


 
Question 1 

a) What information about the entity’s rate-regulated activities and the rate-

regulatory environment do you think preparers of financial statements need to 

include in their financial statements or accompanying documents such as 

management commentary? 

Please specify what information should be provided in: 

a. the statement of financial positions 

b. the statement(s) of profit and loss and other comprehensive income 

c. the statement of cash flows 

d. the note disclosures; or 

e. the management commentary. 

b) How do you think that information would be used by investors and lenders in 

making investment and lending decisions? 

 

1a)  We believe the following items should be included in the financial statements and 

accompanying disclosures and commentary for rate-regulated entities: 

 

A) Statement of financial position 

1) Regulatory assets and liabilities; 

2) Adjustments to regulatory deferral accounts*. 

B) Statement(s) of profit or loss and other comprehensive income 

1) Adjustments to regulatory deferral accounts to offset Revenue*. 

C) Statement of cash flows 

1) Increase/decrease of consideration received for goods/services*. 

D) Note disclosures 

1) Rate-regulated amounts found on the Statement(s) of profit or loss, rate-

regulator requirements and the corresponding revenue recognition 

principles should be noted (IFRS 14). 

E) Management Commentary 

1) Information regarding the entity’s current methods on reducing the 

economic impact of rate regulation on society and the business should be 

noted; 

2) Information regarding the future benefit/cost to society from current year 

activities should be noted (IFRS 14). 

 

*We believe as regulatory balances vary throughout the year an adjustment account 

should reflect the corresponding amount. The adjustment account should be considered a 

contra-asset account. An adjustment account will allow the user to read and understand 

the differences throughout the year and also allow the entity to maintain clear and concise 

information on the rate regulation requirements. The contra-asset account and changes in 

the account will be reflected in the statement of financial position, statement of earnings 

(affecting revenue) and statement of cash flows.  Separate presentation in each statement 

would help financial statement users understand the related effects.   

 



Although we believe recognizing a Regulatory Intangible Asset is the proper method for 

rate-regulated entities, continuing to use IFRS 14 could also prove to be a successful and 

proper form of financial reporting. IFRS 14 will increase comparability and consistency 

among multiple types of entities along with reducing the amount of irregularities 

throughout the financial statements. The basic disclosure requirements laid out in the 

IFRS 14 standard provides useful information to investors and increases the transparency 

of the financial statements. 

 

Regulatory assets and liabilities would not be considered an appropriate form of 

recognition because the deferral amounts associated with rate regulation are not tangible 

amounts and cannot be used as collateral.  
 

1b)  An additional account supporting adjustments to regulatory intangible assets will provide 

investors and financial users with two sets of information. First, the rate regulators will 

identify the entity’s compliance with the regulations set forth in the agreement. Second, 

investors will be able to track the financial impact of the rate regulation on revenue by 

breaking out adjustments from the original recorded amounts. An entity will provide all 

of the useful information necessary for investors when applying the suggestions provided 

above in 1a). 

  



Question 2 

Are you familiar with using financial statements that recognize regulatory deferral 

account balances as regulatory assets or regulatory liabilities, for example, in accordance 

with US generally accepted accounting principles (GAAP) or other local GAAP or in 

accordance with IFRS 14? If so, what problems, if any, does the recognition of such 

balances cause users of financial statements when evaluating investment or lending 

decisions in rate-regulated entities that recognize such balances compared to  

a) non-rate-regulated entities; and 

b) rate-regulated entities that do not recognize such balances? 
 

2a) Appendix A2 in the Discussion Paper (DP) refers to the rate-regulated entities that 

recognize regulatory deferral account balances and how these balances are often 

incorporated into the carrying amounts of certain items, such as property, plant, 

equipment. Intangible assets are recognized as separate items, which affect the timing of 

when regulatory deferral amounts are recognized as profit or loss, as also noted in 

Appendix A2. The differences between rate-regulated and non-rate-regulated entities 

changes the reporting amounts found on financial statements, reducing the comparability 

and consistency among both types of entities. The recognition of regulatory deferral 

balances for non-rate-regulated entities has no guidance on the recognition of these 

balances as assets or liabilities, so the level of complexity to users is significant. It affects 

the timing and amount that should be recognized and billed to customers when these 

accounts should not be recognized in certain jurisdictions. Maintaining a level of 

transparency among entities is vital to the understandability of financial statements and 

the ability for financial statement users to use the reports to the fullest extent.  

 

2b) Again, we believe the same problems arise in rate-regulated entities that do not recognize 

such regulatory deferral balances as stated in 2a.  

  



Question 3 

Do you agree that, to progress this project, the IASB should focus on a defined type of 

rate regulation (see Section 4) in order to provide a common starting point for a more 

focused discussion about whether rate regulation creates a combination of rights and 

obligations for which specific accounting guidance or requirements might need to be 

developed (see paragraphs 3.6-3.7)? If not, how do you suggest that the IASB should 

address the diversity in the types of rate regulation summarized in Section 3? 

 

We agree that, to progress this project, the IASB should focus on a defined type of rate 

regulation. 

The common objectives of rate regulation include: 

·       Improvements in the quality and efficiency of service, 

·       Increases in customer satisfaction, 

·       Increases in supply capacity and reliability, 

·       Achievement of environmental goals/reductions in polluting emissions, 

·       Development of innovative technologies/use of alternative resources, 

·       Encouragement of competition, and 

·       Decreases or increases in customer demand or usage. 

This increasingly complex combination of objectives is moving away from cost-based rate 

regulation and moving toward rate-regulatory schemes that are incentive-based. Cost-of-service 

rate regulation in its ‘pure’ form is becoming less common, and hybrid schemes are becoming 

more common. Therefore, developing requirements related to a defined type of rate regulation 

would prove useful to financial users and investors. 

  



Question 4 

Paragraph 2.11 notes that the IASB has not received requests for it to develop special 

accounting requirements for the form of limited or ‘market’ rate regulation that is used to 

supplement the inefficient competitive forces in the market (see paragraphs 3.30-3.33). 

a) Do you agree that this type of rate regulation does not create a significantly 

different economic environment and, therefore, does not require any specific 

accounting requirements to be developed? If not, why not? 

b) If you agree that this type of regulation does not require any specific accounting 

requirements, do you think that the IASB should, alternatively, consider 

developing specific disclosure requirements? If so, what would you propose and 

why? 

 

4a) We agree with the assertion that this type of rate regulation does not create a significantly 

different economic environment.  Competitive market forces constrain the maximum 

price the supplier can charge in non-regulated industries.  For non-competitive industries 

providing essential goods or services, as defined in paragraph 4.31, the regulator takes the 

place of the competitive market force. In either case, the economic environment remains 

substantially comparable.   
 

4b) We believe that the disclosure requirements of IFRS 14, outlined in paragraphs  

6.22 and 6.23, sufficiently conveys the information users need in the decision-making 

process. Further disclosure guidance we believe fit for rate-regulated entities can be 

found in 1a. 

  



Question 5 

Paragraphs 4.4-4.6 summaries the key features of defined rate regulation. These features 

have been the focus of the IASB’s exploration of whether defined rate regulation creates 

a combination of rights and obligations for which specific accounting guidance or 

requirements might be developed in order to provide relevant information to users of 

general purpose financial statements. 

 

a) Do you think that the description of defined rate regulation captures an 

appropriate population of rate-regulatory schemes within its scope? If so, why? If 

not, why not? 

b) Do you think that any of the features described should be modified in order to 

include or exclude particular types of rate-regulatory schemes or rate-regulated 

activities included within the scope of defined rate regulation? Please specify and 

give reasons to support any modifications to the features that you suggest, with 

particular reference to why the features may or may not give rise to circumstances 

that result in particular information needs for users of financial statements? 

c) Are there any additional features that you think should be included to establish the 

scope of defined rate regulation or would you omit any of the features described? 

Please specify and give reasons to support any features that you would add or 

omit. 

 

5a) We believe the definition provided for defined rate regulation captures the appropriate 

population of rate-regulated entities.  
 

5b) The current features properly discuss the requirements and support the idea of a 

regulatory intangible asset. Although we believe this is the most appropriate 

representation for rate-regulated entities, if this approach is not taken, the definition 

should not include any wording associated with a right or obligation to the rate-regulated 

entity. 
 

5c) We believe the appropriate features are discussed. As stated above in 5b, features related 

to a right or obligation should be excluded if the regulatory intangible asset method of 

recording and reporting is not adopted. Suggestions for how to adopt these methods are 

included above, specifically in 1a. 
 

 

 

 

 

 



Question 6 

Paragraphs 4.62-4.72 contain an analysis of the rights and obligations that arise from the 

features of defined rate regulation. 
 

a) Are there any additional rights or obligations that you think the IASB should 

consider? Please specify and giver reasons. 

b) Do you think that the IASB should develop specific accounting guidance or 

requirements to account for the combination of rights and obligations described? 

Why or why not? 
 

6a) We do not believe there are any additional rights or obligations the IASB should 

consider. We believe the rights and obligations have been identified for entities in rate-

regulated environments in which special rights and obligations require specific guidance. 

For example, in paragraph 4.72, the IASB has identified rights for the entity to recover no 

more and no less than its revenue requirement. In addition, the IASB has included 

specific guidance on distinguishing between rate-regulated environments and general 

commercial activities that are not subject to regulation. We agree with paragraph 4.64 in 

that the essential nature of the goods and services supplied does not, in itself, create 

specific rights and obligations for the suppliers because of the plentiful supply of such 

goods and services available in certain jurisdictions.  
 

6b) We do believe the IASB should develop specific accounting guidance to account for the 

combination of rights and obligations. There is a lack of information that helps users 

understand the effect of rate regulation on the management of a rate-regulated entity, as 

well as on the amount, timing, certainty of revenue, profit, and cash flows. By developing 

specific guidance, we believe it will allow entities to be more transparent to the users 

while helping them to better understand the nature of the effects in rate-regulated 

environments. 
  



Question 7 

Section 5 outlines a number of possible approaches that the IASB could consider 

developing further, depending on the feedback received from this Discussion Paper. It 

highlights some advantages and disadvantages of each approach.  

 

a) Which approach, if any, do you think would best portray the financial effects of 

defined rate regulation in IFRS financial statements and is most likely to provide 

the information that investors and lenders consider is most relevant to help them 

make their investing and lending decisions? Please give reasons for your answer. 

b) Is there any other approach that the IASB should consider? If so, please specify 

and explain how such an approach could provide investors and lenders with 

relevant information about the financial effects of rate regulation. 

c) Are there any additional advantages or disadvantages that the IASB should 

consider before it decides whether to develop any of these approaches further? If 

so, please describe them. 

 

If commenting on the asset/liability approach, please specify, if it is relevant, whether 

your comments reflect the existing definitions of an asset and a liability in the Conceptual 

Framework or the proposed definitions suggested in the Conceptual Framework 

Discussion Paper, published in July 2013. 

 

7a) We believe the asset/liability approach would best portray the financial effects of  defined 

rate regulation in IFRS financial statements. This method, most likely, will provide the 

information that investors and lenders consider is most relevant to assist in investing and 

lending decisions. The asset/liability approach focuses on whether regulatory deferral 

account balances should be recognized as assets or liabilities. 

The Conceptual Framework DP suggested modifying the definition of an asset as a 

present economic resource controlled by the entity as a result of a past event and a 

liability as a past obligation of the entity to transfer an economic resource as a result of 

past events. 

An entity that is subject to defined rate regulation should recognize regulatory deferral 

account debit balances as assets in IFRS financial statements, because the entity controls 

the resource, and it has the exclusive right to provide the rate-regulated goods or services, 

at the regulated rate, within the defined territory. Referring to paragraph 3.27 of the 

Conceptual Framework DP, which notes that: ‘For an entity to control an economic 

resource, the economic benefits arising from the resource must flow to the entity rather 

than to another party, so it is the entity, and no other party, that receives the economic 

benefit generated from the future delivery of the rate-regulated goods or services at the 

higher regulated price.’ 



7b) 1) Recognizing the package of rights and obligations created by defined rate

 regulation as a single asset, namely the ‘regulatory license.’ In this approach, the

 regulatory license would be classified as an intangible asset. 

2) Reporting regulatory accounting requirements permit the accounting prescribed by the 

rate-regulator to be used in general purpose IFRS financial statements. 

3) Developing specific IFRS requirements to defer/accelerate the recognition of costs 

and/or revenue. Possible ways of modifying IFRS requirements include 

deferring/accelerating the recognition of: costs, revenue, or a combination of costs and 

revenue. 

4) Prohibiting the recognition of regulatory deferral account balances in IFRS financial 

statements. The established IFRS practice is not to recognize regulatory deferral account 

balances, nor to apply an accounting treatment that differs from the normal IFRS 

requirements that are applied by entities that are not subject to rate regulation.  
 

7c) Yes, there are additional advantages or disadvantages that the IASB should 

 consider before deciding to develop any of these approaches further. 

A disadvantage to developing specific IFRS requirements is the added complexity that 

would be created in dealing with the interactions between the regulatory requirements 

and the general IFRS requirements. An advantage to developing specific IFRS 

requirements include preparing financial statements in accordance with IFRS that are 

widely accepted and providing high quality, transparent and comparable information, 

based on clearly articulated principles. 

A disadvantage of the cost deferral/acceleration approach is that it does not reflect the 

changing nature of rate regulation in many jurisdictions.  
  



Question 8 

Does you organization carry out activities that are subject to defined rate regulation? If 

so, what operational issues should the IASB consider if it decides to develop any specific 

accounting guidance or requirements? 

 

Our organization does not carry out activities that are subject to defined rate regulation. 

 

Question 9 

If, after considering the feedback from this Discussion Paper and the Conceptual 

Framework project, the IASB decides to prohibit the recognition of regulatory deferral 

account balances in IFRS financial statements, do you think that the IASB should 

consider developing specific disclosure-only requirements? If not, why not? If so, please 

specify what type of information you think would be relevant to investors and lenders in 

making their investing or lending decisions and why. 

 

Rate-regulated entities are run by the rate regulations imposed in the regulatory agreement in 

specific states and/or countries. If disclosures are not required, financial statements will not 

convey the appropriate useful information to investors. 
 
The types of required disclosure information we believe would benefit the investors includes the 

following: 
 

1. Current rate regulation requirements laid out in the regulatory agreement; 

2. Current economic conditions of the industry environment; 

3. Any significant economic events throughout the current year, or probable future events; 

4. Any future impact on society. 

 
The above-required disclosures will allow investors and rate regulators to gauge the future of the 

entity in a clear and concise manner and closely resemble IFRS 14. 
  



Question 10 

Section 2 and 6 discuss some of the information needs of users of general-purpose 

financial statements. The IASB will seek to balance the needs of users of financial 

statements for information about the financial effects of rate regulation on an entity’s 

operations with concerns about obscuring the understandability of financial statements 

and the high preparation costs that can result from lengthy disclosures (see paragraph 

2.27). 

a) If the IASB decides to develop specific accounting requirements for all entities 

that are subject to defined rate regulation, to what extent do you think the 

requirements of IFRS 14 meet the information needs of investors and lenders? Is 

there any additional information that you think should be required? If so, please 

specify and explain how investors or lenders are likely to use that information. 

b) Do you think that any of the disclosure requirements of IFRS 14 could be omitted 

or modified in order to reduce the cost of compliance with the requirements, 

without omitting information that helps users of financial statements to make 

informed investing or lending decisions? If so, please specify and explain the 

reasons for your answer. 

 

10a) We believe the requirements of IFRS 14 somewhat meet the information needs of 

investors and lenders. IFRS 14 currently addresses the presentation and disclosure of 

amounts recognized in the statements of financial position, profit and loss, and OCI, and 

disclosures about activities subject to rate regulation. We agree that a balance needs to be 

achieved between the users’ needs for information and the costs that are associated with 

providing more detailed information. We also agree that the effectiveness of the 

regulatory framework in which these types of entities operate is a key consideration, but 

believe its effectiveness could be further improved by providing information about direct 

comparison with the entity's competition. In addition, we believe it would be helpful to 

include information about the risks involved in these entities and the effects on them. We 

do not believe extensive information about these specifics should be disclosed but rather 

comprehensive explanations (as stated in Questions 1,4, and 9) and examples to better aid 

the users.   
 

10b) We do not believe any of the disclosure requirements of IFRS 14 should be omitted. 

However, we believe that some modifications can be made in order to enhance users’ 

understanding of the disclosures. Such modifications could be to include definitions for 

defined rate regulation and the corresponding elements.   
  



Question 11 

IFRS 14 requires any regulatory deferral account balances that have been recognized to 

be presented separately from the assets and liabilities recognized in the statement of 

financial position in accordance with other Standards. Similarly, the net movements in 

regulatory deferral account balances are required to be presented separately from the 

items of income and expense recognized in the statement(s) of profit or loss and other 

comprehensive income. 

 

If the IASB develops specific accounting requirements that would apply to both existing 

IFRS preparers and first-time adopters of IFRS, and those requirements resulted in the 

recognition of regulatory balances in the statement of financial position, what advantages 

or disadvantages do you envisage if the separate presentation required by IFRS 14 was to 

be applied? 

 

Rate-regulation adjustments will be clearly identified if separate presentation is retained in the 

financial statements. This presentation will enhance comparability between rate-regulated 

entities. Underlying property, plant and equipment carrying amounts will be calculated on a 

consistent basis, with the amount of the regulatory adjustment clearly identified as a separate line 

item. 

A disadvantage to IFRS 14 includes an increase in costs for rate-regulated entities and a lack of 

clarity for financial statement users, who may prefer to see the regulatory carrying amount as a 

separate line item.  
  



Question 12 

Section 4 describes the distinguishing features of defined rate regulation. This description 

is intended to provide a common starting point for a more focused discussion about 

whether this type of rate regulation creates a combination of rights and obligations for 

which specific accounting guidance or requirements should be developed. 

Paragraph 4.73 suggests that the existence of a rate regulator whose role and the authority 

is established in legislation or other formal regulations is an important feature of defined 

rate regulation. Do you think that this is a necessary condition in order to create 

enforceable rights or obligations, or do you think that co-operatives or similar entities, 

which operate under self-imposed rate regulation with the same features as defined rate 

regulation (see paragraphs 7.6-7.9), should also be included within defined rate 

regulation? If not, why not? If so, do you think that such co-operatives should be 

included within the scope of defined rate regulation only if they are subject to formal 

oversight from a government department or other authorized body? 

 

We believe that the existence of a rate regulator is a necessary condition in order to create 

enforceable rights and obligations.  As paragraph 4.73 points out, entities not subject to external 

regulation management can alter commitments without consequences for the changes in rates 

charged by the entity.  In an environment of enforceable rights and obligations, a rate regulator 

can impose a cost on entities for failing to satisfy their obligations. 
  



Question 13 

Paragraphs 7.11-7.22 highlight some of the issues that the IASB may consider if it 

continues to progress this project. 

Do you have any comments or suggestions on these or any other issues that may or may 

not have been raised in the Discussion Paper that you think the IASB should consider if it 

decides to develop proposals for any specific accounting requirements for rate-regulated 

activities? 

 

IFRIC 12 and IFRS 15 provide current guidance that can assist in considering the future 

recording set forth for rate-regulated activities. However, because of the differences between 

service concessions and contracts, a separate set of guidelines should be gathered by the IASB in 

order to provide clarity to rate-regulated entities. The IASB’s new standard for rate-regulated 

entities will allow the entities to provide more useful information to investors and creditors, 

which reflects the primary purpose of financial reporting. 
 
We have no further comments or suggestions related to Reporting the Financial Effects of Rate 

Regulation and would like to once again thank you for the opportunity to provide our thoughts 

and ideas. Any further questions can be directed to the Kelley School of Business.  
 
 


