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Ladies and Gentlemen, 
 
This letter of comment is submitted on behalf of the International Association of 
Consultants, Valuators and Analysts (IACVA), a member of your organization as well as 
the World Association of Valuation Organizations (WAVO). We are a knowledge transfer 
and credentialing organization with Charters covering 55 countries, listed in the appendix, 
serving about 10,000 members who are mainly involved in business valuation and fraud 
deterrence. 
 
As a worldwide organization, we are extremely concerned with the development of 
guidance and standards related to valuation. 
 
We appreciate the opportunity to comment on the Exposure Draft “Rate Regulation”. Our 
responses to the questions are as follows: 
 
 
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? In providing this information, please also tell us: 

 
Among the 55 countries in which we have members, there are many types of rate 
regulation ranging from price increase caps (for example inflation – 1%) to rate of return 
on “admitted assets” (such as in gas or water distribution systems or oil pipelines). 
 
(a) whether you are a rate-regulator, a financial statements preparer, auditor, user or other (please specify); 

 
As valuators, our members are normally only users of financial statements but they also 
include rate regulators, financial statement preparers and auditors. 
 
(b) what jurisdiction the rate regulation that you are describing is in; 

 
The jurisdictions in which our members practice range worldwide; rate regulation is 
mainly a provincial matter but sometimes it is applied at the municipal or national levels. 
 
(c) whether that jurisdiction is a recent adopter of IFRS; and 
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Most but not all of our member countries (see attached list) have or are planning to 
adopt IFRS but some (like the USA) have important national GAAPs. 
 
(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. 

 
Most rate regulated entities are in the private sector but a number may be state 
controlled (sometimes in foreign countries). 
 
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 

 
Based on rough polling, the objective of rate regulation in most jurisdictions is to provide 
basic services (water, gas, electricity, telephone, cable TV, etc.) to residents at low 
enough prices to be politically acceptable to the consumers. The concept is for suppliers 
to recover all reasonable costs, then, in addition, receive some return on its 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); 

 
Both types of mechanisms are used but the rate of return concept seems the more 
prevalent. 
 
(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); 

 
While incentives are not infrequent, it is also quite normal to find surcharges of various 
kinds, such as for oil price increases (rarely rebates for decreases), or the costs of 
stranded assets such as a shutdown nuclear plant. 
 
(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 

 
In general, the regulators allow the supplier some flexibility in setting retail rates subject 
to revenue or profit caps. 
 
(iv) are there other aspects of the rate-setting mechanism that reflect any specific objectives not envisaged 
above? 

 
In many jurisdictions with high electric power rates, theft is very common. In some 
cases, rate cards have been developed (with lower charges for greater use) to make it 
economically desirable for small consumers to eschew theft and go legal. 
 
Question 3 

What sort of rights or obligations does the regulation create? In providing this information, please consider: 
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(a) whether the rate-regulated entity has an exclusive right to operate in the market; 

 
In general, rate regulated entities have an exclusive franchise for a period in a particular 
geographical area. 
 
(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 

 
Most licenses were granted years ago based on a “beauty contest”. 
 
(ii) can the licence be revoked, renewed or transferred; 

 
Nearly all licenses are held by corporate entities and can only be transferred by the sale 
of the related equity. 
 
(c) how competition is excluded or encouraged; 

 
Our members indicate that most regulated industries are “natural monopolies” and have 
no competition at least at the consumer level. 
 
(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 

 
The rights and obligations of a regulated entity may be expressed in many different 
forms. No rules appear to exist. 
 
(e) whether the entity can choose to stop providing the goods or services that are subject to rate regulation 
and, if so: 
(i) how is this achieved; and 

 
In most cases, even in the event of a bankruptcy, the regulated entity has to continue to 
supply its goals or services to consumers, otherwise, all investors (both debt and equity) 
are liable to lose everything. 
 
(ii) what are the consequences for the entity? 

 
At a maximum, the consequences are the complete loss of the investment. 
 
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); 

 
In most cases, the shareholders of the regulated entity have to absorb the effects of any 
under recovery while over recoveries will normally result in penalties such as a payment 
holiday for consumers.  
 
(b) are the rights and obligations separable from the business; and 
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The legal form of the rights and obligations are usually not separable from the business 
but in some jurisdictions, this may be possible. 
 
(c) what happens to the rights or obligations when the entity ceases to provide the rate-regulated goods or 
services? 

 
See answer to 3(e)(i). 
 
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? In providing this information, please tell us: 
(a) what is the mechanism for tracking the recovery or reversal of such variance amounts; 

 
Usually under- over- recoveries only are disclosed at the next scheduled rate hearings. 
 
(b) how does the rate-setting mechanism adjust for unexpected changes in demand for the rate-regulated 
goods or services; 

 
In most cases, the mechanism changes only as the result of rate hearings. 
 
(c) has there been a recent trend whereby the balances of the variance amounts have been increasing? If 
so:  
(i) is this caused by an increase or a decrease in the demand of the rate-regulated goods or services; 
(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 
(iii) what are the main components of the variance amounts (ie what are the main categories of cost or 
income variances)? 

 
We are not aware of such a trend. 
 
 

Should a Board or staff member wish to discuss this matter further, they may contact me 
during normal business hours (Eastern Time) at 416-865-9766. 
 
 
Respectfully submitted on behalf of IACVA 
Per 

 
 
James P. Catty, MA, CA•CBV, CPA/ABV, CVA, CFA, CGMA, CFE 
Chair  
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Appendix 

 

 

Americas 

Bahamas 
Canada 
Grenadine Islands 
Guatemala 
United States 
Mexico 
Puerto Rico 
Argentina 
Brazil 

Africa 

Ghana 
Kenya 
Nigeria 
South Africa  
Uganda 

Europe 

Austria 
Germany 
Netherlands 
Switzerland 
Romania 
Ireland 
United Kingdom 

Asia/Pacifica 

China 
Taiwan 
Japan 
South Korea 
Hong Kong 
Singapore 
 
 

 
 
Malaysia 
Thailand 
Australia 
India 

Middle East 

Lebanon 
Egypt 
Syria 
Jordan 
Kuwait 
United Arab Emirates 
Saudi Arabia 
Israel 
Bahrain 

Commonwealth of Independent 
States 

Armenia 
Azerbaijan 
The Republic of Belarus 
Kazakhstan 
Kyrgyzstan 
Moldova 
Russia 
Tajikistan 
Turkmenistan 
Ukrain 
Uzbekistan 
Georgia 
Estonia 
Latvia 
Lithuania 
 

 


