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Dear IASB members: 
 
Re: Exposure Draft – Regulatory Assets and Regulatory Liabilities (ED/2021/1) 

This letter is the response of the Canadian Accounting Standards Board (AcSB) to the International 
Accounting Standards Board’s (IASB) Exposure Draft, “Regulatory Assets and Regulatory Liabilities”, 
issued in January 2021. 

Our process 

To raise awareness and seek input on this important proposed accounting model, we engaged with a 
broad range of stakeholder groups through undertaking outreach activities. These activities included 
hosting a panel discussion, conducting targeted stakeholder meetings, seeking input from our advisory 
committees, and holding public roundtables.  

We met with users covering entities in the power, utilities and infrastructure sector, preparers from an 
industry-specific utility association as well as from other industries, external and legislative auditors, 
representatives from securities regulators and other interested parties. The input received forms part of 
our due process for this Exposure Draft. We were pleased to have representatives from the IASB attend 
our outreach activities, including discussions with our IFRS® Discussion Group and Academic Advisory 
Committee. As well, we were pleased to have representatives from other national standard-setting bodies 
join several of our outreach activities. 

http://www.ifrs.org/
http://www.frascanada.ca/accounting-standards-board/what-we-do/about-the-acsb/index.aspx
https://www.frascanada.ca/en/acsb/committees/ifrsdg
https://www.frascanada.ca/en/acsb/committees/aac
https://www.frascanada.ca/en/acsb/committees/aac
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While the views expressed in this letter reflect the judgments and conclusions of the AcSB, we 
considered the input from the discussions described above when developing this letter. Where we feel it 
will be helpful to the IASB’s deliberations, we have included views expressed by our stakeholders. The 
views in this letter were also informed by the research we performed on exploring the decision-usefulness 
of financial information that reflects the economics of rate-regulated activities.1 This research involved 
gathering data to learn what financial information users needed to know about an entity that operates in a 
rate-regulated environment. 

Canadian Landscape 

Our reporting landscape lends itself to different perspectives from stakeholders when discussing the 
impact of the proposed accounting model on users and preparers. Private and public sector stakeholders 
have an interest in this project given the proposals will affect investor-owned and government-owned 
entities in our jurisdiction. As well, our research shows that entities adopting this proposed Standard will 
transition from different starting points. Many of these entities currently apply IFRS 14 Regulatory Deferral 
Accounts, but some do not as they adopted IFRS Standards before the interim standard was available. In 
addition, some entities will continue to report financial results under U.S. GAAP while others will transition 
from U.S. GAAP to IFRS Standards when the IASB issues a final standard for regulatory assets and 
regulatory liabilities. From a business perspective, Canadian entities affected by the proposals may also 
have U.S. operations given the interconnected energy market, and therefore, would consider the impact 
on the preparation of their consolidated results.    

Our views 

Better Quality of Financial Reporting 

We highly commend the IASB for its work on the Rate-regulated Activities project. We recognize the effort 
invested to develop an accounting model that provides better information to users about regulatory assets 
and regulatory liabilities. We learned from the data obtained during our research that financial information 
reflecting the economics of rate-regulated activities is useful and capable of making a difference in users’ 
decisions. In our view, applying this accounting model will increase the usefulness, understandability and 
comparability of an entity’s financial statements because the financial information provided represents a 
more complete picture of the entity’s financial performance and position.   

Accounting Model 

Overall, we support the accounting model as the objective is to provide relevant information that faithfully 
represents how regulatory income and regulatory expense affect an entity’s financial performance, and 
how regulatory assets and regulatory liabilities affect its financial position. In the context of this objective 

 
1  AcSB Research Paper, Exploring the decision-usefulness of financial information that reflects the economics 

of rate-regulated activities. 

https://www.frascanada.ca/-/media/frascanada/acsb/news/acsb-research-paper-rate-regulated-activites-november-2018.pdf?la=en&hash=3FD6C9352002A343ABC6AA4CD550E71AF142BCE6
https://www.frascanada.ca/-/media/frascanada/acsb/news/acsb-research-paper-rate-regulated-activites-november-2018.pdf?la=en&hash=3FD6C9352002A343ABC6AA4CD550E71AF142BCE6
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and to ease application of the proposed requirements, we provide suggestions in certain areas of the 
accounting model for your consideration. 

Total Allowed Compensation. We heard significant feedback on the proposal regarding regulatory returns 
on a balance relating to assets not yet available for use. Many stakeholders expressed concerns with the 
proposal because it does not reflect the financial effects of the rate regulator’s express intention to 
provide regulatory returns during the construction period of an asset. Most users noted that deferring the 
profit impact until the asset is placed into use would diminish the relevance of the financial statements. 
The rate regulator compensates the entity for the capital invested in constructing assets through providing 
regulatory returns. Reflecting regulatory returns earned during construction helps a user understand the 
regulatory environment and credit quality of the entity and assists with projecting future cash flows.  

We acknowledge the conceptual basis for the proposal, which is to be consistent with the model’s 
principle that an entity’s financial performance should reflect total allowed compensation for goods or 
services supplied during the period. Since the entity is constructing its own asset, recognizing profit 
before the asset can be used to supply goods or services may not align with the model’s principle. 
However, there is tension between the conceptual basis for the proposal and the objective of the model to 
provide relevant information to users about the entity’s financial performance and financial position.    

We encourage the IASB to reconsider the outcome of this proposal from a relevance perspective and see 
if a solution can be identified that enables the financial statements to reflect the regulatory returns earned 
by the entity during construction. We provide alternative lines of reasoning for consideration in  
Question 3.   

Scope. Based on concerns in other jurisdictions, we sought specific information on whether the scope of 
the proposed Standard might be a concern. We learned through our outreach that the scope criteria are 
generally clear to entities in the utilities sector but beyond that, there is uncertainty whether the form of 
rate regulation the entity is subject to is within the scope of the proposed Standard. We think adding 
scope exclusion paragraphs and making some wording clarifications to the scope criteria would help 
provide greater clarity on the Standard’s application. We provide suggestions in our response to  
Question 1 for consideration. 

Disclosure. We support the proposed disclosure requirements in the model but suggest that the IASB 
reconsider the broader disclosure objective that exists in IFRS 14 which provides users with information 
on the nature of, and the risks associated with, the regulatory agreement. While we understand that the 
IASB discussed this broader disclosure requirement during its deliberations and noted that users can 
obtain this information from other sources, we think it is more useful and relevant to have this information 
within the financial statements. This way, users can better understand the form of rate regulation inherent 
in the regulatory agreement that gives rise to regulatory assets and regulatory liabilities recognized in 
accordance with the Standard. We provide further details on our rationale in Question 9.    



 
AcSB Response to Exposure Draft  July 29, 2021 
Regulatory Assets and Regulatory Liabilities (ED/2021/1) 
 
 

 4 

Effective Date and Transition. We suggest that the IASB consider providing a transition period of no less 
than 24 months when determining the effective date of the Standard to help entities starting from different 
places move towards this new accounting model. This period will enable preparers time to educate users 
and regulators on the accounting changes, work through implementation matters, undergo any systems 
and process changes, and transition to a new accounting framework. We also suggest that the IASB 
consider additional transition relief for entities that are not first-time adopters of IFRS Standards. We 
provide further details in our response to Question 10.      

Our responses to your questions 

The Appendix to this letter responds to the questions posed in the Exposure Draft and expands on the 
points raised above. 

We would be pleased to elaborate on our comments in more detail if you require. If so, please contact me 
or, alternatively, Kelly Khalilieh, Director, Accounting Standards (+1 416 204‐3453 or email 
kkhalilieh@acsbcanada.ca) or Katharine Christopoulos, Associate Director, Accounting Standards (+1 
416 204-3270 or email kchristopoulos@acsbcanada.ca).  

Yours truly, 

 
 
 
 
 
Linda F. Mezon-Hutter, FCPA, FCA, CPA (MI), CGMA 
Chair, Canadian Accounting Standards Board 
lmezon@acsbcanada.ca 
+1 416 204‐3490 
 

About the Canadian Accounting Standards Board 
We are an independent body with the legal authority to establish accounting standards for use by all Canadian 

publicly accountable enterprises, private enterprises, not-for-profit organizations and pension plans in the private 

sector. We are comprised of a full-time Chair and volunteer members from a variety of backgrounds, including 

financial statement users, preparers, auditors and academics; a full-time staff complement supports our work.   

Our standards 
We have adopted IFRS® Standards as issued by the IASB for publicly accountable enterprises. Canadian securities 

legislation permits the use of U.S. GAAP in place of IFRS Standards in certain circumstances. We support a shared 

goal among global standard setters of high-quality accounting standards that result in comparable financial reporting 

outcomes regardless of the GAAP framework applied. 

We developed separate sets of accounting standards for private enterprises, not-for-profit organizations and pension 

plans. Pension plans are required to use the applicable set of standards. Private enterprises and not-for-profit 

mailto:kkhalilieh@acsbcanada.ca
mailto:kchristopoulos@acsbcanada.ca
mailto:lmezon@acsbcanada.ca
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organizations can elect to apply either the set of standards developed for them, or IFRS Standards as applied by 

publicly accountable enterprises.   

Our role vis-à-vis IFRS Standards 
Our responsibility to establish Canadian GAAP necessitates an endorsement process for IFRS Standards. We 

evaluate and rely on the integrity of the IASB’s due process as a whole, and monitor its application in practice. In 

addition, we perform our own due process activities for each new or amended IFRS Standard to ensure that the 

standard is appropriate for application in Canada. We reach out to Canadians on the IASB’s proposals to understand 

and consider their views before deciding whether to endorse a final IFRS Standard. A final standard is available for 

use in Canada only after we have endorsed it as Canadian GAAP.        
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APPENDIX 
 
Question 1—Objective and scope 

Paragraph 1 of the Exposure Draft sets out the proposed objective: an entity should provide relevant 
information that faithfully represents how regulatory income and regulatory expense affect the entity’s 
financial performance, and how regulatory assets and regulatory liabilities affect its financial position. 
 
Paragraph 3 of the Exposure Draft proposes that an entity apply the [draft] Standard to all its regulatory 
assets and all its regulatory liabilities. Regulatory assets and regulatory liabilities are created by a 
regulatory agreement that determines the regulated rate in such a way that part of the total allowed 
compensation for goods or services supplied in one period is charged to customers through the regulated 
rates for goods or services supplied in a different period (past or future).2 The [draft] Standard would not 
apply to any other rights or obligations created by the regulatory agreement—an entity would continue to 
apply other IFRS Standards in accounting for the effects of those other rights or obligations. 
 
Paragraphs BC78–BC86 of the Basis for Conclusions describe the reasoning behind the Board’s 
proposals. They also explain why the Exposure Draft does not restrict the scope of the proposed 
requirements to apply only to regulatory agreements with a particular legal form or only to those enforced 
by a regulator with particular attributes. 
 
(a)  Do you agree with the objective of the Exposure Draft? Why or why not? 
 
(b)  Do you agree with the proposed scope of the Exposure Draft? Why or why not? If not, what scope 

do you suggest and why? 
 
(c) Do you agree that the proposals in the Exposure Draft are clear enough to enable an entity to 

determine whether a regulatory agreement gives rise to regulatory assets and regulatory liabilities? 
If not, what additional requirements do you recommend and why? 

 
(d)  Do you agree that the requirements proposed in the Exposure Draft should apply to all regulatory 

agreements and not only to those that have a particular legal form or those enforced by a regulator 
with particular attributes? Why or why not? If not, how and why should the Board specify what form 
a regulatory agreement should have, and how and why should it define a regulator? 

 
(e)  Have you identified any situations in which the proposed requirements would affect activities that 

you do not view as subject to rate regulation? If so, please describe the situations, state whether 
you have any concerns about those effects. 

 
(f)  Do you agree that an entity should not recognise any assets or liabilities created by a regulatory 

agreement other than regulatory assets and regulatory liabilities and other assets and liabilities, if 
any, that are already required or permitted to be recognised by IFRS Standards? 

 
 

 
2 A regulatory agreement is defined in the Exposure Draft as a set of enforceable rights and obligations that determine a regulated rate to be 
applied in contracts with customers. 
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1. We support the objective of the Exposure Draft, which is that an entity should provide relevant 
information that faithfully represents how regulatory income and regulatory expense affect the 
entity’s financial performance, and how regulatory assets and regulatory liabilities affect its financial 
position. Consistent with our research findings, financial information that reflects the economics of 
rate-regulated activities is useful and capable of making a difference in users’ decisions. Therefore, 
we think the information provided by the proposed accounting model would enable users to obtain 
a more complete picture of the entity’s financial performance and financial position, and a better 
understanding of the entity’s future cash flows.  

 
2. We support the scope of the Exposure Draft. However, there is uncertainty whether some entities 

outside the utilities sector are within the scope of the proposed Standard. We have attempted to 
identify, and to date have not yet found, situations in which the proposed requirements would affect 
activities that should not be within the scope of the proposed Standard. To address the uncertainty 
raised, we think the Standard may benefit from scope exclusion paragraphs to provide greater 
clarity around the scope criteria, similar to other IFRS Standards. 

 
3. We suggest the scope exclusion paragraphs capture items to which the IASB did not intend for the 

proposed Standard to apply. Below are some suggestions for the IASB’s consideration.  
 

(a) Financial assets and financial liabilities, as defined in IAS 32 Financial Instruments: 
Presentation – We think an exclusion might help clarify that if there is a regulatory agreement 
that determines a regulated rate but the rights and obligations give rise to financial assets 
and financial liabilities, this agreement would not be within the scope of the Standard. The 
IASB could also consider explaining how the Standard interacts with the financial asset and 
intangible asset models in IFRIC 12 Service Concession Arrangements, as discussed in the 
supporting material of the Exposure Draft (i.e., Snapshot).  

 
(b) Revenue resulting from rates applied in contracts with customers that are accounted for 

under IFRS 17 Insurance Contracts – We have heard general concerns about how some 
insurance rates are set based on the cost of providing service. While we have not been able 
to confirm that the concerns raised result in differences in timing as described in the 
Exposure Draft, we think that the model is intended to supplement the information an entity 
provides by applying IFRS 15 Revenue from Contracts with Customers as opposed to  
IFRS 17 based on paragraph 16 of the Exposure Draft. Therefore, to ease concerns raised 
about the scope being too broad relating to insurance arrangements, we suggest that the 
IASB consider incorporating a scope exclusion of this nature into the model.  

 
(c) Regulatory returns that compensate for borrowing costs accounted for under IAS 23 

Borrowing Costs (refer to Question 3 for further discussions).  
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4. We also suggest that the IASB expand the definition of “regulatory agreement” to capture the total 
allowed compensation concept. The determination of when to include total allowed compensation in 
the regulated rates is an important point that distinguishes rate regulation in the scope of the 
Exposure Draft from other forms of rate regulation. Below is our suggestion for your consideration: 
 

Regulatory agreement – A set of enforceable rights and obligations that establishes an entity’s 
total allowed compensation and determines when to include the compensation in the 
determine a regulated rate to be applied in contracts with customers.  
 
Regulated rate (for goods or services) – A price for goods or services, determined by a 
regulatory agreement, that an entity charges its customers in the period when it supplies 
those good or services.  
 
Total allowed compensation (for goods or services) – The full amount of compensation for 
goods or services supplied that a regulatory agreement entitles an entity to charge customers 
through the regulated rates, in either the period when the entity supplies those goods or 
services or a different period.  

 
5. We also think it might be helpful to incorporate the concept of differences in timing in the scope 

criteria (paragraph 6(c) of the Exposure Draft) given the importance this concept plays in 
determining whether there is a regulatory asset or regulatory liability. The following is a wording 
suggestion: 

 6 By definition a regulatory asset or a regulatory liability can exist only if all of the following 
criteria are met: 
(a) an entity is party to a regulatory agreement (see paragraphs 7–9); 
(b)  the regulatory agreement determines the regulated rate the entity charges for the 

goods or services it supplies to customers (see paragraphs 10–12); and 
(c)  differences in timing arise because part of the total allowed compensation for goods 

or services supplied in one period is charged to customers through the regulated 
rates for goods or services supplied in a different period (past or future) (see 
paragraphs 13–17). 

 
6. In terms of whether the requirements proposed in the Exposure Draft should apply to all regulatory 

agreements, we support the Board’s rationale as described in paragraphs BC85-BC86 of the Basis 
for Conclusions. We think it is not imperative to specify the legal form of the regulatory agreement 
or specify the characteristics of a regulator because such details would be difficult to capture given 
the variety of rate-regulatory schemes that exist around the world. Therefore, we support the 
IASB’s conclusion that such specificity is unnecessary since the proposed Standard requires that 
the rights and obligations created by the regulatory agreement need to be enforceable.  
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7. We are aware of the requirement for an “independent, third-party regulator” in the scope criteria of 
ASC 980 Regulated Operations under U.S. GAAP. Some stakeholders in Canada have commented 
that this characteristic is important in a public sector setting because of the relationship the rate 
regulator and the entity has with the Government, while others have expressed concerns given it is 
not uncommon for entities with rate-regulated activities to be Government-owned. However, we 
think the IASB’s approach to require that rights and obligations created by the regulatory 
agreement need to be enforceable is a better approach than incorporating an independence 
characteristic because defining and determining the appropriate level of independence may be a 
challenge. Consistent with paragraph 9 in the Exposure Draft, we think that whether rights and 
obligations in a regulatory agreement are enforceable is a matter of law. We also note that this 
enforceability concept is used in other IFRS Standards as well such as IFRS 15. To assist 
stakeholders, we suggest that the Board consider developing an illustrative example in which the 
rate regulator is a related party as defined in IAS 24 Related Party Disclosures. The example could 
involve a government that controls the rate regulator and the regulated entity. The rate regulator is 
empowered by statute or regulation to establish the rate that bind the regulated entity. In this 
example, it would be helpful to highlight the facts and circumstances that an entity considers in 
assessing enforceability of the rights and obligations in the regulatory agreement between the rate 
regulator and the regulated entity.  

 
8. We also agree the accounting model in this proposed Standard should supplement information an 

entity already provides by applying IFRS 15 and other IFRS Standards. Therefore, an entity should 
not recognize any assets or liabilities created by a regulatory agreement other than what is 
captured by this proposed Standard and other IFRS Standards.   
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Question 2—Regulatory assets and regulatory liabilities 

The Exposure Draft defines a regulatory asset as an enforceable present right, created by a regulatory 
agreement, to add an amount in determining a regulated rate to be charged to customers in future 
periods because part of the total allowed compensation for goods or services already supplied will be 
included in revenue in the future.  
 
The Exposure Draft defines a regulatory liability as an enforceable present obligation, created by a 
regulatory agreement, to deduct an amount in determining a regulated rate to be charged to customers in 
future periods because the revenue already recognised includes an amount that will provide part of the 
total allowed compensation for goods or services to be supplied in the future.  
 
Paragraphs BC36–BC62 of the Basis for Conclusions discuss what regulatory assets and regulatory 
liabilities are and why the Board proposes that an entity account for them separately. 
 
(a)  Do you agree with the proposed definitions? Why or why not? If not, what changes do you suggest 

and why? 
 
(b)  The proposed definitions refer to total allowed compensation for goods or services. Total allowed 

compensation would include the recovery of allowable expenses and a profit component 
(paragraphs BC87–BC113 of the Basis for Conclusions). This concept differs from the concepts 
underlying some current accounting approaches for the effects of rate regulation, which focus on 
cost deferral and may not involve a profit component (paragraphs BC224 and BC233–BC244 of the 
Basis for Conclusions). Do you agree with the focus on total allowed compensation, including both 
the recovery of allowable expenses and a profit component? Why or why not? 

 
(c)  Do you agree that regulatory assets and regulatory liabilities meet the definitions of assets and 

liabilities within the Conceptual Framework for Financial Reporting (paragraphs BC37–BC47)? Why 
or why not? 

 
(d)  Do you agree that an entity should account for regulatory assets and regulatory liabilities separately 

from the rest of the regulatory agreement (paragraphs BC58–BC62)? Why or why not? 
 
(e)  Have you identified any situations in which the proposed definitions would result in regulatory 

assets or regulatory liabilities being recognised when their recognition would provide information 
that is not useful to users of financial statements? 

 
 

9. We agree with the proposed definitions of regulatory assets and regulatory liabilities because they 
capture the concept that a regulatory agreement creates an enforceable present right or 
enforceable present obligation for the entity. Such right or obligation reflects the difference in timing 
of when an entity can charge customers for the compensation through the regulated rate as 
determined by the regulatory agreement and when the entity has provided the goods or services to 
the customers. 

 
10. We also agree with the IASB’s analysis and conclusion, as described in paragraphs BC37-BC47 in 

the Basis for Conclusions, that regulatory assets and regulatory liabilities meet the definitions of 
assets and liabilities within the Conceptual Framework for Financial Reporting. 

 



 
AcSB Response to Exposure Draft  July 29, 2021 
Regulatory Assets and Regulatory Liabilities (ED/2021/1) 
 
 

 11 

11. Regarding total allowed compensation, we support the inclusion of the recovery of allowable 
expenses and a profit component because they reflect what the entity is entitled to charge 
customers for goods or services that it has supplied.  

 
12. If there were other rights and obligations in the regulatory agreement that do not arise from 

differences in timing as described in the Exposure Draft, then we agree an entity should account for 
those rights and obligations separately from regulatory assets and regulatory liabilities.  

 
13. Based on our outreach, we did not identify any situations in which the proposed definitions would 

result in recognition of regulatory assets or regulatory liabilities that provide non-useful information 
to users.  
 

Question 3—Total allowed compensation 

Paragraphs B3–B27 of the Exposure Draft set out how an entity would determine whether components of 
total allowed compensation included in determining the regulated rates charged to customers in a period, 
and hence included in the revenue recognised in the period, relate to goods or services supplied in the 
same period, or to goods or services supplied in a different period. Paragraphs BC87–BC113 of the Basis 
for Conclusions explain the reasoning behind the Board’s proposals. 
 
(a)  Do you agree with the proposed guidance on how an entity would determine total allowed 

compensation for goods or services supplied in a period if a regulatory agreement provides: 
 
 (i) regulatory returns calculated by applying a return rate to a base, such as a regulatory capital 

base (paragraphs B13–B14 and BC92–BC95)? 
 
 (ii)  regulatory returns on a balance relating to assets not yet available for use (paragraphs B15 and 

BC96–BC100)? 
 
 (iii) performance incentives (paragraphs B16–B20 and BC101–BC110)? 
 
(b)  Do you agree with how the proposed guidance in paragraphs B3–B27 would treat all components 

of total allowed compensation not listed in question 3(a)? Why or why not? If not, what approach do 
you recommend and why? 

 
(c)  Should the Board provide any further guidance on how to apply the concept of total allowed 

compensation? If so, what guidance is needed and why? 
 
 

14. We agree with the proposed guidance on how an entity would determine total allowed 
compensation for goods or services supplied relating to regulatory returns calculated by applying a 
return rate to a base and performance incentives.  

 
15. However, we heard significant feedback on the proposal regarding regulatory returns on a balance 

relating to assets not yet available for use. Most users we spoke to expressed concerns with the 
proposal because it does not reflect the financial effects of the rate regulator’s express intention to 
provide regulatory returns during the construction period. If the rate regulator decides to terminate 
the construction of the asset, the entity would likely be able to seek recovery of the regulatory 
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returns accumulated if not yet charged to customers through the increase of future regulated rates. 
Regulatory returns are provided to compensate the entity for the capital invested in constructing 
assets required by the rate regulator. The rate regulator’s action contributes to a user’s 
understanding of the regulatory environment and credit quality of the entity and affects a user’s 
projection of future cash flows. Therefore, the financial statements will become less useful and 
relevant to users if the financial results do not reflect the economics of the rate regulator’s actions. 

 
16. A few users indicated that they were indifferent with how regulatory returns on assets under 

construction are accounted for if such returns are disclosed in the notes. They can use the 
disclosed information to make the necessary adjustments in their analysis. However, we note the 
proposed disclosure objective may not capture this information, as discussed further in Question 9.  

 
17. Preparers and auditors expressed similar concerns as users and cited operational complexity in 

implementing the proposal since it would require system changes to track this portion of regulatory 
returns separately before the asset is in use. Stakeholders were also concerned that this 
represents a significant difference compared to U.S. GAAP. 

 
18. We discussed the input received from our users, preparers and auditors on this issue. 

Conceptually, we understand that the entity is constructing its own asset that will be used in the 
future delivery of goods or services to the customer. Therefore, deferring the regulatory return until 
the entity places the asset in service aligns with the model’s underlying principle to only reflect total 
allowed compensation as part of an entity’s financial performance for goods or services supplied to 
the customer during the period.  

 
19. Our view is that this proposal has its conceptual merits but there is tension on whether the financial 

reporting outcome of this proposal will result in relevant information to users. An entity earning 
regulatory returns on construction work in progress is economically different from an entity that is 
not earning this return from its rate regulator. 

 
20. We understand that the impact of this proposal on entities may vary depending on whether there 

are material assets under construction and whether the rate regulator approves a regulatory return 
in excess of the cost of borrowing. For example, we are aware that one of our provincial rate 
regulators only provides regulatory returns based on the cost of borrowing. Our understanding is 
that an entity would apply IAS 23 Borrowing Costs to determine if the regulatory return based on 
the cost of borrowing can be capitalized to the qualifying asset, but we have suggested clarification 
of this through a scope exclusion in Question 1. However, we recognize that entities affected by the 
proposed Standard likely operate in capital intensive industries, and therefore, think this proposal 
has the potential to have a material impact on entities.  
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21. Based on the above points, we encourage the IASB to reconsider the direction of this proposal and 
see if a solution can be identified that enables an entity’s financial statements to reflect the 
regulatory returns earned by the entity during construction.  

 
22. The IASB could explore whether the principle for the recognition of regulatory returns on an asset 

not yet available for use should be based on goods or services supplied using that asset. Our 
understanding is that regulatory returns applied to a regulatory asset base are different from 
regulatory returns applied to construction work in progress. A regulatory asset base typically 
consists of assets placed in use to supply goods or services to customers. However, regulatory 
returns on construction work in progress are not for assets placed in use, but rather to compensate 
the entity for the capital invested in constructing the asset. Entities operating in a rate-regulated 
environment differ from unregulated entities because they typically have an obligation to construct 
the infrastructure necessary to provide the regulated goods or services given the essential nature of 
such goods or services. Therefore, we think there is a compelling reason to link the recognition of 
regulatory returns to the construction period of the asset.  

 
23. We suggest the following alternatives for consideration in reassessing the principle underlying the 

recognition of regulatory returns on an asset not yet available for use: 
 

(a) Consider alignment with the principle for performance incentives such that recognition occurs 
in the period that the entity’s performance gives rise to the regulatory returns. In the situation 
when regulatory returns accumulate while the asset is not yet available for use and are 
included in the regulated rates charged to customers only once the asset is available for use, 
we think the right that arises is difficult to distinguish from the right that arises for performing 
construction work – that is in both cases, the entity has an enforceable present right to add 
an amount in determining a regulated rate to be charged to customers in future periods. We 
recognize that the IASB has justified the treatment of incentives for performing construction 
work, as described in paragraphs BC101 to BC105 in the Basis for Conclusions, and we think 
there is merit to extend this justification to regulatory returns on an asset not available for 
use. The alignment of regulatory returns on an asset not yet available for use and incentives 
for performing construction work will provide more useful and understandable information to 
users.    

 
(b) Consider whether the principles in IAS 20 Accounting for Government Grants and Disclosure 

of Government Assistance may help in determining when an entity should recognize the 
regulatory returns on an asset not yet available for use. We think the main concept in IAS 20 
is considering the intent of the grant for determining when the entity should recognize it, 
which ties back to our earlier point on how we think the regulatory returns provided during the 
construction period are not related to the operation of the asset. We think such regulatory 
returns are more akin to providing the entity with financial support during the construction 
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period of the asset given what we heard from users, as described in paragraph 15 of this 
letter. We suggest that the IASB explore the principle in paragraph 20 of IAS 20.   

 
(c) Consider whether focusing on goods or services supplied by the asset is appropriate in a 

situation when the regulatory agreement provides regulatory returns during the construction 
of the asset. The construction of the asset enables an entity to keep in line with the rate 
regulator’s objective to maintain or improve the continuous provision of the regulated goods 
or services to customers. From that perspective, focusing on goods or services supplied by 
the asset appears to be a limiting view of the benefit to the customer as a result of the entity 
investing capital in its infrastructure to earn this return.  

 
24. Regarding the treatment of other components of total allowed compensation not listed in question 

3(a), we agree with the proposed guidance in paragraphs B3–B27 for the reasons outlined in 
paragraphs BC87–BC113 of the Basis for Conclusions. 

 
25. Based on our outreach, we have not identified the need to provide further guidance on how to apply 

the concept of total allowed compensation.  
 

Question 4—Recognition 

Paragraphs 25–28 of the Exposure Draft propose that: 
 
• an entity recognise all its regulatory assets and regulatory liabilities; and 
 
• if it is uncertain whether a regulatory asset or regulatory liability exists, an entity should recognise 

that regulatory asset or regulatory liability if it is more likely than not that it exists. It could be certain 
that a regulatory asset or regulatory liability exists even if it is uncertain whether that asset or 
liability will ultimately generate any inflows or outflows of cash. Uncertainty of outcome would be 
addressed in measurement (Question 5). 

 
Paragraphs BC122–BC129 of the Basis for Conclusions describe the reasoning behind the Board’s 
proposals. 
 
(a)  Do you agree that an entity should recognise all its regulatory assets and regulatory liabilities? Why 

or why not? 
 
(b)  Do you agree that a ‘more likely than not’ recognition threshold should apply when it is uncertain 

whether a regulatory asset or regulatory liability exists? Why or why not? If not, what recognition 
threshold do you suggest and why? 

 
 

26. In our view, the recognition of regulatory assets and regulatory liabilities provide users with an 
understanding of how the regulatory agreement impacts the amount, timing and degree of certainty 
or uncertainty of the entity’s future cash flows. Therefore, we agree that an entity should recognize 
all its regulatory assets and regulatory liabilities in its financial statements. 
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27. We support the IASB’s rationale, as explained in paragraph BC125 of the Basis for Conclusions, for 
using a “more likely than not” recognition threshold to address existence uncertainty relating to 
regulatory assets and regulatory liabilities. We note that uncertainty on whether a regulatory asset 
exists and uncertainty on whether the entity will be able to recover a regulatory asset are often 
raised as concerns for recognition. By establishing a recognition threshold, the proposals require 
entities to assess for the existence of a regulatory asset and regulatory liability. We think this 
recognition threshold, coupled with the measurement methods in the model that reflect outcome 
uncertainty, will provide users with information that is relevant to assessing how the regulatory 
agreement can impact an entity’s financial performance and future cash flows.    

 
28. We note that requiring a recognition threshold in the proposed Standard is consistent with IAS 37 

Provisions, Contingent Liabilities and Contingent Assets. IAS 37 is a Standard that applies in a 
situation when there is uncertainty on whether an asset or liability exists. Although we acknowledge 
that IAS 37 has a higher recognition threshold for contingent assets than for provisions, we agree 
with the IASB that there is no reason to set a higher recognition threshold for regulatory assets 
because a single regulatory agreement could give rise to both regulatory assets and regulatory 
liabilities. Setting an asymmetric recognition threshold may result in information that would be 
difficult to interpret.  
 

Question 5—Measurement 

Paragraph 29 of the Exposure Draft specifies the measurement basis. Paragraphs 29–45 of the Exposure 
Draft propose that an entity measure regulatory assets and regulatory liabilities at historical cost, modified 
by using updated estimates of future cash flows. An entity would implement that measurement basis by 
applying a cash-flow-based measurement technique. That technique would involve estimating future cash 
flows—including future cash flows arising from regulatory interest—and updating those estimates at the 
end of each reporting period to reflect conditions existing at that date. The future cash flows would be 
discounted (in most cases at the regulatory interest rate —see Question 6). Paragraphs BC130–BC158 of 
the Basis for Conclusions describe the reasoning behind the Board’s proposals. 
 
(a)  Do you agree with the proposed measurement basis? Why or why not? If not, what basis do you 

suggest and why? 
 
(b)  Do you agree with the proposed cash-flow-based measurement technique? Why or why not? If not, 

what technique do you suggest and why? 
 
If cash flows arising from a regulatory asset or regulatory liability are uncertain, the Exposure Draft 
proposes that an entity estimate those cash flows applying whichever of two methods—the ‘most likely 
amount’ method or ‘expected value’ method—better predicts the cash flows. The entity should apply the 
chosen method consistently from initial recognition to recovery or fulfilment. Paragraphs BC136–BC139 
of the Basis for Conclusions describe the reasoning behind the Board’s proposal. 
 
(c)  Do you agree with this proposal? Why or why not? If not, what approach do you suggest and why? 
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29. We support the measurement basis in the accounting model. We think measuring regulatory assets 
and regulatory liabilities at historical cost, modified for subsequent measurement by using updated 
estimates of future cash flows, provides relevant information to users in understanding if there were 
any changes to the expected recovery and fulfilment of those balances.  

 
30. We also support the proposed cash-flow-based measurement technique. However, during our 

outreach, stakeholders raised questions about how to apply the guidance on determining the 
boundary of the regulatory agreement when an entity has a license to operate in a territory to 
supply the regulated goods or services and the license covers a period longer than its rate 
application. A comment was also made about the example in paragraph BC155-BC156 in the Basis 
for Conclusions that it is very unlikely an entity assesses the boundary ends in one year and gets 
re-established in the next year. We think it would be helpful to clarify the guidance around the 
boundary of the regulatory agreement by using a more practical example involving the submission 
of a rate application and the existence of a license to operate to illustrate the IASB’s intent of how 
to assess the end of the boundary of a regulatory agreement.  

 
31. We support the proposal that requires an entity to estimate future cash flows by applying whichever 

of two methods—the ‘most likely amount’ method or ‘expected value’ method—better predicts the 
cash flows. This proposal is consistent with the requirements in IFRIC 23 Uncertainty over Income 
Tax Treatments on predicting the resolution of an uncertainty over a tax treatment, which we think 
is a comparable analogy to addressing the measurement uncertainties inherent in regulatory assets 
and regulatory liabilities. Some stakeholders have expressed a concern that if the type of regulatory 
asset or regulatory liability is non-routine in nature, there will be significant judgment involved. 
While we acknowledge significant judgment is required, we think the ability to utilize either of these 
two methods would enable an entity to consider which best predicts the cash flows. The judgment 
level required is consistent with applying other IFRS standards such as IFRIC 23.  
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Question 6—Discount rate 

Paragraphs 46–49 of the Exposure Draft propose that an entity discount the estimated future cash flows 
used in measuring regulatory assets and regulatory liabilities. Except in specified circumstances, the 
discount rate would be the regulatory interest rate that the regulatory agreement provides. Paragraphs 
BC159–BC166 of the Basis for Conclusions describe the reasoning behind the Board’s proposals. 
 
(a)  Do you agree with these proposals? Why or why not? If not, what approach do you suggest and 

why? 
 
Paragraphs 50–53 of the Exposure Draft set out proposed requirements for an entity to estimate the 
minimum interest rate and to use this rate to discount the estimated future cash flows if the regulatory 
interest rate provided for a regulatory asset is insufficient to compensate the entity. The Board is 
proposing no similar requirement for regulatory liabilities. For a regulatory liability, an entity would use the 
regulatory interest rate as the discount rate in all circumstances. Paragraphs BC167–BC170 of the Basis 
for Conclusions describe the reasoning behind the Board’s proposals. 
 
(b)  Do you agree with these proposed requirements for cases when the regulatory interest rate 

provided for a regulatory asset is insufficient? Why or why not?  
 
(c)  Have you identified any other situations in which it would be appropriate to use a discount rate that 

is not the regulatory interest rate? If so, please describe the situations, state what discount rate you 
recommend and explain why it would be a more appropriate discount rate than the regulatory 
interest rate. 

 
Paragraph 54 of the Exposure Draft addresses cases when a regulatory agreement provides regulatory 
interest unevenly by applying a series of different regulatory interest rates in successive periods. It 
proposes that an entity should translate those rates into a single discount rate for use throughout the life 
of the regulatory asset or regulatory liability. 
 
(d)  Do you agree with the proposal? Why or why not? If not, what do you recommend and why? 
 
 

32. We agree with the proposal to discount the estimated future cash flows using the regulatory interest 
rate in measuring regulatory assets and regulatory liabilities. We think that this requirement will 
simplify the application of the measurement aspect of the model, as noted in paragraph BC162(a) 
of the Basis for Conclusions.   

 

33. We also agree with the proposed requirement to assess for sufficiency of the regulatory interest 
rate provided for a regulatory asset. We think this is a pragmatic approach that balances between 
using the regulatory interest rate that an entity is entitled to recover because of operating within a 
rate-regulated environment and providing relevant information to a user to indicate when an entity 
is not sufficiently compensated for the time value of money and for the uncertainty in the amount 
and timing of future cash flows arising from the regulatory asset.  

 
34. We note that the Exposure Draft provides guidance on indicators to consider that may suggest the 

regulatory interest rate is insufficient, but there is no guidance in determining what is the minimum 
interest rate. This could result in lengthy debates between preparers and auditors in establishing 
this rate. As a result, we suggest adding application guidance in Appendix B of the proposed 
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Standard that explains what an entity should consider in computing an appropriate minimum 
interest rate.  

 
35. We support the proposal for an entity to translate uneven regulatory interest rates into a single 

discount rate and think that Example 5 in the Illustrative Examples is helpful in illustrating the 
application of the proposal. We have not yet heard of any concerns on this proposal through our 
outreach.  

Question 7—Items affecting regulated rates only when related cash is paid or received 

In some cases, a regulatory agreement includes an item of expense or income in determining the 
regulated rates in the period only when an entity pays or receives the related cash, or soon after that, 
instead of when the entity recognises that item as expense or income in its financial statements. 
Paragraphs 59–66 of the Exposure Draft propose that in such cases, an entity would measure any 
resulting regulatory asset or regulatory liability using the measurement basis that the entity would use in 
measuring the related liability or related asset by applying IFRS Standards. An entity would adjust that 
measurement to reflect any uncertainty that is present in the regulatory asset or regulatory liability but not 
present in the related liability or related asset. Paragraphs BC174–BC177 of the Basis for Conclusions 
describe the reasoning behind the Board’s proposals. 
 
(a)  Do you agree with the measurement proposals when items of expense or income affect regulated 

rates only when related cash is paid or received? Why or why not? If not, what approach do you 
suggest for such items and why? 

 
When these measurement proposals apply and result in regulatory income or regulatory expense arising 
from remeasuring the related liability or related asset through other comprehensive income, paragraph 69 
of the Exposure Draft proposes that an entity would also present the resulting regulatory income or 
regulatory expense in other comprehensive income. Paragraphs BC183–BC186 of the Basis for 
Conclusions describe the reasoning behind the Board’s proposal. 
 
(b)  Do you agree with the proposal to present regulatory income or regulatory expense in other 

comprehensive income in this case? Why or why not? If not, what approach do you suggest and 
why? 

 
36. We agree with the measurement exception provided for items affecting regulated rates only when 

related cash is paid or received. Measuring the regulatory asset or regulatory liability using the 
same measurement basis as the related liability or related asset instead of the general cash flow-
based technique avoids unnecessary accounting mismatches, resulting in more useful and 
understandable information for users. We support the IASB’s rationale, as described in paragraphs 
BC174-BC177 of the Basis for Conclusions, to develop this exception because the cash flows 
arising from the regulatory assets or regulatory liabilities are a replica of the cash flows arising from 
the related liabilities or related assets.  
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37. We also agree with the proposal that when regulatory income or regulatory expense arises from 
remeasuring the related liability or related asset through other comprehensive income, an entity 
should present the resulting regulatory income or regulatory expense in other comprehensive 
income as well. We think this presentation provides a more understandable result to users rather 
than presenting the financial performance effects of the regulatory asset or regulatory liability in 
profit or loss, and the related liability or related asset in other comprehensive income given these 
two items have a direct correlation.    

Question 8—Presentation in the statement(s) of financial performance 

Paragraph 67 of the Exposure Draft proposes that an entity present all regulatory income minus all 
regulatory expense as a separate line item immediately below revenue. Paragraph 68 proposes that 
regulatory income includes regulatory interest income and regulatory expense includes regulatory interest 
expense. Paragraphs BC178–BC182 of the Basis for Conclusions describe the reasoning behind the 
Board’s proposals. 
 
(a)  Do you agree that an entity should present all regulatory income minus all regulatory expense as a 

separate line item immediately below revenue (except in the case described in Question 7(b))? 
Why or why not? If not, what approach do you suggest and why? 

 
(b)  Do you agree with the proposed inclusion of regulatory interest income and regulatory interest 

expense within the line item immediately below revenue? Why or why not? If not, what approach do 
you suggest and why? 

 
 

38. We agree with the proposed requirement to present all regulatory income minus all regulatory 
expense as a separate line item immediately below revenue. We think this separate presentation 
approach provides transparency to help users understand how operating within a rate-regulated 
environment impacts the financial performance of the entity.  

 
39. A few stakeholders commented on how it may not be clear to users what are the true revenues for 

the entity. We think it would be helpful to include a definition of regulatory income less regulatory 
expense in Appendix A of the proposed Standard, similar to how revenue is defined in IFRS 15, to 
explain what this financial statement line item represents. Paragraph 16 of the Exposure Draft 
explains what regulatory income and regulatory expense depicts. We think including that 
explanation in the defined terms of the proposed Standard would help with understanding the 
relationship of this financial statement line with the revenue line.  

 
40. We also agree with the proposed inclusion of regulatory interest income and regulatory interest 

expense within the line item immediately below revenue for the reasons noted in paragraph BC182 
of the Basis for Conclusions.  
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Question 9—Disclosure 

Paragraph 72 of the Exposure Draft describes the proposed overall objective of the disclosure 
requirements. That objective focuses on information about an entity’s regulatory income, regulatory 
expense, regulatory assets and regulatory liabilities, for reasons explained in paragraphs BC187–BC202 
of the Basis for Conclusions. The Board does not propose a broader objective of providing users of 
financial statements with information about the nature of the regulatory agreement, the risks associated 
with it and its effects on the entity’s financial performance, financial position or cash flows. 
 
(a)  Do you agree that the overall disclosure objective should focus on information about an entity’s 

regulatory income, regulatory expense, regulatory assets and regulatory liabilities? Why or why 
not? If not, what focus do you suggest and why? 

 
(b)  Do you have any other comments on the proposed overall disclosure objective?  
 
Paragraphs 77–83 of the Exposure Draft set out the Board’s proposals for specific disclosure objectives 
and disclosure requirements. 
 
(c)  Do you have any comments on these proposals? Should any other disclosures be required? If so, 

how would requiring those other disclosures help an entity better meet the proposed disclosure 
objectives? 

 
(d)  Are the proposed overall and specific disclosure objectives and disclosure requirements worded in 

a way that would make it possible for preparers, auditors, regulators and enforcement bodies to 
assess whether information disclosed is sufficient to meet those objectives? 

 
41. We suggest that the IASB reconsider a broader disclosure objective of providing users of financial 

statements with information about the nature of, and risks associated with, the regulatory 
agreement that gives rise to regulatory assets and regulatory liabilities recognized in accordance 
with the proposed Standard. This includes disclosing the identity of the rate regulator and, if the 
rate regulator is a related party (as defined in IAS 24 Related Party Disclosures), an explanation of 
how it is related should be disclosed. This is currently a disclosure requirement in IFRS 14 that we 
suggest including in the new Standard. In Canada, it is common in the public sector setting that the 
Government controls both the rate regulator and the regulated entity, and therefore, this disclosure 
would be helpful to users to understand such relationship.  

 
42. We understand that the IASB considered a broader disclosure objective, as discussed in 

paragraphs BC191-BC194 of the Basis for Conclusions. However, the IASB decided to focus on 
information about an entity’s regulatory income, regulatory expense, regulatory assets and 
regulatory liabilities because rate regulation can have pervasive effects on an entity to a point that 
providing such broad information would go beyond what financial statements can feasibility provide 
and beyond what IFRS Standards require for any other form or aspect of regulation. The IASB 
noted that users would need to consider information from other sources and that general purpose 
financial reports do not and cannot provide all information that existing and potential investors, 
lenders and other creditors need.  
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43. However, we think it is important to retain the broader disclosure objective in IFRS 14 because 
understanding the nature and extent of risks associated with the regulatory agreement provides 
users with information that is useful in assessing the impact of different rate-regulatory 
environments. We think such disclosures should be part of the financial statements and could be 
given either in the financial statements or incorporated by cross-reference from the financial 
statements to some other statement that is available to users on the same terms as the financial 
statements and at the same time. This approach is used in other IFRS Standards, such as 
paragraph B6 of IFRS 7 Financial Instruments: Disclosures and paragraph 31 of IFRS 14, to reduce 
duplication of information.    

 
44. We also note that the proposed disclosure objective may not capture the information that users 

would like disclosed if the proposed treatment for regulatory return on an asset not yet available for 
use is finalized as drafted. In a situation when the regulatory returns accumulate while the asset is 
not yet available for use and will be included in the regulated rates charged to customers only once 
the asset is available for use (i.e., allowance for funds used during construction), there would be no 
recognition of a regulatory asset and corresponding recognition of regulatory income during the 
accumulation period. Therefore, during the construction period, the entity would not disclose 
information about the regulatory returns earned, and the rate regulator’s decision to provide 
regulatory returns during the construction period will not be communicated in the financial 
statements. That said, we ask that the IASB reconsider the proposal as discussed in Question 3, 
rather than to address the issue through disclosures.  

 
45. We generally support the disclosure requirements in the model. A comment raised during our 

outreach is that it could be challenging to disclose time bands in a situation when the fulfilment 
pattern of a regulatory liability is indeterminate. For example, a rate regulator may allow an entity to 
charge customers in advance over several years to build up a reserve for removal costs that will be 
incurred in the future. This method helps to avoid a rate shock to customers in the year the removal 
occurs. However, an entity may not know when the removal cost will take place. In this example, it 
would be difficult to disclose the time bands of when the fulfilment of the regulatory liability would 
occur. We suggest that the IASB consider expanding on Example 7B.3 in the Illustrative Examples 
to show how the disclosure requirement relating to time bands would apply. 

 
46. Regarding the wording of the proposed overall and specific disclosure objectives and disclosure 

requirements, we have not yet heard of any concerns raised during our outreach.  
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Question 10—Effective date and transition 

Appendix C to the Exposure Draft describes the proposed transition requirements. Paragraphs BC203–
BC213 of the Basis for Conclusions describe the reasoning behind the Board’s proposals. 
 
(a)  Do you agree with these proposals? 
 
(b)  Do you have any comments you wish the Board to consider when it sets the effective date for the 

Standard? 

 

47. We agree with the proposed transition requirements but suggest that the IASB consider whether 
additional transition relief is needed for entities that are not first-time adopters of IFRS Standards. 
For example, one concern we heard during our outreach is that for regulatory returns on an asset 
not yet available for use, the proposal would require entities to go back and identify regulatory 
return amounts that have been recognized in profit or loss during the construction period of its 
assets. For entities in which the approach used by the regulator is to include such returns in the 
regulated rates charged to customers during periods when the asset is not yet available for use, 
this can be particularly challenging. Entities may not have tracked those amounts separately, and 
therefore, may find it difficult to apply the proposal on a fully retrospective basis. We understand 
that this approach is more common in jurisdictions outside Canada, although this approach exists in 
our jurisdiction as well. In addition, we think the challenge to retrospectively apply the proposed 
Standard may be greater for entities that currently apply IFRS Standards without IFRS 14. 
Therefore, we suggest that the IASB consider providing transition relief to limit the number of 
assets an entity is required to reassess on first applying the proposed Standard if such regulatory 
returns were provided on assets during the construction period.   

 
48. Regarding the effective date, we think that a transition period less than 24 months would not be 

feasible for entities. Our stakeholders have also noted that it could be challenging to adopt the 
proposed Standard in the middle of a regulatory period because of the measurement differences 
that may arise. As a result, entities need time to educate their users of the accounting changes and 
discuss with their rate regulators how the accounting changes may impact the rate-setting process. 
In addition, some proposals can be complex to implement from a systems perspective (e.g., 
regulatory returns on construction work in progress). Since the proposals require presenting 
comparatives, entities will need to have their processes ready for parallel accounting a year before 
the effective date.  

 
49. In addition, our research notes that there will be entities that transition from various starting points 

given the different accounting frameworks being used in Canada.3 While many of our entities that 
are likely to be affected by the proposed Standard are currently applying IFRS Standards, there will 
be some entities that transition from another reporting framework such as U.S. GAAP. We 
acknowledge that the transition from another reporting framework to IFRS Standards might be a 

 
3  AcSB Research Paper, Exploring the decision-usefulness of financial information that reflects the economics 

of rate-regulated activities. See Exhibit 2 on Page 10.  

https://www.frascanada.ca/-/media/frascanada/acsb/news/acsb-research-paper-rate-regulated-activites-november-2018.pdf?la=en&hash=3FD6C9352002A343ABC6AA4CD550E71AF142BCE6
https://www.frascanada.ca/-/media/frascanada/acsb/news/acsb-research-paper-rate-regulated-activites-november-2018.pdf?la=en&hash=3FD6C9352002A343ABC6AA4CD550E71AF142BCE6
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Canadian-specific situation given our current reporting landscape for rate-regulated entities and we 
plan on working with our local securities regulators to navigate timing for these entities. However, 
we think having a transition period of at least 24 months would help given these entities would need 
to adopt all other IFRS Standards in addition to this proposed Standard.     

 
50. We are also considering forming a transition resource group in Canada to help our entities 

transition from the various accounting frameworks to this proposed Standard. A transition period of 
no less than 24 months would enable time to discuss any issues raised.   

 
51. Based on the various factors noted above, we ask that the IASB consider providing a transition 

period of no less than 24 months when determining the effective date.  

Question 11—Other IFRS Standards 

Paragraphs B41–B47 of the Exposure Draft propose guidance on how the proposed requirements would 
interact with the requirements of other IFRS Standards. Appendix D to the Exposure Draft proposes 
amendments to other IFRS Standards. Paragraphs BC252–BC266 of the Basis for Conclusions describe 
the reasoning behind the Board’s proposals. 
 
(a)  Do you have any comments on these proposals? Should the Board provide any further guidance on 

how the requirements proposed in the Exposure Draft would interact with any other IFRS 
Standards? If yes, what is needed and why? 

 
(b)  Do you have any comments on the proposed amendments to other IFRS Standards? 

 

52. Some stakeholders noted that it is unclear where to present the income tax impact relating to 
regulatory assets and regulatory liabilities in the statement of financial performance. This tax impact 
would be the result of apply IAS 12 Income Taxes. We suggest that the IASB clarify this point as 
part of the guidance provided in paragraphs B41-B46. We also think including an illustrative 
example to show the calculation and presentation of the income tax impact would be helpful to 
stakeholders given the complexities in this area.   

Question 12—Likely effects of the proposals 

Paragraphs BC214–BC251 of the Basis for Conclusions set out the Board’s analysis of the likely effects 
of implementing the Board’s proposals. 
 
(a)  Paragraphs BC222–BC244 provide the Board’s analysis of the likely effects of implementing the 

proposals on information reported in the financial statements and on the quality of financial 
reporting. Do you agree with this analysis? Why or why not? If not, with which aspects of the 
analysis do you disagree and why? 

 
(b)  Paragraphs BC245–BC250 provide the Board’s analysis of the likely costs of implementing the 

proposals. Do you agree with this analysis? Why or why not? If not, with which aspects of the 
analysis do you disagree and why? 

 
(c)  Do you have any other comments on how the Board should assess whether the likely benefits of 

implementing the proposals outweigh the likely costs of implementing them or on any other factors 
the Board should consider in analysing the likely effects? 
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53. We support the Board’s analysis of the likely effects of implementing the proposals on information 
reported in the financial statements and on the quality of financial reporting as described in 
paragraphs BC222-BC244 of the Basis for Conclusions.  

 
54. Paragraph BC229 of the Basis for Conclusions notes that the proposals would not affect the 

reporting of cash flows in the statement of cash flows of these entities. One comment we heard 
during our outreach is that the split between cash flows arising from operating and investing 
activities may be impacted by the proposals, particularly if the entity’s current practice is to 
capitalize allowance for funds used during construction to the cost of property, plant and 
equipment. We also understand that it would be helpful to users to identify regulatory returns on 
assets not yet available for use in the financial statements as it will affect their analysis of certain 
metrics, such as an entity’s free cash flow and funds from operations. Another comment we heard 
is that it is particularly important for users to be able to identify the changes of regulatory assets 
and regulatory liabilities separately from working capital items in the cash flow statement. In light of 
these comments, we suggest that the IASB provide clarification on how an entity should consider 
regulatory assets and regulatory liabilities, and the related regulatory income (regulatory expense), 
as part of the guidance in IAS 7 Statement of Cash Flows to achieve consistency in practice.  

 
55. We generally support the Board’s analysis of the likely costs of implementing the proposals as 

described in paragraphs BC245-BC250 of the Basis for Conclusions. However, we would like to 
highlight that incremental cost to implement the proposal for regulatory return on assets not yet 
available for use for entities that currently recognize regulatory balances. Based on what we have 
learned during our outreach, implementing the proposal would result in the need to maintain 
multiple sets of books to track the portion of regulatory return on construction work in progress. 
Given entities within scope are likely operating in capital intensive industries, this proposal has the 
potential to affect every asset under construction, creating significant costs to preparers. This 
proposal also increases the costs for users because if the information is not provided in the 
financial statements, they will need to identify the regulatory returns on construction work in 
progress from other sources to make the necessary adjustments to their model for purposes of 
assessing credit quality and projecting future cash flows.  

 
56. We have no further comments to raise other than the points noted above.   

 
 


