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Draft for comments 

Comments should be sent to Commentletter@efrag.org 

by 7 January 2007 

Several EFRAG members have decided to dissent from the conclusions reached in this draft letter.  Their written dissents are currently being prepared and as soon as they are available this draft letter will be re-issued with those dissents—and the Basis for Conclusions of the majority—included.

XXXXXX XXXX

Acting Director General

European Commission

Directorate General for the Internal Market

1049 Brussels

XX January 2007

Dear XXXXXXXXX

Adoption of IFRIC 12 Service Concession Arrangements
Based on the requirements of the Regulation (EC) No 1606/2002 of the European Parliament and of the Council on the application of international accounting standards we are pleased to provide our opinion on the adoption of IFRIC 12 Service Concession Arrangements (IFRIC 12), which was published on 30 November 2006.  The Interpretation was issued in draft as D12-14 and EFRAG commented on these drafts.

IFRIC 12 gives guidance on the accounting to be applied by operators of those public-to-private service concession arrangements in which:

(a) 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

(b) the grantor controls—through ownership, beneficial entitlement or otherwise - any significant residual interest in the infrastructure at the end of the term of the arrangement.

Infrastructure used in a public-to-private service concession arrangement for its entire useful life is also within the scope of IFRIC 12 if the conditions mentioned above in (a) are met.

The Interpretation applies to both:

(a) infrastructure that the operator constructs or acquires from a third party for the purpose of the service arrangement; and

(b) existing infrastructure to which the grantor gives the operator access for the purpose of the service arrangement.

IFRIC 12 does not specify the accounting for infrastructure that was held and recognised as property, plant and equipment by the operator before entering the service arrangement; nor does it specify the accounting to be applied by grantors.

IFRIC 12 becomes effective for annual periods beginning on or after 1 January 2008, with early application permitted. 

EFRAG has carried out an evaluation of IFRIC 12. As part of that process, EFRAG issued a draft version of this letter for public comment and, when finalising its advice and the content of this letter, it took the comments received in response into account. EFRAG’s evaluation is based on input from standard setters, market participants and other interested parties, and EFRAG’s discussions of technical matters are open to the public.

Several EFRAG members have concerns about IFRIC 12 that cause them to believe that EFRAG should not recommend the Interpretation for endorsement. (Their reasoning is explained in the attached 'Appendix 1—Dissenting Views'.)  

However, the majority of EFRAG members have a different view.  As a result, EFRAG has concluded that IFRIC 12 meets the requirements of the Regulation (EC) No 1606/2002 of the European Parliament and of the Council on the application of international accounting standards that:

(a) it is not contrary to the ‘true and fair principle’ set out in Article 16(3) of Council Directive 83/349/EEC and Article 2(3) of Council Directive 78/660/EEC; and

(b) it meets the criteria of understandability, relevance, reliability and comparability required of the financial information needed for making economic decisions and assessing the stewardship of management.

For the reasons given above, EFRAG believes that it is in the European interest to adopt IFRIC 12 and, accordingly, EFRAG recommends its adoption. (EFRAG's reasoning is explained in the attached 'Appendix 2—Basis for Conclusions'.)

On behalf of the members of EFRAG, I should be happy to discuss our advice with you, other officials of the EU Commission or the Accounting Regulatory Committee as you may wish.

Yours sincerely

Stig Enevoldsen

EFRAG, Chairman
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