
   

 

 

30 May 2013 

 

 

Request for Information ‘Rate Regulation’ 

International Accounting Standards Board 

30 Cannon Street, London EC4M 6XH 

United Kingdom 

 

 

Dear IASB: 

 

The Korea District Heating Corporation(KDHC) is pleased to submit its comments on the 

Request for Information “Rate Regulation”. 

 

I would appreciate your including our comments. 

 

KDHC is public company as the Korea’s largest provider of integrated energy of electricity 

and district heating.   

 

Our district heating is regulated under tight government control and guidance. Therefore, 

we will be affected according to the results of the rate regulation standards, so we have 

great interest in your request. 

 

The enclosed comments represent official positions of the KDHC. They have been 

determined after extensive due process and deliberation. 

 

Please do not hesitate to contact us if you have any inquiries regarding our comments. You 

may direct your inquiries to me(seobk@kdhc.co.kr) or Mr. Tae Soon Kwon 

(tskwon60@kdhc.co.kr), Finance Senior Manager of the KDHC. 

 

 
 

Seo, Bong-Kyung, Finance Director of KDHC 
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Request for Information ‘Rate Regulation’ 

 

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: 

 

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

other (please specify); 

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

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

(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. 

 

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. 

 

 

 

o Korea District Heating Corporation (KDHC) supplies electricity and heat to multiple 

users in apartments and commercial buildings, economically generated from 

centralized power generation facilities, with further details as below:) 

 

The item which is subject to rate regulation is District heating rate 

 

While it looks as though the rate is decided by a mutual agreement between KDHC 

and the government, the rate is actually decided by the approval of the government, 

namely rate-regulator. 

 

(a) KDHC is a financial statement preparer 

 

(b) KDHC is subject to rate regulation in Republic of Korea. 

 



   

- 2 - 

(c) KDHC is listed in the Korean securities market as a public company and prepares its 

financial statements in accordance with Korea International Financial Reporting 

Standards(K-IFRS) since 2011. 

 

(d) As of the end of 2012, district heating had been supplied to 2,212 thousand 

households nationwide by 30 providers including public and private companies. 

KDHC supplies district heating to 1,212 thousand households, representing 54.8% 

of the nation's total. 

 

o Accounting policy related to rate regulation) KDHC does not recognise separate 

assets or liabilities when outstanding amounts arise and it recognises those amounts 

as revenue in its financial statements when it actually collects the amount through 

rate. 

 

 

 

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 

(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 

‘fairrate 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); 

(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); 

(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 
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(iv) are there other aspects of the rate-setting mechanism that reflect any specific 

objectives not envisaged above? 

 

 

(a) The objective of the rate regulation is to guarantee the recovery of costs incurred by 

supplying heat, mitigate the frequent heating rate fluctuation and stabilize prices. 

 

(b) (i) District heating rate is decided through the cost-plus mechanism and price-cap 

mechanism. 

    ① cost-plus mechanism 

- Regulator (the Korean Government) assures the recovery of the actual fuel costs 

by law. While the actual fuel cost fluctuates due to the changing oil price and 

exchange rates. the district heating rate is adjusted on a three month basis. Thus 

the actual fuel cost is not exactly reflected owing to the time difference and 

KDHC reflects the different amount into the next year rate.  

 
- In other words, the differential between the actual fuel costs incurred and the rate 

collected in the previous year is recovered when the company reflects the amount 

into the rate to be collected between the period from September current year to 

October next year in order to recover (or reverse) the amount. 

 
- However, when the regulator does not approve reflecting the different amount 

owing to the emergency situation within 1 year, the right or obligation the KDHC 

has lapses. 

 

②  price-cap mechanism 

- The regulator establishes the maximum limit on every cost but fuel costs, such as 

personnel expenses, maintenance fees and other kinds of overhead cost. 

 

(ii) Not applicable to KDHC 
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(iii) District heating rate is a fixed unit price in accordance with the rate regulation and 

approved by the rate regulator periodically.  

 

(iv) Not applicable to KDHC 

 

 

 

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; 

(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 

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

(c) how competition is excluded or 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 i ncurred by the entity), or as a right to recover 

specific types of costs without limit if and when incurred; and 

(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 

(ii) what are the consequences for the entity? 

 

 

(a) The KDHC has gotten its exclusive right to supply heat to the designated districts by 

the government which selects a supplier on the basis of the Integrated Energy 

Supply Act. 

 

(b) There is no cost to acquire the right to run a business but the government's approval 

is necessary to renew or transfer the right.)  

 

(c) Not applicable 

 

(d) KDHC can recover the actual fuel costs incurred by adjusting its future district 

heating rate and believes the rights as claims. This is because the rate is finalized 

after getting the approval of the regulator. 
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The fuel costs incurred by KDHC is reviewed by the rate regulator prior to future 

rate adjustment.  

 

(e) It is impossible for KDHC to stop supplying heat. .  

 

 

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); 

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

(c) what happens to the rights or obligations when the entity ceases to provide the 

rate-regulated goods or services? 

 

 

(a) No, The fuel costs that are not recovered from rate in current year are carried 

forward to be adjusted in the following year's rate with the rate regulators' approval. 

 

(b) The rights to recover actual fuel costs are not separable from the business. 

 

(c) This question is not applicable to KDHC. This is because, as mentioned above, it is 

NOT possible to cut off heat supply.  

 

 

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? 
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In providing this information, please tell us: 

 

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

amounts; 

(b) how does the rate-setting mechanism adjust for unexpected changes in demand 

for the rate-regulated goods or services; 

(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)? 

 

 

(a) The different amounts between actual fuel costs incurred and the rate collected are 

verified by a validation committee and the rate regulator and then adjusted to the 

next year only for 1 year. 

 

(b) Our rate-regulated method does not consider the unexpected demand change. 

However, we believe there is no unanticipated change. 

 

(c) Although the different amounts resulting from the oil price increase have increased 

during the past two years, KDHC has recovered all amounts up to now. 


