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1. Background and Scope  

1.1 Background 

Equipment for public services (roads, bridges, tunnels, prisons, hospitals, airports, water 

distribution facilities, energy supply and telecommunication networks, etc.) is generally 

constructed, operated and maintained by public entities using public funding. However, 

the government has introduced schemes for private sector participation in the construction, 

development, financing, operation and maintenance of such equipment, which may 

already exist, or be constructed or acquired. These contracts may be described as public 

service contracts involving a public entity and an independent operator. 

In a letter dated the 6th October 2009, the Public Finances General Directorate (“DGFiP”) 

and the Budget Directorate referred the issue of the accounting treatment of public service 

contracts involving a public entity and an independent operator to the Public Sector 

Accounting Standards Council. 

This referral occurred in parallel to the work carried out on the same subject by the 

international standard setter, the IPSAS Board1, which has recently published the standard 

IPSAS 32 “Service concession arrangements: grantor”. 

1.2 Scope 

1.2.1 Approach Adopted 

The Council ruled out the approach of including automatically in the scope of the Opinion 

certain types of contract defined by French legislation or case law. This decision reflects 

the difficulty of drawing up an exhaustive list of contract types, on the one hand, and the 

fact that many contracts are of a mixed nature, on the other hand. For example, certain 

concession arrangements make the grantor responsible for financing, like in a public-

private partnership, but unlike the latter sometimes allow the public equipment constructed 

by the operator to be used by the latter to carry out an ancillary activity. 

The Council therefore chose to base the scope of the Opinion on contractual 

characteristics without necessarily referring to specific types of legal arrangement. 

                                                      
1 IPSAS Board : International Public Sector Accounting Standards Board 
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The opinion applies to contracts between a public entity and an independent operator in 

which the public entity controls the public service which the independent operator 

provides using the equipment defined in the contract. 

1.2.2 Principal Contracts Included in the Scope  

Although specific legal arrangements are not targeted by the scope of the Opinion, the 

latter includes, subject to the terms of the relevant contracts, partnerships contracts 

(“Contrats de partenariat”) 2 and delegations of public service3, in particular concession 

contracts (“Concessions”). 

Certain contracts or groups of contracts, for example relating to hospitals, are similar to 

partnership contracts as defined in the Order; these contracts or groups of contracts are in 

this case subject to the accounting requirements of the Opinion. 

                                                      
2 The partnership contract is defined by article 1 of the Order of the 17th June 2004 amended by Law n° 
2008-735 of the 28th July 2008 as follows :  
“ I. ―A partnership contract is an administrative contract under which the State or a State-run entity 
entrusts to a third party, for a period set according to investment amortization or agreed financing terms, a 
comprehensive project related to the funding, construction or conversion, upkeep, maintenance, operation 
or management of works, equipment or intangible assets necessary to provide a public service.  It may also 
have as its object all or a part of the design of such works, equipment or intangible assets as well as the 
provision of services for which the public body is responsible under its public sector mission.  
II. ― The co-contracting party of the public body shall assume the operational responsibility for the works 
to be carried out. 
It may be assigned, with its consent, all or a part of the contracts executed by the public body in fulfilling its 
public sector mission. 
The co-contracting party shall receive payment from the public body throughout the term of the contract. 
Payment shall be tied to performance objectives assigned to the co-contracting party (…)”. 
 
3 The delegation of public services is defined, as far as the Central Government is concerned, by article 38 of 
Law n° 93-122 of the 29th January 1993 relating to the prevention of corruption and to transparency in 
economic life and public procedures, in the so-called “Sapin Law”. This definition was codified in article L. 
1411-1 sub-paragraph 1 of the General Code for Local Authorities which defines a delegation of public 
services as “a contract in which a corporate public entity entrusts the management of a public service for 
which it is responsible to a delegatee which may be either a private or public entity, in exchange for 
compensation  which is substantially linked to the operating results of the public service. The delegatee may 
be responsible for the construction or acquisition of the assets necessary to provide the service”. 
A service concession arrangement is one of the main types of contract used for the delegation of public 
services. According to doctrine, a service concession arrangement is defined as “a contract in which a public 
sector entity (the grantor) entrusts public works and/or the provision of a public service to a corporate entity 
(the operator), generally from the private sector, at the latter’s own risk and for a defined period, which is 
generally long, in exchange for the right to charge the users of the public service a fee.” 
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2. Recognition of the Equipment 

2.1 General Principle 

International accounting principles applicable to both public and private entities, the 

General Chart of Accounts and the Manual of Central Government Accounting Standards 

define control over an asset as the balance sheet recognition criterion. This recognition 

criterion has been adopted by the Council in this Opinion.  

This recognition criterion for an asset also appears in local government accounting and 

budget standards, whilst the orders published in December 20104 set out the new 

accounting rules for fixed assets acquired via a partnership contract. 

Moreover it should be noted that under international accounting standards and the General 

Chart of Accounts recognition of an asset is subject to the condition that its cost can be 

determined reliably. This condition of reliability is not explicitly required in the current 

version of the Manual of Central Government Accounting Standards. For contracts within 

the scope where the equipment is constructed by the public entity itself, the condition of 

reliability is easily met. 

For those contracts within the scope of the Opinion where the equipment is constructed by 

the operator, the terms of the contract may enable the cost to be determined or, otherwise 

using the accounting information provided by the operator. Where there is no information 

in the contract, or the information provided by the operator is insufficient, this may 

prevent a reliable estimation of the cost of the equipment from being made and therefore 

prevent recognition by the public entity. Thus, where the cost of the equipment cannot be 

reliably determined, recognition is postponed until the public entity is able to measure the 

cost reliably. 

The risks and rewards approach, as a criterion for recognition, was also examined but not 

chosen as the main approach, because the level of risks and rewards can vary over time 

depending on whether the project is in the construction or the operating phase. In any case, 

these two approaches are not contradictory. It is true that the transfer of risks and rewards 

to a third party can be considered as one of the elements for determining control. 

                                                      
4 See annual orders updating budgetary and accounting instructions M 4 applicable to local public services 
of an industrial and commercial character, M 14 applicable to “communes” and communal and inter-
communal public establishments of an administrative character, M 52 applicable to “départements” and 
M 71 applicable to regions, published in the Official Journal of the 23rd December 2010. 
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2.2 Control Criteria 

Standard 6 of the Manual of Central Government Accounting Standards “Tangible Assets” 

defines control criteria. The control criteria for equipment relating to contracts within the 

scope of the Opinion are as follows: 

- Control over the conditions of use of the equipment; 

- Control over the service potential and/or economic benefits derived from that use. 

2.3 Indicators of Control 

The rights which the public entity exercises over the equipment and the corresponding 

obligations which it has to assume determine whether the control criteria are met. In order 

to ascertain whether the public entity meets the two control criteria set out in 2.2 above, 

the Council has defined the following indicators. 

A/ The inability of the independent operator to sell or pledge the equipment. 

This situation is an indicator that the public entity could exercise control over the 

equipment.  

The fact that the independent operator is entitled to pledge the equipment is not proof in 

itself that the operator controls it, in particular if the guarantee is given for a limited 

period, with the consent of the public entity and does not impede the transfer of the asset 

to the public entity at the term of the contract. 

B/ The occupation of public property. 

The fact that the equipment is situated on public property is an indicator that suggests that 

the public entity controls the equipment. 

C/ The public entity specifies the characteristics of the equipment. 

If the public entity is able to impose the essential characteristics of the equipment on the 

independent operator in charge of its construction, it is an indication that that the public 

entity may control the equipment. 

D/ The conditions of management of the public service are mainly specified by the 
public entity. 

If, under the terms of the contract, the independent operator has limited influence over the 

way in which the public service is managed, and if he is acting only on behalf of the 

public entity, there is a presumption that the public entity controls the equipment. 
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Where the contact stipulates that the independent operator is responsible for services in 

respect of the equipment, such as construction and maintenance, and that the operator’s 

remuneration is only related to these services and that the operator has no role or only a 

marginal role in the management of the public service rendered by the equipment, these 

circumstances indicate with more certainty than when the operator is involved in the 

management of the public service, that the equipment is controlled by the public entity. 

E/ The regulation of the operator’s income from the equipment. 

There is a presumption that the public entity controls the equipment when the contract 

enables the public entity to exercise a degree of control over income derived from the 

equipment by the independent operator. 

Control exists when the operator’s income represents remuneration for services performed 

as part of the management of the public service, in particular if this remuneration is 

unrelated to the level of use of the equipment for public service. 

Control is less evident when the operator’s income is related to the level of use of the 

equipment. Nevertheless, it may exist as a result of the public entity’s power to fix prices, 

whether this power is contractual or regulatory, irrespective of whether the power is 

exercised by the public entity.  

Control over income may also exist where the operator is contractually bound to pay 

royalties when specified contractual income or profit levels are reached. 

F/ The transfer by the independent operator to the public entity of the contractual 
rights and obligations relating to the equipment at the term of the contract. 

These indicators enable control of the equipment by the public entity to be established, 

including when there have been renewals during its useful life. It is not however necessary 

for all of these indicators to exist to confirm the existence of control by the public entity. 

2.4 Equipment Under Construction 

Control over equipment under construction is determined by reference to the criteria and 

indicators set out above.  

Generally, if the equipment is built on public property, control is transferred to the public 

entity as construction progresses. 

The cost of equipment under construction by the operator should be obtained under the 

terms of contractually defined regular information clauses, sometimes monthly, especially 

when the public entity takes part in the funding. Nevertheless, when the cost of the 
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equipment under construction cannot be measured reliably, recognition is postponed until 

such time as the public entity is able to make a reliable estimate of its cost. As a result, 

recognition may be delayed until the commissioning of the equipment. 

 
3. Measurement of the Equipment on Initial Recognition and at the 

Reporting Date  

3.1 Measurement of the Equipment on Initial Recognition  

The Opinion stipulates that the equipment is measured at cost on initial recognition. 

When the operator is contractually responsible for the acquisition or the construction of 

the equipment, the terms of the contract may sometimes enable the public entity to 

determine the cost of the equipment. In any case, the contracts include an obligation to 

provide the public entity with accounting information, in particular the cost of the 

equipment to the operator whilst the financial statements of the latter also provide 

accounting information. This cost is used to measure the equipment as a tangible asset in 

the accounts of the public entity.  

The cost may include not only external costs incurred by the operator, such as the amounts 

paid to contractors for construction costs or to the manufacturer of the equipment, but also 

internal costs, such as the cost of project staff, and capitalized interest expense. 

The determination of cost must be possible irrespective of the accounting model used by 

the independent operator in accounting for the investment, such as the tangible asset 

model, intangible asset model or financial asset model.  

The cost of the investment in private-public partnerships should be mentioned in the 

contract as stipulated in article 11 of the Order n° 2004-566 of the 17th June 2004. Where 

this information is not available, the equipment is capitalized and measured as the total 

amount of cash outflows representing the amortization of borrowed capital under the 

assumption that the public entity makes an essential contribution to financing the 

equipment. The alternative market value method prescribed by the Opinion of the 

Interpretation Committee for Public Accounting Standards n° 2007-01 of the 27th 

December 2007 5 was not adopted in the current Opinion. 

                                                      
5 Opinion dealing with the accounting treatment of transactions involving the funding of assets necessary for 

the provision of public service, the construction or conversion of these assets and their operation and 

management carried out by the State in association with private partners. 
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3.2 Measurement of the Equipment at the Reporting Date  

On the question of the measurement of the equipment on subsequent reporting dates, the 

Opinion refers to the measurement rules in the accounting regulations applicable to the 

different categories of public entity with contracts within the scope of the Opinion 

(Central Government, local sector and public establishments if applicable). The general 

principle is that equipment acquired via contracts within the scope of the Opinion must be 

measured on a basis consistent with that applied to other tangible assets of the public 

entity.  

The Opinion stipulates that measurement of the equipment should take into account any 

contractual obligation of the independent operator to maintain regularly the equipment or 

to hand it over to the public entity at the end of the contract with the same level of service 

as at the inception of the contract. These clauses may influence the choice of useful life, or 

even, in the case of infrastructures, justify the lack of depreciation. Nevertheless, they 

should not mask the requirement to take into account the obsolescence of equipment over 

the life of the contract. 

4. Accounting for the Corresponding Entry on Recognition of the Initial 
Cost of the Equipment  

4.1  Amounts Paid by the Public Entity to Fund the Equipment  

4.1.1 Recognition 

The public entity may have a contractual obligation to participate in the funding of the 

equipment, in the form of fees, financial contributions or grants. The amounts are usually 

paid according to a schedule included in the contract. Certain payments may be due by the 

public entity during or before the construction phase. 

These amounts have the characteristics of a financial debt for the public entity and are 

recognized when the latter is contractually obliged to pay.  

For example, grants for equipment in a concession contract may be due to the independent 

operator and due by the public entity only after completion of certain phases of 

construction. In the case of public-private partnerships, the capital amount stipulated in the 

contract or, otherwise, the present values of fees in respect of the investment represent a 

debt for the public entity on the date of commissioning of the equipment. Prior to this 
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stage, the public entity has in theory a debt which increases as construction progresses and 

which originates from the principle of unjust enrichment. 

4.1.2 Measurement 

The Opinion requires financial debt to be measured at the capital amount stipulated in the 

contract or, if no such amount is stipulated, at the present value of the amounts to be paid 

by the public entity to fund the equipment. In this respect it adopts the solution set out in 

the above-mentioned Opinion n° 2007-01 of the Interpretation Committee for Public 

Accounting Standards. 

4.2 Recognition of any Difference between the Initial Cost of the Equipment and 
Amounts Payable for Funding  

The financial debt recognized in respect of funding the equipment may be equal to the cost 

of the equipment recognized as an asset of the public entity, as in many public-private 

partnership contracts. In this case, the financial debt is a balancing entry corresponding to 

the equipment recognized as an asset. 

On the other hand, certain contracts do not give rise to a debt for the public entity, for 

example when the independent operator’s remuneration covering the funding of the 

equipment is generated entirely by the users. In other cases, the amount of the financial 

debt is less than the cost of the equipment recognized as an asset, for example when the 

independent operator’s remuneration covering the funding of the equipment comes from 

payments made simultaneously by the public entity and users. This is true of concession 

contracts. 

Thus, the amounts paid by the public entity may only cover a part of the cost of the 

equipment. In these circumstances it is necessary to determine the accounting treatment 

for the difference between the cost of the equipment and the corresponding financial debt. 

4.2.1 Approach Adopted 

Four approaches to the qualification of and the accounting for the difference between the 

cost of the equipment and the financial debt were considered by the Public Sector 

Accounting Standards Council. These approaches are set out below. 

4.2.1.1 Performance Obligation 

The Council considered the possibility of presenting the difference between the cost of the 

equipment and the financial debt as a performance obligation for the public entity, 

representing the obligation of the latter to give the independent operator access to the 
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equipment. This accounting approach was considered by the IPSAS Board in the exposure 

draft prior to the publication of IPSAS 32. 

General law accounting principles and the Conceptual Framework in the Manual of 

Central Government Accounting Standards define a liability as an obligation towards a 

third party at the reporting date, which on the date the accounts are approved will probably 

or certainly give rise to an outflow of resources necessary to extinguish the obligation 

towards the third party.  

The Council noted that the obligation to provide access to public equipment does not give 

rise to an outflow of resources for the public entity. For this reason it cannot be considered 

to be a liability. The Council therefore rejected this approach which finally was not 

adopted by the IPSAS Board either. 

4.2.1.2 Surplus/Deficit Statement 

The Council considered the possibility of recognizing immediately the difference between 

the cost of the equipment and the financial debt in the Surplus/Deficit Statement. 

The Council considered that this approach was likely to make the accounts and the 

performance of the public entity difficult to interpret, because of the non-recurrent nature 

of the revenue and the lack of cash flow effect. Consequently, this approach could not be 

adopted. 

4.2.1.3 Prepaid Revenue or Deferral Accounts 

The Council considered the possibility of recognizing the difference between the cost of 

the equipment and the financial debt in prepaid revenue or deferral accounts6. 

The Council noted the similarity between a concession contract and a lease and operate 

contract for new equipment. Indeed, in the case of a lease of new equipment, the 

independent operator pays an entry fee or a fixed charge equivalent to the amount it would 

have paid if it had undertaken the financing itself7. From the public entity’s point of view, 

the difference between a concession and a contract for operating new equipment funded 

by the public entity comes from the nature of the asset received by the public entity in 

exchange for the independent operator’s right to receive income from users: when the 
                                                      
6  According to the accounting principles applicable to public sector entities, compliant with general law, 
prepaid revenue is recognized when revenue is effectively received or accounted for as revenue in respect of 
outstanding services to be performed or outstanding deliveries of goods to be made after the reporting date. 
Deferral accounts are used for the periodic allocation of expense and revenue, to ensure that the expense and 
revenue that effectively relate to each period are recognized in that period. 
  
7 The entry fee or the rent received by the public entity for a lease of new equipment should at least cover the 
cost of the equipment. 
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equipment is funded by the operator, the public entity receives the equipment and when 

the public entity has funded the equipment itself, it receives cash from the operator. 

However, we might consider that the nature of the asset received by the public entity 

should not affect the accounting treatment of this increase in wealth. 

Thus, if a public entity recognizes the cash it receives under the contract in the 

surplus/deficit statement and spreads the cash received over the life of the contract (this 

occurs when an entry fee is received by the public entity on signature of the leasing 

contract for the equipment), a similar accounting treatment could be applied to the revenue 

received in the form of infrastructure. Consequently, this revenue should be recognized 

over the life of the contract in the same way as if it had been received in cash. 

This is the approach adopted by international public sector accounting standards which 

apply a similar reasoning, for the revenue in kind generated by the equipment, to that in 

IPSAS 9 “Revenue from Exchange transactions”. It is moreover similar to the approach in 

IAS 17 “Leases” in the part relating to the recognition of income from an operating lease 

by the lessor (the latter must recognize lease income on a straight-line basis over the lease 

term). 

The Council nevertheless draws attention to the following limitations of this approach. 

A/ The recognition of the difference between the cost of the equipment and the financial 

debt in prepaid revenue would not appear consistent with the definition of this category of 

debt. Prepaid revenue is recognized in respect of revenue received for which there is an 

outstanding service to be performed or a delivery of goods to be made after the reporting 

date. In this case, the public entity has no obligation to perform services for the 

independent operator. Thus the fact that there is a difference between the cost of the 

equipment and the financial debt does not in itself indicate that the corresponding amount 

should be classified as prepaid revenue. 

B/ The accounting treatment proposed by the international standard setter for the public 

sector which requires income to be spread over the life of the contract8 was only adopted 

after excluding the recognition of the balancing entry for the asset in net assets/equity. The 

Council notes that this exclusion is based on a definition of net assets/equity as the sum of 

a number of elements none of which permits direct recognition of revenue in kind. 

However, this definition of net assets/equity does not exist in French accounting standards 

for the public sector. In any case, its non-conceptual character does not, in the Council’s 

view, enable a conclusion to be reached on the issue raised. 

                                                      
8 International accounting standards, and in particular IPSAS 32, do not distinguish prepaid revenue and 
deferral accounts. 
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C/ The rationale for the accounting treatment proposed by the international standard setter 

seems, moreover, to be a matching of contract expenditure and revenue on an annual 

basis, that is the depreciation of the equipment and the revenue in kind received from the 

independent operator. However, this situation does not occur in France, as the assets are 

not generally depreciated or impaired through the surplus/deficit statement, because of the 

measurement bases applied under the relevant accounting standards or because of the 

maintenance of the equipment carried out by the independent operator. Therefore, the 

Council considers that recognition on a straight line basis through the surplus/deficit 

statement of prepaid revenue or deferral accounts would not enable a correct matching of 

expenditure and revenue. 

In addition, recognition of the difference between the cost of the equipment and the 

financial debt in prepaid revenue or in deferral accounts raises similar difficulties to those 

identified above in respect of immediate recognition in surplus/deficit: the release of a 

fraction of the revenue each year through the surplus/deficit statement would make the 

accounts and the performance of the public entity difficult to interpret because the revenue 

has no cash flow effect.  

For these reasons, the Council rejected the approach consisting of recognizing the 

difference between the cost of the equipment and the financial debt in prepaid revenue or 

deferral accounts. 

4.2.1.4 Net Assets/Equity  

According to this approach, the difference between the cost of the equipment and the 

financial debt is recognized directly in net assets/equity when it arises. 

The Council advanced two arguments in favour of this approach. 

A/ It is not based on the nature of the asset received, as this distinction should not have 

any effect on the way this increase in wealth is accounted for. Revenue and expense 

recognized in surplus/deficit by public entities correspond generally to cash inflows and 

outflows, because of the links between general accounting and budget in the public sector. 

The accounting requirements applicable to the accounts of certain public entities indicate 

that increases in wealth that do not generate cash flows are recognized directly in net 

assets/equity9. In this context, the difference between the cost of the equipment and the 

financial debt may be recognized in net assets/equity. 

                                                      
9 Thus, according to the Manual of Central Government Accounting Standards, the revaluation 
surpluses/deficits of assets with an undeterminable lifespan (those for which a market value exists, road 
infrastructures and prisons), and the Hertzian Frequency Spectrum are recognized directly in net 
assets/equity. In addition, according to Standard 5 “Intangible Assets” of the Central Government 
Accounting Standards Manual the balancing entry on internal generation of intangible assets is recognized in 
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B/ Nevertheless the principle of matching revenue and expense should not be ignored. The 

Council noted the validity of the approach set out in the preceding paragraph for matching 

contract revenue and expense and considered that recognition of expense relating to the 

infrastructure without recognition of the related revenue, as stated above, would be likely 

to make the accounts and the performance of the public entity difficult to interpret. Thus, 

in those cases where depreciation or impairment expense is recognized through the 

surplus/deficit statement, the Council considered that a similar or proportional amount of 

revenue should be released from net assets/equity to match the expense. 

4.2.2 Recognition 

The Council does not contest the validity of the arguments in favour of the solution 

discussed in paragraph 4.2.1.3 above, which does not consider that the nature of the asset 

received by the public entity (a tangible asset or cash), should determine the accounting 

treatment adopted. 

Nevertheless, the Council considered that the difference between the cost of the equipment 

and the financial debt should be recognized directly in net assets/equity because it is an 

increase in wealth for the public entity which has no cash effect. The Council further 

considered that this difference should be released through the surplus/deficit statement to 

match depreciation and impairment expense. This release ensures a correct matching of 

revenue and expense and preserves the understandability of the public entity’s accounts 

and performance. The Opinion indicates that the amount written back is equal to the 

amount of expense recognized in respect of the equipment, adjusted if appropriate to take 

account of the proportion of the amount initially recognized in net assets/equity as 

compared to the initial cost of the equipment10. 

                                                                                                                                                                
net assets/equity on completion of the transaction representing the recognition of intangible assets occurring 
after authorization to occupy or operate an identified item of public property. Lastly, direct recognition in net 
assets/equity is not inconsistent with the definition of net assets/equity in the Conceptual Framework in the 
Central Government Accounting Standards Manual, which defines net assets/equity as the difference 
between assets and liabilities (paragraph III.3 The Main Concepts). 
In addition, in the accounts of public establishments, contributions of assets made by Central Government 
for which no cash is received in exchange are recognized in net assets/equity. 
10 As an illustration, if for a given contract: (i) equipment of 100 currency units (CU), a financial debt of 90 
CU and an increase of net assets/equity of 10CU are recognized in Y and (ii) an impairment of the 
equipment of 20 CU is recognized in Y+1, a write back of the amount initially recognized in net 
assets/equity of 2CU will be made through the surplus/deficit statement. 



 

15 

5. Recognition of Other Liabilities, Assets, Expense and Revenue 
Related to the Contract 

5.1 Amounts Payable by the Public Entity other than those Related to the Funding 
of the Equipment 

5.1.1 Recognition 

Where the public entity is contractually bound to pay amounts not directly related to the 

construction of the equipment, the latter are recognized according to general law 

principles, in principle, in the surplus/deficit for the period. 

These amounts are debts of the public entity and are recognized when the latter is 

contractually obliged to make the payment.  

For example, the amounts payable by the public entity may be operating grants paid to the 

independent operator, compensation due for breach of contract by the public entity or 

because the contract reaches its term. 

5.1.2 Measurement 

The Opinion stipulates that these debts are measured according to the principles in the 

accounting standards applicable to public entities. 

5.2 Amounts Received by the Public Entity 

5.2.1 Situations within the scope of the Opinion 

Certain contracts include an obligation for the independent operator to make cash 

payments to the public entity. This is in particular the case of contracts where the operator 

receives remuneration from users in excess of the cost of operating the public service. 

Examples exist in situations where the equipment exists and is ready for commissioning 

when the contract is concluded. 

A/ Conclusion of an operating contract at the term of the previous contract. 

Even if the equipment has been fully funded as part of a previous concession contract, the 

public entity, whilst choosing a new independent operator, may wish to maintain the 

previous price levels. To avoid the new operator from receiving revenue without having to 

bear the cost of funding, the public entity charges the operator an entry fee or a charge, of 

fixed or variable amount, similar to the rent received by the owner under a lease 

agreement. 



 

16 

B/ New equipment built, funded and put into operation by the public entity. 

Under this scenario, the public entity aims to pass on the financial costs it has incurred to 

the independent operator, tenant or other. The operating contract is frequently over the 

same period as the financing borne directly by the public entity and the public entity 

makes a periodic charge to the operator to cover capital repayments and interest expense 

(loans with fixed annual repayments). Prior to making these charges the authority may bill 

an entry fee that enables it to recover up front all or part of the financing cost. 

5.2.2 Recognition 

The Opinion requires the public entity’s contractual revenue to be recognized on a 

straight-line basis in the surplus/deficit statement. In principle, the amounts receivable by 

the public entity are billed evenly over time so that recognition as revenue of the amounts 

billed corresponds to a straight-line basis.  

The application of a straight line basis for revenue recognition may however require an 

accounting adjustment through the use of deferral accounts where, without any economic 

justification, the billing is not evenly spread over time. Thus, for example, when the public 

entity receives a material amount on signature of the contract as an entry fee, this 

remuneration is spread on a straight-line basis over the life of the contract. 

Where remuneration is linked to contractual performance criteria, this fraction of the 

remuneration is allocated to the periods in which the performance is achieved. 

6 Presentation and Disclosure 

The information provided directly in the financial statements (balance sheet and 

surplus/deficit statement) and elsewhere in the accounts distinguishes two types of 

contract: (i) contracts under which the independent operator has access to the equipment in 

order to provide a public service and (ii) contracts which have the principal purpose of 

providing funding for the public entity. 

According to the circumstances, the information may be provided in aggregate for each 

type of contract, or where appropriate broken down by class for each type of contract. If 

certain contracts are particularly important for the public entity, then each individual 

contract may be disclosed separately. 
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6.1 Presentation  

The Opinion does not include specific requirements for the balance sheet presentation of 

contract assets and liabilities. The latter are included in the relevant line in the balance 

sheet unless the public entity considers that their materiality justifies disclosure in a 

separate line. If the public entity exercises this option, the equipment handed over to the 

independent operator at the inception of the contract or returned by the latter at its term is 

reclassified in an appropriate line of the balance sheet. 

6.2 Disclosure of Accounting Policies 

The notes set out the accounting policies adopted for recognizing assets and liabilities 

relating to contracts within the scope of this Opinion, in particular with respect to their 

entry cost and depreciation schedule. Disclosure is made of the way in which the 

independent operator’s maintenance obligations are taken into account in determining the 

useful life of equipment. 

6.3 Disclosure of Accounting Information 

The disclosures for assets and liabilities within the scope of this Opinion are the minimum 

that would be required if these assets and liabilities were not part of such contracts.  

Where contract fixed assets within the scope of this Opinion are presented on separate 

lines in the balance sheet, the schedules setting out changes in gross value and 

depreciation present these lines in the same way as for other classes of fixed assets. 

When contract assets are included in the different classes of fixed assets, a disclosure is 

made as a footnote to the schedule of changes in gross value and depreciation of the 

amounts included relating to contract assets at the beginning and the end of the reporting 

period.  

Disclosure is made in the notes of variations of a specific nature such as the transfer to a 

contract within the scope of the Opinion of equipment previously managed directly by the 

public entity or conversely the transfer of contract equipment to assets directly managed 

by the public entity. 

Disclosure requirements for financial debts contracted in respect of contracts within the 

scope of the Opinion are the same as for other categories of financial debt. They may 

therefore include the debt repayment schedule, the type of interest rate (fixed, floating), 
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forfeiture of the term clauses, etc. The disclosures indicate that the debts arise under 

contracts within the scope of the Opinion. 

The amounts recognized directly in net assets/equity during the period in respect of 

contracts within the scope of the Opinion are disclosed as part of the changes in net 

assets/equity for the period.  

The public entity discloses amounts provided at the reporting date and changes in the 

amount of provisions for expected breaches of contract. The disclosures substantiating 

these provisions give information on current litigation and the maximum risk incurred. 

6.4 Other Disclosures 

The public entity discloses: 

- a breakdown by contract maturity date of the carrying value of equipment at the 

reporting date; 

- the contracts for which the investments are not yet reflected in its balance sheet. An 

estimation of the amount of these investments and of the dates on which they are 

expected to be recognized by the public entity is provided; 

- the financial debts arising from contracts for which the investments are not yet 

recognized in its balance sheet and the corresponding increase in net assets/equity 

expected as a result of realizing the investments; 

- for those contracts with a service component as well as a funding component which 

commits the public entity over the residual life of the contract, the amounts due in 

respect of the service component over that residual life; 

- the carrying amount of equipment at the reporting date which the independent 

operator has an obligation to maintain in good condition; 

- compensation and other amounts which the public entity may have to pay at the term 

of the contracts when recovering the equipment; 

- the method of determining compensation borne by the public entity on early 

termination of the contracts at its own initiative. 
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7 Opinion of the Public Accounting Standards Interpretation 
Committee n° 2007-01 of the 27th December 2007  

The Opinion cancels and supersedes Opinion n° 2007-01 of the 27th December 2007 of 

the Public Accounting Standards Interpretation Committee relating to the accounting 

treatment of funding transactions for assets necessary for the provision of public services, 

to the construction or the conversion of such assets as well as to their operation and/or 

their management by the State in association with private partners. 

8 Qualification of the change 

The application of the requirements relating to the treatment of contracts for the provision 

of public services in the accounts of public entities constitutes a change in accounting 

policy. 

9 Effective Date and Transitional Provisions 

The Public Sector Accounting Standards Council is of the opinion that the requirements 

for the treatment of contracts for the provision of public services in the accounts of public 

entities should be applied to the reporting period ending the 31st December 2013, with 

earlier application permitted. 


