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Overview 

Accounting treatment for PPPs 

► PPPs are conceptually and contractually complex arrangements between the 

Private and Public Sector 

► Projects typically involve the construction of new asset(s) in return for a series 

of payments or right to charge users 

► Potential need to recognise the asset by one or more parties at various 

stages from construction to operations 

► While projects are often covered by standard contract terms, specific local 

accounting requirements can create practical difficulties in interpreting the 

appropriate accounting treatment 

► Variety of standards and accounting principles, including:  

► International Public Sector Accounting Standards  (IPSAS) 

► International Financial Reporting Standards (IFRS/IFRIC) 

► Generally Accepted Accounting Principles (GAAP) of individual countries 

► System of National Accounts (SNA)/IMF’s Government Finance Statistics Manual 
(GFSM)/Public Sector Debt Statistics Guide (PSDS-Guide) 

► European System of Accounts (ESA) 
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Why is the accounting of service concession 
arrangements important? 

Accounting treatment for PPPs 

► Project outcomes should not be driven by accounting treatment only 

► However, careful evaluation of both financial and non-financial 

impacts is important in selecting a preferred procurement option 

► Accounting for each possible procurement and funding option needs 

to be considered at the Business Case phase: 

► What assets and debt/financing will come on balance sheet? 

► What is the ongoing P&L impact? 

► What is the impact on cash flows? 

► What is the impact on debt ratios and credit rating? 

► What is the impact on budgets? 

► Rating agencies are increasingly looking through Off-Balance Sheet 

arrangements and capturing PPPs regardless of accounting treatment 
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Key Risks Phases in PPP that can determine 
Accounting Treatment 
Where most of the project risk has been transferred to the non-government 
partner, the assets involved in the PPP are deemed “off” the public sector 
balance sheet.  

 Type of Risks Considered:  

Construction risk 

Potential risks related to: 
delays in delivery, 

execution of the contract 
without meeting specified 

standards, significant 
additional cost, technical 

deficiency etc. 
 

Who is the owner of 
construction risks of the 

project? 
 

Availability risk  

Projects where payment is 
based on the delivery of 

assets and services.  
 
 
 
 
 

Who is the party 
responsible for delivery of 

assets and services? 

Demand Risk 

Projects where an element 
of user demand funds the 

underlying assets or 
services. 

 
 
 
 

Is the party taking demand 
risk on the project to fund 

assets or services? 
  

► BUT key premise of PPP is to transfer risk to the party best able to 
manage that risk.  Accounting treatment MUST NOT drive Risk Allocation 

Accounting treatment for PPPs 
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“On” and “Off” Balance Sheet Treatment 

Accounting treatment for PPPs 

Off-Balance sheet 

• Implies accounting only for the annual 
payments it makes to the PPP 
operator, and not for the assets and 
liabilities of the project, including its 
debt. 

• It is attractive as long-term 
obligations under PPPs do not appear 
under government’s financial 
statements/budget and help to keep 
government net debt within the 
reference value. 

• However credit rating agencies are 
now challenging this view in 
Government ratings 

On-Balance sheet 

 

• On-balance sheet treatment implies 
the recording of total liabilities when 
the project commences or at 
commercial acceptance 

• Typically reported through “liability” 
(deferred revenue) with the 
investment in PPP assets recorded 
from the outset and amortised over 
the project life.  

• Implied that it consequently 
decreases gross liabilities recognised 
on Balance Sheet. Net-effect is 
balanced by recognition of an asset. 
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Financial Reporting of Service Concession 
Arrangements in an International Perspective (1) 

Accounting treatment for PPPs 

Public Sector (“Grantor”) Private sector (“Operator”) 

IFRIC 12 
 

Statistics Accounting 

SNA 2008/GFSM 
2011/PSDSG 2013 

IPSAS 32 
 

Control- 
Approach 

Risk and Rewards-
Approach 

Control- 
Approach 

IPSAS 32 mirrors  
IFRIC 12 
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What has happened in the past and why did 
the IPSASB favored a mirror-approach? 

Accounting treatment for PPPs 

• ON the public sector entity’s 

balance sheet 

• OFF the private sector entity’s 

balance sheet 

=> GRANTOR’s Service Concession 

Asset 

• ON the public sector entity’s 

balance sheet 

• ON the private sector entity’s 

balance sheet 

=> DOUBLE COUNTED Service 

Concession Asset 

 

• OFF the public sector entity’s 

balance sheet 

• OFF the private sector entity’s 

balance sheet 

=> ORPHAN Service Concession 

Asset 

• OFF the public sector entity’s 

balance sheet 

• ON the private sector entity’s 

balance sheet 

=> OPERATOR’s Service 

Concession Asset 

Source of table:  Prof. Ron Hodges, USP – Ribeirao Preto, 16 April 2013 

Orphan and Double Counted Service Concession Asset shall be avoided! 
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IPSAS 32 - Key Principles 
 

Accounting treatment for PPPs 

► Under IPSAS 32, SCAs would result in infrastructure 

assets being regarded as controlled by government 

► Government recognizes an asset and a liability/deferred 

revenue (with the corresponding flows) in its financial 

statements when: 

a) the grantor controls or regulates what services the operator must provide 

with the asset, to whom it must provide them, and at what price; and  

b) the grantor controls—through ownership, beneficial entitlement or 

otherwise—any significant residual interest in the asset at the end of the 

term of the arrangement. 
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Conclusions 

► Statistical reporting and financial reporting in accordance 

with IPSAS 32 of service concession arrangements differ 

because of different conceptual approaches 

► IPSAS 32 will show more arrangements on-balance sheet 

than statistical reporting 

► Accounting treatment of service concession arrangements 

becomes less relevant => re-focus on value for money 

rather than meeting debt thresholds/fiscal performance 

measures 

► Careful evaluation of both financial and non-financial 

impacts is important in selecting a preferred procurement 

option 

 
Accounting treatment for PPPs 
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Assess the Risk Carefully! 
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Look to Properly Manage the Risk! 
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But don’t take too much Risk! 


