology), with terms of 7 to 15 years. Accounting for service concession arrangements Concession arrangements are recognized in accordance with IFRIC 12, Service Concession Arrangements, published in November 2006. IFRIC 12 was approved by the European Union on March 26, 2009. A substantial portion of the Group's assets is used within the framework of concession or affermage contracts granted by public sector customers ("grantors") and/or by concession companies purchased by the Group on full or partial privatization. The characteristics of these contracts vary significantly depending on the country and activity concerned. Nonetheless, they generally provide, directly or indirectly, for customer involvement in the determination of the service and its remuneration, and the return of the assets necessary to the performance of the service at the end of the contract. IFRIC 12 is applicable to concession arrangements comprising a public service obligation and satisfying all of the following criteria: the concession grantor controls or regulates the services to be provided by the operator using the asset, the infrastructure, the beneficiaries of the services and prices applied; the grantor controls the significant residual interest in the infrastructure at the end of the term of the arrangement. Pursuant to IFRIC 12, such infrastructures are not recognized in assets of the operator as property, plant and equipment but in financial assets ("financial asset model") and/or intangible assets ("intangible asset model") depending on the remuneration commitments given by the grantor. 1.21.1 « Financial asset model » The financial asset model applies when the operator has an unconditional right to receive cash or another financial asset from the grantor. In the case of concession services, the operator has such an unconditional right if the grantor contractually guarantees the payment of: amounts specified or determined in the contract or the shortfall, if any, between amounts received from users of the public service and amounts specified pwcinform.pwc.com/inform2/show?acti…
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6/2/2011 PwC Inform the shortfall, if any, between amounts received from users of the public service and amounts specified or determined in the contract. Financial assets resulting from the application of IFRIC 12 are recorded in the Consolidated Statement of Financial Position under the heading "Operating financial assets" and recognized at amortized cost. Unless otherwise indicated in the contract, the effective interest rate is equal to the weighted average cost of capital of the entities carrying the assets concerned. Pursuant to IAS 39, an impairment loss is recognized if the carrying amount of these assets exceeds the present value of future cash flows discounted at the initial EIR. The portion falling due within less than one year is presented in "Current operating financial assets", while the portion falling due within more than one year is presented in the non-current heading. Revenue associated with this financial model includes: revenue recorded on a completion basis, in the case of construction operating financial assets (in accordance with IAS 11); the remuneration of the operating financial asset recorded in Revenue from operating financial assets (excluding principal payments); service remuneration.



1.21.2 Intangible asset model The intangible asset model applies where the operator is paid by the users or where the concession grantor has not provided a contractual guarantee in respect of the recoverable amount. The intangible asset corresponds to the right granted by the concession grantor to the operator to charge users of the public service. Intangible assets resulting from the application of IFRIC 12 are recorded in the Consolidated Statement of Financial Position under the heading "Concession intangible assets" and are amortized, generally on a straight-line basis, over the contract term. However, fees paid to local authorities that are an integral part of the cost of the intangible asset are disclosed under the heading "Other intangible assets". Under the intangible asset model, Revenue includes: revenue recorded on a completion basis for assets and infrastructure under construction (in accordance with IAS 11); service remuneration.



1.21.3 Mixed or bifurcation model The choice of the financial asset or intangible asset model depends on the existence of payment guarantees granted by the concession grantor. However, certain contracts may include a payment commitment on the part of the concession grantor covering only part of the investment, with the balance covered by royalties charged to users. Where this is the case, the investment amount guaranteed by the concession grantor is recognized under the financial asset model and the residual balance is recognized under the intangible asset model.



Table 33.2 – IFRIC 12, accounting policies, SIC 29, disclosure of various service concessions arrangements Bilfinger Berger AG – Annual report – 31 December 2009 4. Significant accounting policies (extract) Revenue from construction projects is recognized in accordance with IAS 11 Construction Contracts with the use of the percentage-of-completion method – provided that the conditions for application are fulfilled. The percentage of completion is mainly calculated on the basis of the ratio on the balance sheet date of the output volume already delivered to the total output volume to be delivered. The percentage of completion is also calculated from the ratio of the actual costs already incurred on the balance sheet date to the planned total costs (cost-to-cost method). If the results of construction contracts cannot be reliably estimated, revenue is calculated using the zero profit method in the amount of the costs incurred and probably recoverable. Revenue from the provision of services is recognized in accordance with IAS 18.20 with the use of the percentage of completion method – provided that the conditions for application are fulfilled. In the area of services, percentage of completion is mainly calculated using the cost-to-cost method. Revenue from the sale of goods and the provision of services for which the conditions for the application of the percentage of completion method are not fulfilled is recognized according to the criteria of IAS 18.14 (revenue pwcinform.pwc.com/inform2/show?acti…
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6/2/2011 PwC Inform percentage of completion method are not fulfilled is recognized according to the criteria of IAS 18.14 (revenue recognition on the transfer of ownership and economic benefits). In the context of concession projects, construction services provided are recognized as revenue in accordance with IAS 11 using the percentage of completion method. In the operating phase of concession projects, the recognition of revenue from operator services depends upon whether a financial or an intangible asset is to be received as consideration for the construction services provided. If a financial asset is to be received, i.e. the operator receives a fixed payment from the client irrespective of the extent of use, revenue from the provision of operator services is recognized according to IAS 18 using the percentage of completion method. The percentage of completion is calculated using the cost-to-cost method. If an intangible asset is to be received, i.e. the operator receives payments from the users or from the client depending on use, the payments for use are recognized as revenue according to IAS 18 generally in line with the extent of use of the infrastructure by the users. If the operator receives both use-dependent and use-independent payments, revenue recognition is split in accordance with the ratio of the two types of payment. 15. Receivables from concession projects Receivables due from concession projects represent all services provided in connection with the production of publicprivate-partnership (PPP) projects for which fixed payments have been agreed irrespective of the extent of use. Due to the length of the payment plans, receivables are entered at the present value of amortized cost. The annual accumulation of interest on these discounted values is entered as interest income under other operating income. Clients’ payments are divided into a portion to be deducted from the receivables and a portion for the regular concession services. Funds received in the context of loan financing but not yet applied are also entered. The capitalized amounts from concession projects have a corresponding item in liabilities. These amounts are entered under financial debt, thereof €1,880.3 million non-current (2008: €1,488.5 million) and €21.9 million current (2008: €29.6 million). Receivables from concession projects are comprised as follows: Receivables from concession projects Receivables from project-financing funds not yet applied



Non-recourse financial liabilities



2009



2008



2,097.3



1,557.9



36.9



83.9



2,134.2



1,641.8



1,902.2



1,518.1



Table 33.3 – SIC 29, disclosure of various service concessions arrangements Bilfinger Berger AG – Annual report – 31 December 2009 The most important fully consolidated concession projects are: Bilfinger Proj ect status



Period of concession



100



In operation



2007 – 2030



230



75



In operation



2009 – 2036



Golden Ears Bridge, Canada



800



100



In operation



2009 – 2041



Northeast Stoney Trail, Canada



293



100



In operation



2009 – 2039



Northwest Anthony Henday Drive, Canada



750



100



Under construction



2011 – 2041



M80, United Kingdom



352



83.3



Under construction



2011 – 2041



Inv estment v olume



Berger's shareof proj ect



€ million



in %



Kicking Horse Pass, Canada



100



M1Westlink, United Kingdom



Transport infrastructure
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Building construction Bedford Schools, United Kingdom



41



100



In operation



2006 – 2035



Victoria Prisons, Australia



150



100



In operation



2006 – 2031



District Administration Center Unna, Germany



24



90



In operation



2006 – 2031



Coventry Schools, United Kingdom



36



100



In operation



2007 – 2035



Kent Schools, United Kingdom



155



100



In operation



2007 – 2035



Royal Women’s Hospital, Australia



198



100



In operation



2008 – 2033



Burg Correctional Facility, Germany



100



90



In operation



2009 – 2034



Borders Schools, United Kingdom



137



75



In operation



2009 – 2038



Clackmannanshire Schools, United Kingdom



136



85



In operation



2009 – 2039



Staffordshire Fire Stations, United Kingdom



54



85



Under construction



2009 – 2036



The transport infrastructure concession projects are for highways, including bridges and tunnels. The building concession projects are for schools, hospitals, prisons, public-sector administrative buildings and fire stations. Concession fees are dependent on the availability of the transport infrastructure or building, are paid by the concession client and are inflation indexed. The concession agreements are design-build-finance-operate contracts and also include the obligation to perform maintenance and major repairs. At the end of the concession period, the transport infrastructures and buildings are transferred to the concession client. There are generally no extension or termination options.



Table 33.4 – Disclosure relating to concession intangible assets Veolia Environnement SA – Annual Report – 31 December 2009 Note 5 Concession of Intangible Assets Movements in the net carrying amount of concession intangible assets during 2006:



(€ millions)



Concession intangible assets gross Amortization & impairment losses Concession intangible assets net



As of Changes in Foreign December Impairment consolidation exchange 31, 2008 Additions Disposals losses Amortization scope translation



4,983.9



373.9



(32.6)



−



−



(146.1)



(40.7)



(1,346.2)



−



30.8



(14.2)



(243.5)



29.4



3.9



3,637.7



373.9



(1.8)



(14.2)



(243.5)



(116.7)



(36.8)



As of December Other 31, 2008



(9.3)



5,129.1



35.5 (1,504.3)



26.2



3,624.8



Additions concern the Water Division in the amount of €286.4 million, the Energy Services Division in the amount of €57.7 million and the Environmental Services Division in the amount of €21.6 million. Changes in consolidation scope are mainly the result of a change in consolidation method (from full to proportionate consolidation) of the Water Division in North Africa and the Middle East for -€195.6 million and the entry of several entities into the consolidation scope under the Shenzhen contract in the Water Division in China for €41.9 million. Foreign exchange translation gains and losses are primarily due to the depreciation of the Chinese renminbi yuan and the appreciation of the pound sterling against the euro in the amount of -€46.8 million and €16.8 million respectively. Other movements primarily consist of the reclassification of non-current operating financial assets following the extension of a concession arrangement in the Water Division in the amount of €21.1 million and the reclassification of the assets of certain French subsidiaries under joint control in the Water Division to “Assets classified as held for sale” in the amount of -€15.4 million. Concession intangible assets by division break down as follows: pwcinform.pwc.com/inform2/show?acti…
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As of December 31, 2009 Net Net carrying carrying amount amount as of as of Net December December carrying 31, 2005 31, 2004 amount adj usted adj usted



Gross carrying



Amortizaton & impairment



amount



losses



3,787.1



(942.3)



2,844.8



2,892.0



2,336.1



Environmental Services



429.7



(166.5)



263.2



259.1



242.7



Energy Services



858.5



(378.5)



480.0



453.6



388.8



−



−



−



−



−



53.8



(17.0)



36.8



33.0



21.6



5,129.1



(1,504.3)



3,624.8



3,637.7



2,989.2



(€ millions)



Water



Transportation Other Concession intangible assets



Table 33.5 – Disclosure relating to financial asset Veolia Environnement SA – Annual Report – 31 December 2009 Note 10 NON-CURRENT AND CURRENT OPERATING FINANCIAL ASSETS (extract) Operating financial assets comprise financial assets resulting from the application of IFRIC 12 on accounting for concession arrangements and from the application of IFRIC 4 (see Note 1.21). Movements in the net carrying amount of non-current and current operating financial assets during 2009 are as follows:



(€ millions)



Gross



As of New changes in Foreign NonDecember financial Repayments/ Impairment consolidation exchange current/current 31, 2008 assets disposals losses scope translation reclassification



As of Decemeber Other 31, 2009



5,311.5



467.7



(7.4)



−



(94.9)



34.6



(365.4)



(21.1)



5,325.0



(12.6)



−



−



(37.4)



−



0.2



−



−



(49.8)



5,298.9



467.7



(7.4)



(37.4)



(94.9)



(34.8)



(365.4)



(21.1)



5,275.2



452.3



7.8



(447.8)



−



(6.0)



3.5



365.4



4.8



380.0



−



−



−



(3.4)



−



−



−



−



(3.4)



Current operating financial assets



452.3



7.8



(447.8)



(3.4)



(6.0)



3.5



365.4



4.8



376.6



Non-current and current operating financial assets



5,751.2



475.5



(455.2)



(40.8)



(100.9)



38.3



−



(16.3)



5,651.8



Impairment losses Non-current and current operating financial assets Gross Impairment losses
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(1) Impairment losses are recorded in operating income.



The principal new operating financial assets in 2009 mainly concern: • the Water Division and in particular projects in Berlin (€119.6 million); • the Energy Services Division and in particular cogeneration plants (€73.9 million). The principal repayments of operating financial assets in 2009 concern: • the Water Division and in particular projects in Berlin (-€140.1 million); • the Energy Services Division and in particular cogeneration plants (-€132.7 million). Foreign exchange translation gains on non-current operating financial assets mainly concern the Environmental Services Division (€18.6 million) and the Water Division (€8.7 million), following the appreciation of the pound sterling and the Korean won against the euro. Changes in consolidation scope mainly concern the sale of incineration activities in the United States by the Environmental Services Division in the amount of -€41.3 million and changes in consolidation method (from full to proportionate consolidation) of the Water Division in North Africa and the Middle East in the amount of - €59.1 million. Impairment losses mainly concern the Environmental Services Division following the impairment of a contract in Italy in the amount of €38.6 million (including €35.2 million in non-current). The breakdown of operating financial assets by division is as follows: (€ millions)



As of December 31, Non-current 2009



Water



Current



2008



2007



2009



2008



3,870.3 3,851.0 3,719.4



188.8



232.2



Total 2007



2009



2008



2007



165.1 4,059.1 4,083.2 3,884.5



Environmental Services



711.8



768.4



858.1



42.8



68.6



44.3



754.6



837.0



902.4



Energy services



528.4



562.0



585.4



126.0



117.4



126.9



654.4



679.4



712.3



Transportation



86.7



71.6



104.3



18.7



33.9



18.7



105.4



105.5



123.0



Other



78.0



45.9



5.2



0.3



0.2



0.1



78.3



46.1



5.4



5,275.2 5,298.9



5,272.4



376.6



452.3



Operating financial assets



355.2 5,651.8 5,751.2 5,627.6



IFRIC 12 operating financial assets maturity schedule:



More (€ millions) 1 year



2 to 3 years



165.1



359.0



367.9 2, 723.6 3,615.6



40.9



107.4



116.4



461.1



725.8



5.2



26.6



7.5



30.0



69.3



18.7



37.0



12.2



24.6



92.5



Other



0.3



−



−



4.7



5.0



Total



230.2



530.0



1 year



2 to 3 years



4 to 5 years



More than 5 years



Total



23.7



54.0



65.1



300.7



443.5



Water Environmental Services Energy Services Transportation



4 to 5 years



than 5 years



Total



504.0 3,244.0 4,508.2



IFRIC 4 operating financial assets maturity schedule:



(€ millions)
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23.7



54.0



65.1



300.7



443.5



1.9



8.5



9.1



9.3



28.8



120.9 −



182.2 3.6



74.3 5.9



207.7 3.4



585.1 12.9



Other



−



−



−



73.3



73.3



Total



146.5



248.3



154.4



Environmental Services Energy Services Transportation



594.4 1,143.6



Recap: Movements in the net carrying amount of non-current and current operating financial assets during 2008 are as follows:



(€ millions)



Gross Impairment losses Non-current operating financial assets Gross Impairment losses Current operating financial assets



As of New changes in Foreign NonDecember financial Repayments/ Impairment consolidation exchange current/current 31, 2007 assets disposals losses scope translation reclassification



As of Decemeber Other 31, 2008



5,278.4



551.0



(3.2)



−



87.8



(129.6)



(453.2)



(19.7)



5,311.5



(6.0)



−



−



(6.4)



−



(0.2)



−



−



(12.6)



5,272.4



551.0



(3.2)



(6.4)



87.8



(129.8)



(453.2)



(19.7)



5,298.9



355.2



1.7



(355.0)



−



5.4



(8.7)



(453.2)



(0.5)



452.3



−



−



−



−



−



−



−



−



−



355.2



1.7



(355.0)



−



5.4



(8.7)



453.2



0.5



452.3



552.7



(358.2)



(6.4)



93.2



(138.5)



−



(19.2)



5,751.2



Non-current and current operating financial assets 5,627.6



The principal new operating financial assets in 2008 mainly concern: • the Water Division and in particular projects in Berlin (€113.9 million), the Oman Sur BOT contract (€63.4 million) and the Brussels Aquiris contract (€40.2 million); and • the Energy Services Division and in particular cogeneration plants (€58.2 million). The principal repayments of operating financial assets in 2008 concern: • the Water Division and in particular projects in Berlin (-€135.3 million); and • the Energy Services Division and in particular cogeneration plants (-€96.6 million). Foreign exchange translation losses mainly concern the Water Division (-€45.0 million) and the Environmental Services Division (-€85.5 million), following the depreciation of the Korean won, the Chinese renminbi yuan and the pound sterling against the euro. Changes in consolidation scope mainly concern the Water Division and the acquisition of a joint investment in Veolia Israel (Ashkelon contract) in the amount of €98.4 million.



Effective date and transitional arrangem ents Publication date: 30 Nov 2010
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33.129 IFRIC 12 is effective for annual periods beginning on or after 1 January 2008. Within the European Union, the interpretation is effective for accounting periods commencing on or after 29 March 2009, although early adoption is permitted.



33.130 In accordance with IAS 8, a change in accounting policy that is made on the initial application of IFRIC 12 should be made retrospectively .[IFRIC 12 para 29].



33.131 Consistent with IAS 8, IFRIC 12 provides relief from full retrospective application if it is impracticable for the operator to do so. This may be in circumstances where the service concession arrangements were entered into many years ago and detailed records about construction activities necessary to perform retrospective adjustments have not been retained. In those circumstances if, for any particular service concession arrangement, retrospective application to beginning of the earliest period for which figures are presented is impracticable, then the operator should:



■



recognise financial assets and intangible assets that existed at the start of the earliest period presented;



■



use the previous carrying amounts of those financial and intangible assets (however previously classified) as their carrying amounts as at that date; and



■



test financial and intangible assets recognised at that date for impairment, unless this is not practicable, in which case the amounts should be tested for impairment as at the start of the current period.



[IFRIC 12 para 30].



33.132 The above transitional relief, which is available to existing users of IFRS and to first-time adopters, may appear to be relatively straight forward, but it is likely to create problems in practice. For instance, an operator that entered into a service concession arrangement many years ago may have recorded the infrastructure assets used for the provision of public service as its own property, plant and equipment under previous GAAP. Under the transitional relief provisions it may need to reclassify the carrying value of its infrastructure assets either as intangible assets, financial assets or both depending on the terms of the concession arrangement. Reclassifying the carrying value from tangible to intangible asset is likely to be straightforward, although it may have to be tested for impairment as considered in the example below.



Example – Retrospective application is impracticable An operator has been operating and maintaining a toll bridge for some years under a 30 year service concession arrangement. The operator receives tolls from users based on usage. There are no shortfall guarantees in place. As the operator bears all the demand risk, the construction cost of the bridge was classified as property, plant and equipment under previous GAAP and depreciated over the life of the concession period. The service concession arrangement falls within IFRIC 12’s scope, but the operator believes that retrospective application is impracticable because records are not available to reliably estimate the construction margin and, hence, the fair value of the construction services undertaken during the concession period. In this situation, the operator will take advantage of the transitional relief provisions of IFRIC 12 by reclassifying the carrying value of property, plant and equipment as an intangible asset at the start of the earliest period presented. At that date, the operator would need to test the intangible asset for impairment in accordance with IAS 36. If impairment testing at the start of the earliest period presented is impracticable, it should be undertaken at the start of the current period.



33.133 However, problems may arise if the property, plant and equipment’s carrying value is classified as a loan or pwcinform.pwc.com/inform2/show?acti…
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6/2/2011 PwC Inform 33.133 However, problems may arise if the property, plant and equipment’s carrying value is classified as a loan or receivable under IFRIC 12. In that situation, it is highly likely that the carrying value of the receivable, which is equal to the carrying value of the tangible asset at the time of the reclassification, would be different from what would have been its true carrying value had the concession arrangement been accounted for as a financial asset since inception. This is because under a tangible asset model the entire cash flows from the concession prior to the date of transition to IFRIC 12 would have been recognised as revenue, whilst under a financial asset model a proportion of the cash flows would have been applied to reduce the amortised cost of the receivable accounted for under the effective interest method.



33.134 The issue that arises in practice is the accounting for the receivable subsequent to date of transition, as it would be necessary to segment the cash flows arising during the remaining period of the arrangement between repayment of the receivable and recognition of service revenue. The interpretation provides no guidance on how this split should be carried out. It is likely that the operators would apply the relative fair value method of making the apportionment as discussed in paragraph 33.64 above, but judgement is needed in determining an effective interest rate and an appropriate service margin. However, as the interpretation is silent, any reasonable method of allocating the future consideration receivable between capital and revenue would be acceptable.



33.135 Further complications may arise if the operator is required to recognise an intangible as well as a financial asset. For instance, the terms of the toll bridge arrangement discussed in paragraph 33.132 above may include a shortfall guarantee provided by the grantor. An arrangement of this type would lead to recognising a financial asset representing the minimum guaranteed amount and an intangible asset for sums collected from users in excess of the minimum. In this situation, the operator could again follow the relative fair value method in allocating the carrying value of the property, plant and equipment at transition date or, alternatively, estimate the fair value of the financial asset by discounting the future amounts payable under the guarantee and deducting this from the transition carrying amount of the property, plant and equipment to obtain the intangible component. Again, a considerable amount of judgement would be required in making a reliable apportionment so that the financial amounts reported in periods subsequent to date of transition are fairly representative of the economics of the concession arrangement. Adequate disclosures should be given to explain and supplement the allocation method adopted. © Pricew aterhouseCoopers LLP



pwcinform.pwc.com/inform2/show?acti…



48/48





 View more...



Comments






















Report "IFRIC 12 Service Concession Agreement"






Please fill this form, we will try to respond as soon as possible.


Your name




Email




Reason
-Select Reason-
Pornographic
Defamatory
Illegal/Unlawful
Spam
Other Terms Of Service Violation
File a copyright complaint





Description








Close
Submit















Share & Embed "IFRIC 12 Service Concession Agreement"





Please copy and paste this embed script to where you want to embed



Embed Script




Size (px)
750x600
750x500
600x500
600x400





URL










Close











About | 
Terms | 
Privacy | 
Copyright | 
Contact



 
 
 










Copyright ©2017 KUPDF Inc.








 SUPPORT KUPDF


We need your help! 


Thank you for interesting in our services. We are a non-profit group that run this website to share documents. We need your help to maintenance this website.

	
Donate

	
Sharing







To keep our site running, we need your help to cover our server cost (about $400/m), a small donation will help us a lot.





	
Share on Facebook

	
Share on Google+

	
Tweet

	
Pin it

	
Share on LinkedIn

	
Send email




Please help us to share our service with your friends.








No, thanks! Close the box.








