
 

200 North Service Road West, Unit 1, Suite 646, Oakville, ON  Canada  L6M 2Y1  Tel: +1 905 827 5139 

May 29, 2013 

The International Accounting Standards Board 
30 Cannon Street 
London, UK 
EC4M 6XH 
 
To Whom It May Concern: 

RE:  Request for Information: Rate Regulation 

CAMPUT, Canada’s Energy and Utility Regulators, is responding to the International 
Accounting Standards Board (IASB) Request for Information on Rate Regulation. 

CAMPUT is an association of the agencies that regulate gas and electric utilities in Canada: one 
federal, ten provincial and three territorial agencies.  Some of the member agencies also regulate 
water and sewer utilities and other non-utility mandates.  Each agency has different methods and 
degrees of independence determined by its appointing government body.  However, a common 
element of each agency is the reliance on financial statements prepared by Canadian rate 
regulated utilities. 

Canada’s population of about 35 million is served by the CAMPUT member regulatory agencies. 
Canada’s population is spread across a territory of nearly 10 million square kilometers and 
concentrated in the southern part of the country along the 8,900 kilometer border with the United 
States.  Canada has the 11th largest economy in the world with a 2012 nominal GDP of 
USD$1.82 trillion. 

CAMPUT is responding generally to this request for Information and hopes, given the varied 
nature of the regulatory bodies, the individual regulatory members can provide the more specific 
information being sought.   

CAMPUT appreciates this opportunity to provide this response to you.  If you require any further 
information, please contact me at the telephone number below or at rochefort@camput.org. 

Yours very truly,  

 
Terry Rochefort 
Executive Director 

mailto:rochefort@camput.org


 

Question 1: The Regulated industry and why it should be considered 
CAMPUT, as an association of the agencies that regulate energy utilities in Canada, 
represents the regulators in Canada.  As such, the types of services regulated reflect a 
significant range of utilities, amongst other legislated mandates.  The more common 
include:  

• electricity generation utilities 
• electricity transmission utilities 
• electricity distribution utilities 
• electricity retail utilities 
• fully integrated (generation, transmission, distribution and retail) electric utilities 
• natural gas utilities 
• natural gas (and other hydrocarbon) transmission pipeline utilities 
• natural gas retail utilities 

The rate regulation varies by federal, provincial and territorial levels in Canada, with the 
legislation governing each jurisdiction developed at the respective level.  In the majority 
of the cases the regulators have the jurisdiction in statute to prescribe accounting 
policies. 

Within the various entities subject to rate regulation there are some utilities that have 
recently adopted International Financial Reporting Standards (“IFRS”). This has 
predominantly been the larger government owned and the publicly traded shareholder 
owned utilities but it has also captured much smaller entities that are considered to be 
government business enterprises at the Municipal level.  Those utilities that qualify as a 
United States (“US”) Reporting entity, have obtained approval to apply US Generally 
Accepted Accounting Principles (“US GAAP”).  There are also entities under Private 
Enterprise (Canadian) GAAP for the private sector entities, as well as the Canadian 
Institute of Chartered Accountants Public Sector Accounting Handbook. 

The regulatory bodies are one of the key users of the financial statements and in turn 
the decisions of the regulators may influence the financial statements. 

Question 2: The Objective of rate regulation 

The purpose of CAMPUT is to improve public utility regulation in Canada.  The 
regulatory bodies we represent have significantly varied objectives, governed by the 
legislation applicable to individual mandates that are developed at the provincial and 
territorial levels.   

Unlike many other industries in which there are numerous companies competing to sell 
the same product or service, electricity and natural gas distribution and the broader oil 
and gas transmission are considered to be “natural monopolies".  



 

Regulation of electricity and gas utilities is a form of “economic regulation".  Laws, 
regulations and other requirements have been designed to address the natural 
monopoly position of these energy companies, acting as a substitute for the economic 
forces that would normally influence them in a competitive market.  In that way, 
economic regulation of the activities of monopoly service providers protects the interests 
of consumers. 

The legislative authorities in Canada generally set various categories of objectives for 
regulatory bodies for electricity and gas sectors.  These objectives, among others, may 
include protecting the interests of consumers with respect to prices and the adequacy, 
reliability and quality of services and promoting economic efficiency and cost 
effectiveness in the generation, transmission, and distribution of electricity and gas. 

Despite various categories of detailed objectives of rate regulation, one common, high-
level objective among CAMPUT members is to serve the public interest.  

A fair regulatory process will act to replace the effects of competition where competition 
does not exist, by weighing numerous elements to ensure balance: the obligation to 
serve; reliability of the service, safety, social and environmental concerns; adequacy of 
supply; the opportunity for the utilities to recover prudent costs and earn a fair return; as 
well as the economics of the utility, and prudent management. 

The utilities regulated by CAMPUT are largely regulated on a cost-plus-return basis. In 
some cases incentive regulation applies but in those cases there is generally an 
opportunity to re-base rates to a cost-plus-return basis periodically and/or if the 
incentive return results deviate too far from a fair return. 

Question 3: The rights and obligations established by rate regulation 

Many utilities in Canada have exclusive monopoly rights to operate in their service 
territories, and, due to market entry constraints, competition is not robust even when 
there is no right of exclusivity. 

Regulators of those utilities generally use a licensing mechanism to regulate the 
conduct of rate regulated utilities.  The licence sets out the conditions under which the 
utility must operate.  Compliance with applicable codes issued by regulators is typically 
required as a condition of a licence.   

Rights and obligations vary by jurisdiction and depend on the regulatory regime in place 
in addition to the governing legislation. In Canada common current approaches to rate 
setting include: 



 

Cost of Service Models Rates result from a rate case. These can 
be based on budget, historical or test year 
information typically modelled after recent 
audited financial statements.  

Formula Driven Models Rates or components of rates are driven 
by formula and are typically implemented 
automatically based on an entity’s annual 
financial position with the annual audited 
financial statements reported.  Rates may 
be re-based to a cost-plus return basis 
periodically or in certain circumstances 

Performance Incentive or Risk Based 
Regulation 

Rates are set and are tied to inflation in 
input costs less a productivity factor and 
cannot change for a period of time. The 
initial rate set is based on a cost-plus 
return basis typically modelled after recent 
audited financial statements or approved 
cost forecasts. Performance incentive 
regulation uses benchmark information. 

 
Some of the more common rights and obligations arising include:  

• Firstly, the statutory and or legal right to recover prudently incurred costs (usually 
on a forecast basis and NOT trued up to actuals); 

• Secondly, various additional rights may be granted by regulators: 
o deferrals of operating costs for future recovery (for some costs only); 
o deferrals to true up major capital spending projects; 
o deferrals for the smoothing of the cost of fuel used to generate electricity 

or transmit gas; 
o rate stabilization accounts for the purpose of smoothing or stepping rate 

increases; 
o use of cash flow through income tax in revenue requirement; 
o use of cash rather than accrual accounting for pensions; 
o maximum return on equity above which earnings would be repaid to 

ratepayers; 
o price caps;  
o performance measured and incentive based adjustments; 
o consumers’ right to be connected and receive service; 
o reliability and quality of services. 

Ongoing research and consideration into innovative approaches to regulation continue.   

A common practice in rate setting procedures is parties reaching a settlement 
agreement prior to a Rate Application hearing.  It is typically seen as a positive step 



 

forward when parties representing ratepayers can agree on rates or other matters prior 
to requiring a decision by a regulatory agency.  In some jurisdictions, significant reliance 
is placed on the auditor’s unbiased opinion that the financial information reflects an 
accurate picture of revenue requirements.  The quality of the financial information is 
paramount to setting fair and reasonable rates.  

In most regions, regulatory approval is required to permit the establishment of, or to 
cease, operations in a region.  The sale of a utility to new owners is generally allowed 
but does require approval.  Generally, once an entity is licensed or permitted to operate 
it would only be the result of extra-ordinary circumstances that such privileges would be 
revoked.  Often only adjustment through legislation could alter an entity’s rights, powers, 
privileges or obligations.  This also varies significantly by jurisdiction and the nature of 
the utility.   

Question 4: The enforcement rights and obligations 

Generally once approved rates are set, no additional amounts can be recovered until 
the next rate application.  The risk and reward is with the utility and as such, they must 
incur costs as required to ensure safe and reliable service regardless if it impairs its 
ability to earn a return.  Exceptions include items that were pre-approved for deferral 
account treatment and sometimes exceptions can apply to extraordinary events such as 
major storm damage.  Regulators may use the audited financial statements to track 
financial results as compared to test year expectations and regulatory direction or 
agreements.   

Periodically, utilities may be subject to further in-depth audits of results to track 
information as compared to information presented in proceedings before the Regulator, 
to ensure Regulatory restrictions are implemented in accordance with direction or to 
investigate intervenor concerns with respect to prudence.  

Typically, although it varies under the jurisdiction’s legislation, a utility’s forecast costs 
are recoverable so long as they are justified and reasonable and no finding of 
imprudence is made.  Most utilities are subject to regulatory review of their expenditures 
in some manner, whether through an audit of costs or prudence review on pre-approved 
expenditures. 

Prudence reviews can exist under both prospective (pre-approval) and Ex Post (after 
the fact) approaches.  Generally, a capital project may be reviewed for appropriate 
justification prior to beginning such as through an Integrated Resource Plan process, 
capital budget approvals or individual capital work order requests.  Prudence reviews 
occur to test that the expenditures have occurred in accordance with justification. 



 

Retrospective recovery or reversal could occur in a number of ways.  Many entities 
have obtained approval for deferrals and variance accounts and adjustment 
mechanisms.  For example, deferrals are a very common tool used to stabilize the 
variance in prices for fuel used to generate electricity or move a regulated product in a 
transmission or distribution system. Over or under recoveries are passed along to 
ratepayers. 

The mechanics of such a pass through, refund of over-recovery or collection of under-
recovery are as varied as the utilities using them.  Direct refunds are rare, due to the 
costs associated with such allocations. Typically regulatory liabilities are established or 
a regulatory asset is drawn down, on a go forward basis, over a set period of time to 
settle any required adjustments. 

A utility would have a very high degree of certainty of recovering a prudent over-
expenditure that is covered by an approved deferral account.  On occasion such 
balances have been securitised.  Whether such a regulatory “receivable” could be sold 
and separated from the utility would depend on whether or not a willing buyer could be 
found.  

Question 5: The recovery or reversal of cost and income variances 

Utilities can seek recovery/refund of costs/revenues incurred and recorded in deferral 
and variance accounts.  Regulators review the balances recorded in the deferral and 
variance accounts and order recovery or refund through rates.  In general regulators 
rely on the utility to track the accumulation of regulatory accounts in line with regulator 
direction.  Utilities have represented the accuracy and completeness of their financial 
information to the regulatory bodies, identifying the external audit process as a primary 
control.   

In most jurisdictions intervenor concerns or customer complaints would result in 
assurance efforts performed either by the regulator’s staff or through third-parties on 
behalf of the regulator. 

Reliance on regulatory mechanisms has been steadily increasing in an effort to stabilize 
utilities risks associated with: the cost of fuel used to generate electricity or operate a 
transmission or distribution system (a true up of actual incurred costs versus forecast), 
substitution for hedging, trends associated with economic distress of the customer base, 
and efforts to smooth the effects of rate shock.   

In theory a number of the mechanisms used to reduce risk, such as fuel or hedging 
variance tools, could result in over-recoveries; however, in practice the trend has been 
an under-recovery of costs. 



 

In some jurisdictions the period of time over which the balance in a variance account is 
refunded to/collected from customers is approved, and the associated 
reduction/addition to rates is calculated based on the regulator’s approved forecast 
billing determinants for that approved period of time.  These billing determinants are 
usually the number of customers and the quantity of energy delivered.  In some cases 
the utility takes the risk with respect to these forecast billing determinants.  If the actual 
billing determinants are different than the forecast approved billing determinants then 
the approved balance in the variance account may not be fully refunded to/collected 
from customers.  The difference is reflected in the financial results of the utility. In other 
cases, the utility does not take the risk with respect to the forecast billing determinants.  
Any differences between the actual billing determinants and the forecast billing 
determinants are calculated and the resulting amount is carried forward to the 
subsequent years’ variance account balance. This helps to alleviate any unexpected 
changes in demand for the utility’s goods or services.  

 


