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Dear Sirs, 
 
 
REQUEST FOR INFORMATION – RATE REGULATION 
 
Please receive our response to your questions on rate regulation in the 
Request for Information issued in March 2013. 
 
The A.P. Moller - Maersk Group operates a few container terminals under rate 
regulation. Our replies to your questions concern these activities.  
 
In case you need further elaboration please do not hesitate to contact us. 
 
 
 
 
Yours sincerely 
 
Kenneth Eintoft 
Senior Director 
Group Accounting 
kenneth.eintoft@maersk.com 
Direct phone: +45 33634371 
 

Encl.: Response to Request for Information re. Rate Regulation  



  Group Accounting 
 

1. The regulated industry and why it should be considered 

Rate regulation is widespread and affects industries across many jurisdictions. It would be 
helpful if respondents indicate whether they think that recognising, in IFRS financial 
statements, the effects of the rate-regulatory scheme being described would provide relevant 
information about the consequences of rate regulation to users of financial statements. It is 
easier for us to understand the information that you give us if we know what industry the rate 
regulation relates to. 

Question 1 

For the types of rate regulation that you think 
would be useful for us to consider in the 
Discussion Paper (or would not be useful to 
consider, if applicable), what types of goods 
or services are subject to the rate regulation 
being described? 

This document is a response to an RFI on 
Rate Regulation issued by IASB. 
The answers to the questions concern the 
terminal activities in the A.P. Moller – Maersk 
Group operated by APM Terminals. 
 

In providing this information, please also tell 
us: 

 

a) whether you are a rate-regulator, a 
financial statements preparer, auditor, 
user or other (please specify);  

Financial statements preparer 

b) what jurisdiction the rate regulation that 
you are describing is in; 

Various 

c) whether that jurisdiction is a recent 
adopter of IFRS; and 

A.P. Moller – Maersk Group: Adopted IFRS in 
2005 
APM Terminals: the entities do not prepare 
separate financial statements under IFRS. 

 

d) whether the main suppliers of the rate-
regulated goods or services (ie the rate-
regulated entities), including your 
company if applicable, are predominantly 
private-sector entities, government 
entities or closely related to the rate 
regulator. 

Private-sector entity 

 

If the jurisdiction has not adopted IFRS, your views are still useful to us. It would be helpful if 
you could include information about what local GAAP is applied and how the effects of the rate-
regulatory scheme are reported in accordance with that local GAAP. 
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2. The objectives of the rate regulation 

The objectives of rate regulation are influenced by many factors, such as the nature of the 
goods or services that are being provided, the economic climate, environmental factors, etc. It 
is useful to know the high-level objectives of the rate regulation under review because those 
objectives will influence the nature of the rate-setting mechanism employed by the rate 
regulator. 

The objectives of rate regulation may change over time. We are most interested in your 
current situation but it would be helpful if you could indicate whether there has been a recent 
change or a trend towards alternative objectives. 

Question 2 

What are the objectives of the rate regulation 
and how do they influence the interaction 
between the rate regulator, the rate-regulated 
entity and customers? 

 

In providing this information, please tell us:  

a) what are the high-level objectives of the 
rate regulation (for example, to restrict 
prices or to influence the levels of supply 
and demand or to restrict or encourage 
competition); and 

1)Safeguard the interest of customers and 
other port users. 

2)Ensuring just and fair return to ports 

3) Encourage competition, economical use of 
resources, efficiency in performance and 
optimum investment. 

b) how these objectives are reflected in the 
nature of the rate-setting mechanism? For 
example, to what extent: 

 

(i) is the rate-setting mechanism designed 
to give the rate-regulated entity a ‘fair 
rate of return’ (for example, a cost-
plus mechanism) or is the focus more 
on reducing the cost to customers (for 
example, a price-cap or other 
incentive-based mechanism); 

Mixture of fair rate of return and reduced 
cost to customer 

(ii) are there incentives to meet targets 
that are not directly related to the 
cost-rate relationship (for example, 
efficiency, service levels, infrastructure 
investment, increased supply capacity 
or reliability, use of alternative 
resources or reduction in customer 
demand or usage); 

Generally there are incentives to exceed cost 
efficiency targets or volume throughput 
targets, which are outside the cost-rate 
relationship 

(iii) does the rate regulation fix the price 
per unit or does it provide some 
flexibility for the entity to set prices 
(for example, through price ranges or 
caps, based on either unit prices or 
total revenue or total profitability); and 

Fixed price per unit or per service, no 
flexibility 

(iv) are there other aspects of the rate-
setting mechanism that reflect any 
specific objectives not envisaged 
above? 

In India only designated major ports are 
subject to the regulation 
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3. The rights and obligations established by the rate regulation 
Information about the nature and amounts of a reporting entity’s economic resources and 
claims can help users to identify the reporting entity’s financial strengths and weaknesses1. It 
is important for us to understand what rights and obligations are commonly established by rate 
regulation so that we can identify more clearly the types of economic resources and claims 
that might arise. At this stage, we are looking for a factual summary of the rights and 
obligations created by the rate regulation. We are not asking respondents to analyse whether 
those rights and obligations should be recognised as assets and liabilities in IFRS financial 
statements. That analysis will be done when developing the Discussion Paper. 

Question 3 

What sort of rights or obligations does the 
regulation create? 

 

In providing this information, please consider:  

a) whether the rate-regulated entity has an 
exclusive right to operate in the market; 

Generally, yes 

b) if the entity’s right to operate in the 
market is established by licence: 

 

(i) is there a cost to acquire the licence; 
and 

Usually yes, through concession fees 

(ii) can the licence be revoked, renewed 
or transferred; 

Yes, under terms defined in the concession 
agreement, usually for non-performance 

c) how competition is excluded or 
encouraged; 

Varies, sometimes monopoly situation, in 
other competition is encouraged 

d) how the rights and obligations are 
expressed, for example, as a cap on the 
rate of return, as the right to recover 
entity-specific costs, as a right to recover 
an allowed level of costs (whether or not 
incurred by the entity), or as a right to 
recover specific types of costs without limit 
if and when incurred; and 

Varies, may be simple cap on tariffs, based on 
a perceived market rate, others have a target 
rate of return on capital 

e) whether the entity can choose to stop 
providing the goods or services that are 
subject to rate regulation and, if so: 

No 

(i) how is this achieved; and  

(ii) what are the consequences for the 
entity? 

 

  

                                           
1 Paragraph OB13 of the Conceptual Framework 
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4. The enforcement of rights and obligations 

To help us to identify what features of the rate regulation might create economic resources for 
or claims against the rate-regulated entity, it is important for us to understand how the rights 
and obligations established by the rate regulation are enforced or settled respectively. 

Question 4 

For the rights and obligations identified in 
response to Question 3, how does the rate-
regulated entity enforce its rights, or how 
does the rate regulator enforce the settlement 
of the rate-regulated entity’s obligations? 

 

In providing this information, please tell us:  

a) does the rate regulation provide for 
retrospective recovery or reversal of 
under- or over-recoveries of allowable 
costs? If so, how is this achieved, for 
example through cash payments or other 
asset transfers to or from parties outside 
the rate-regulated entity (such as 
individual customers or groups of 
customers, the rate regulator or the 
government); 

Where tariffs are set no retrospective action is 
necessary. Where target rate of return is 
employed, rate regulation provides for 
adjustment in tariffs for future cycle to 
recover excess returns in previous cycle 

b) are the rights and obligations separable 
from the business; and 

No 

c) what happens to the rights or obligations 
when the entity ceases to provide the 
rate-regulated goods or services? 

Governed by licence / concession agreement.  
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5. The recovery or reversal of cost and income variances 

We understand that, in many rate-regulatory schemes, the rate-setting mechanism uses 
estimates of future costs and income as well as actual costs incurred. In such circumstances, 
the rate regulator usually requires that the rate-regulated entity must keep records of 
variances between the estimated and actual amounts. These variance amounts are then 
recovered or reversed over an agreed period of time through inclusion in the calculation of 
future rates, either automatically or with the approval of the rate regulator. 

Irrespective of whether these variance amounts are recognised in general purpose financial 
statements, we want to learn more about the effectiveness of the rate regulation in ensuring 
their recovery or reversal, particularly when there have been shifts in demand for the 
regulated goods or services. 

Question 5 

How does the rate regulation ensure the 
recovery or reversal of under- or over-
recoveries of allowable costs (ie variance 
amounts) (if applicable)? Are these 
mechanisms effective in recovering or 
reversing those amounts within the targeted 
time frame? 

Not applicable where there is a simple tariff 
setting mechanism, only applies where rate of 
return mechanism is in place: 

In providing this information, please tell us:  

a) what is the mechanism for tracking the 
recovery or reversal of such variance 
amounts; 

Tariff guidelines remain in place for fixed 
period (3 years). Tariff proposal for next cycle 
(of 3 years) is based on review of actual costs 
during current period and forecast future 
costs, which have to be justified to be 
allowed. 

b) how does the rate-setting mechanism 
adjust for unexpected changes in demand 
for the rate-regulated goods or services; 

Entity may retain some excess where variance 
of actual activity to forecast is experienced, 
e.g. 50% of the benefit of any surplus over 
Allowable ROCE is adjusted prospectively if 
the physical and financial position exceeds +/- 
20% over projection. 

c) has there been a recent trend whereby the 
balances of the variance amounts have 
been increasing? If so: 

Yes 

(i) is this caused by an increase or a 
decrease in the demand of the rate-
regulated goods or services; 

Partly, yes 

(ii) has the trend resulted in a net debit 
position (ie under-recovery of costs) 
or a net credit position (ie over-
recovery of costs); and 

Net debit 

(iii) what are the main components of the 
variance amounts (ie what are the 
main categories of cost or income 
variances)? 

Power, fuel, TT rental, outsourced equipment 
operation and maintenance 
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