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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:  

 (i)  the statement of financial position; ��� 

 (ii)  the statement(s) of profit or loss and other comprehensive income; ��� 

 (iii)  the statement of cash flows; ��� 

 (iv)  the note disclosures; or ��� 

 (v)  the management commentary. ��� 

. (b)  How do you think that information would be used by investors and lenders in 
making investment and lending decisions? ��� 

Information for rate-regulated entities needs to have more specific information within the 
financial statements. Specifically, the statement of financial position needs to show 
amounts related to the regulatory deferral accounts. The impact the deferral accounts has 
on cash flows should also be reported in the statement of cash flows. Finally, information 
about rate regulation itself should be reported in the note disclosures or management 
commentary. Currently investors need to look outside the financial statements to find the 
relevant information regarding the effects of rate regulations on an entity’s net position 
and cash flow. Regarding the P&L and OCI, the information is presented fairly, but there 
needs to be more information within the notes and disclosures such as local laws and 
regulations.  

 

 

 

 

 

 

 

 



Question 2  

Are you familiar with using financial statements that recognise 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 recognise such balances compared to:  

. (a)  non-rate-regulated entities; and ��� 

. (b)  rate-regulated entities that do not recognise such balances?  

Yes, we are familiar with regulatory deferral account balances. More specific 
information, as outline in Question 1, needs to be considered for the new requirements for 
rate regulation. Not recognizing deferral accounts on a balance sheet provides limited 
information for investors and other users of financial statements. 

It can be difficult to compare rate-regulated entities that recognize regulatory deferral 
account balances as regulatory assets or liabilities with other entities that do not report 
these balances because the information contained in the assets and liabilities of these rate-
regulated entities differs from other entities. This difference can make it challenging to 
make comparisons between account balances and important ratios of different entities. 
Therefore, it is important to consider reporting these assets and liabilities separate from 
other assets and liabilities reported on the statement of financial position. 

 

 

 

 

 

 

 

 

 

 



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 summarised in Section 3?  

As a starting point, it makes sense for the IASB to focus on the effects of a defined type 
of rate regulation when determining whether rate regulation creates rights and obligations 
that make it necessary for specific accounting guidance or requirements to be developed, 
as long as the defined type of rate regulation correctly represents the most common forms 
of rate regulation that exist. If it is determined that “defined rate regulation” does create 
rights and obligations that need to be addressed, then the IASB should expand its 
guidance to also cover other forms of rate regulation. If guidelines are only established 
for “defined rate regulation,” then loopholes could be created for entities subjected to a 
different type of rate regulation. It may take a long time to develop standards and 
guidelines for all of the different aspects of different rate regulation schemes, but that is 
the case with any new standard. However, if it is determined that “defined rate 
regulation” does not require additional accounting requirements, then it would not be 
necessary to consider other forms of rate regulation. For these reasons, it is appropriate 
for the IASB initially to base its decision on a defined type of rate regulation before 
determining if it needs to go into more depth. 

	  

	  

	  

	  

	  

	  

	  

	  

	  

	  



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 rate 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? ��� 

Market rate regulation does not create a significantly different economic environment 
that would require specific accounting requirements to be developed. Market rate 
regulation is simply another environmental factor that an entity must react to, much like 
the price of raw materials or the minimum wage requirement. Because an entity can 
choose its own price, it is free to allow the price to fluctuate within an allowed range. 
This means that rights and obligations are not specifically created by the rate regulation. 
A regulated environment is very similar to a non-regulated market, where an entity would 
have to react to the price customers are willing to pay. Even though entities in these non-
regulated environments are not legally required to keep their price below a certain level, 
they must keep their price point below the level that would begin to drive customers 
away. Because market rate regulation does not create any specific rights or obligations 
and creates a similar market to a non-regulated environment, it is not necessary to require 
any specific accounting requirements. 
 
The IASB should consider developing disclosure requirements for market rate regulated 
entities. Investors and creditors would be interested to know what the price cap is because 
it would allow them to see how profitable the entity has the opportunity to be if it meets 
certain targets. For example, if investors are aware that costs to the entity will be going 
up in the next year, they would want to know what price cap the entity must abide by in 
order to project future profitability. Stakeholders would also benefit from disclosures 
about any known adjustments in the price cap moving forward, as well as any price floors 
that have been applied. Stakeholders would have information about other constraints, 
such as minimum wage, that impact the entity, and they should have the same access to 
information about price caps and floors. Price caps are significant restraints to an entity 
and, therefore, should be disclosed in the notes to the financial statements. 
	  
	  
	  
	  
	  
	  



Question 5  

Paragraphs 4.4–4.6 summarise 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 the 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. ��� 

Rate-regulated entities have rate-regulated prices to help protect customers, and they have 
little to no competition for their goods or services. The description of defined rate 
regulation does a good job of incorporating all of the relevant schemes without including 
uncommon and irrelevant features. At this time, the only feature that should be expanded 
on is that of effective competition referenced in Paragraph 4.4(a)(i). There is still risk 
involved with competition even though it is very low. The rate regulators have the ability 
to affect competition with other entities. Therefore, there should be more discussion 
about what qualifies as “no effective competition to supply.” No other features should be 
modified or added at this time.   
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  
	  



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 give 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? ��� 

The IASB has considered all of the relevant rights and obligations that are associated 
with rate regulation. The most important right/obligation that is created is related to the 
rate-setting mechanism that adjusts for over-billings and under-billings. Because entities 
are restricted as to when they bill their customers, rights and obligations will be created 
when there are timing differences in billing customers. It is important that these 
differences are properly reported in the financial statements because they could 
significantly impact the cash flows of the entity. It is also important to consider 
constraints put on the entity by the rate regulator such as environmental, non-
discriminatory, or continuing operations requirements. These types of constraints could 
create rights, such as financial assistance from the regulator, or obligations, such as a 
need to invest in infrastructure, that need to be addressed by the IASB. Because all of 
these factors can have a significant impact on the cash flows and profitability of an entity, 
the IASB should develop specific accounting guidance to account for any rights and 
obligations that have been created.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



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. 

The IASB should develop specific requirements in IFRS to defer/accelerate the 
recognition of revenue. Rate regulators use the rate-setting mechanism to dampen rate 
volatility for customers, which may result in volatility in cash flows for entities. 
Developing specific accounting requirements would help users to understand the effect of 
rate regulated activities and provide them with more useful information to make 
investment decisions. Under the revenue approach, entities recognize costs when they are 
incurred, which provides transparent and comparable information with similar entities 
that are not subject to defined rate regulation. Adjusting revenue to reflect the amount of 
consideration that will be recovered in future periods provides users with information 
about the operational performance of entities without the rate regulation impact on the 
amount and timing of revenues, profits and cash flows. The cost approach may not 
provide comparable and transparent information to financial statements users, which is 
why the revenue approach is better. 
 
There are not any other approaches that the IASB should consider. 
 
From the perspective of the entity, deferring or accelerating the recognition of costs 
and/or revenues helps the entity match revenues and costs among periods, which presents 
their financial position and operating results more fairly. 
 
 
 
 



Question 8  

Does your organisation 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?  

As students, our organization does not have activities subject to defined rate regulation. 
However, the IASB should make sure that any guidance or requirements that they 
implement do not create an excessive amount of additional work for the entity. For the 
most part, any new reporting requirements should be about items that the entity should 
already be tracking, even if they are not reporting that information publicly. The IASB 
should consider the benefits and shortcomings of the GAAP standards as well, so that the 
new standards, if created, are as well-thought out as possible. Finally, the IASB should 
consider allowing entities a window of time to roll out any new procedures instead of 
implementing all of them at a specific point in time. 
 
 
 
 
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.  

Specific disclosure requirements should be developed regarding rate regulation. The 
effect of rate regulation on entities’ financial information should be provided to users, 
especially the effect on the amount and timing of revenues, profits and cash flows. 
Additionally, information about the ability and likelihood to recover costs in future 
periods and to generate sufficient returns to cover its cost of capital should be provided to 
users.   
 
 
 
 
 
 
 
 
 
 
 
 



Question 10  

Sections 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. ��� 

IFRS 14 separated the regulatory deferral account balance from all other assets and 
liabilities on the statement of financial position. Additionally, net movements in the 
deferral accounts are separate line items in statements of profit or loss and other 
comprehensive income. This separate presentation was a necessary measure to take in 
order to clearly present the information because IFRS 14 does not specify whether the 
regulatory deferral account balance meets the definition of an asset or a liability. IFRS 14 
did a good job of illustrating the net movement within the deferral account so that users 
are able to track the changes. Going forward, to make information a bit more uniform, it 
would be helpful to identify the deferral account balance as either a liability or an asset so 
that users can have better understanding of either the asset or liability account as a whole. 
Heavy focus is applied toward the differences between IAS 23 and IAS 16 in regard to 
regulatory carrying amounts and how they relate to property, plant and equipment. The 
DP does a good job of clearly identifying the main difference, which is that IAS 23 does 
not permit an actual or imputed cost of equity to be capitalized, while IAS 16 allows for 
this procedure. IFRS 14 currently uses the presentation of IAS 16 and separates the 
difference of the PPE and regulatory carrying amount into a specific account labeled 
“separate regulatory deferral account.” This presentation does an efficient job of showing 
the impact that rate regulation has on the entity, but combining everything to produce a 
single item may be easier for users to understand.   
 
Investors and lenders rely heavily on the information presented by companies. When 
detailed processes are relevant, such as rate regulation, it is important to provide detailed 
explanations to users so that they are capable of making an informed decision. The costs 
associated with verifying the information on the financial statements and the disclosures 
to the financial statements are relatively expensive for users and can be minimized when 



an internal audit is performed, which also adds to the credibility of the financial 
statements. The costs and time associated with presenting information in full detail is 
worthwhile because it increases user confidence in the company and makes it more likely 
that investors or creditors will invest or loan money to the company. Some places allow 
for users to view the process related to rate setting, which gives them further 
understanding of the calculations. For places that do not permit the public viewing of rate 
calculations, it is even more important to disclose as much information as possible. 
People that do not have public access rely more heavily on qualitative and qualitative 
disclosures. Qualitative disclosers include a description of the rate setting procedure and 
activities, along with the risks associated with the rate regulation. This is an extensive 
process that can be condensed, possibly by providing access to a general information 
source that could be attached to the financial statements. All three qualitative measures 
should be disclosed. 
 
 
 
 
Question 11  

IFRS 14 requires any regulatory deferral account balances that have been recognised to 
be presented separately from the assets and liabilities recognised 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 recognised 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?  

Currently, “IFRS 14 is not available to first time adopters of IFRS that do not recognize 
regulatory deferral account balances in accordance with their previous GAAP, nor to any 
existing IFRS preparers” (DP, 6.7). One advantage of allowing existing and new users of 
IFRS to use the new standard is the capability to compare companies that have common 
attributes. If regulatory deferral account balances and net movements are presented 
separately on the financial statements, it will be easier to compare rate-regulated entities 
with other regulated entities as well as non-regulated entities. Users would not have to 
sort out the companies that report regulatory deferral accounts from those that do not. 
Regulatory adjustments will be identified as a separate item for all of users regardless of 
the previous GAAP used. PPE will be much more precise if this change is made.   
 
 
 
 



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 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 authorised body?  

This question addresses co-operatives that are not required to use the standards associated 
with defined rate regulation and the possibility of “self-regulation” being included in 
defined rate regulation. Co-operatives are able to establish the prices for goods and 
services that they supply. When the goods and services are essential, there is typically 
regulatory oversight that exists. Regulation is necessary to prevent co-operatives from 
bias in discriminatory situations. When goods and services are essential, it is important to 
have regulation so that inelasticity does not make for an unfair market. When government 
regulation or another source of formal oversight is used efficiently, it accomplishes a 
similar goal as rate regulation and therefore, co-operatives that operate under self-
imposed regulation should be included within the scope of defined rate regulation. The 
one issue that may be problematic is the classification of goods or services as “essential.” 
In order to include self-imposed regulation in defined rate regulation, it is important to 
define the list of essential goods and services so that the proper transactions are regulated. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



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 this Discussion Paper that you think the IASB should consider if 
it decides to develop proposals for any specific accounting requirements for rate-
regulated activities?  

It is interesting that the operator often relies only on sales from concession services to 
generate revenue in an effort to cover costs and make a profit. The problems that many 
operators deal with are similar to those of entities that are defined as being rate regulated, 
except for differences in property, plant and equipment. When rates appear to be too low, 
leading to a lack of revenue collected, then it is important to use alternative methods of 
compensation. Therefore, it makes sense for government grant and tax money to 
contribute to the lack of revenue generated, as opposed to increasing rates that would 
negatively impact customers. One complication that could exist if revenue is generated 
from outside sources is that the different revenue streams must be separated, and this 
could be time consuming.   
 


