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November 17, 2014 

 

Mr. Hans Hoogervorst, Chairman 

International Accounting Standards Board 

30 Cannon Street 

London EC4M 6XH 

United Kingdom 

Submitted electronically via: go.ifrs.org/comment 

 

Re: Discussion Paper/2014/2: Reporting the Financial Effects of Rate Regulation 

 

Dear Sir:  

 

We appreciate the opportunity to comment on the Discussion Paper, Reporting the Financial 

Effects of Rate Regulation. As students of accountancy our objective is to gain knowledge about 

accounting concepts and how these concepts impact, or will impact, business transactions. 

Overall, we believe that the IASB should further develop specific accounting requirements for 

rate-regulated entities. Furthermore we believe that all of the required disclosures in IFRS 14 

would be applicable if rate-regulation requirements are established. The following presents our 

responses to the issues and questions within the Discussion Paper 

 

Regards, 

 

Teighlor Theiss 

 

Matthew Uhls  

 

Jacob Eldridge 

 

Hesham Alsleem 
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Question 1 
 

(a) What information about the entity’s rate-regulated activities and the rate-regulated 
environment do you think preparers of financial statements need to include in their 
financial statements or accompanying document 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? 

 

 

(a) Preparers of rate-regulated entities’ financial statements should include as much 

information about their activities and environment where benefits outweigh costs and the 

information is deemed useful to primary users. We think that the quantity of the disclosure 

depends on how the regulator make the regulation available to the public. If a regulator makes 

certain information available to the public, we do not believe that the rate-regulated entity should 

be required to disclose the same information. This requirement would create redundancies and 

possible confusion for users. We offer the following suggestions for each financial 

statement:  

 

(i) The statement of financial position should include all assets and liabilities of the 

rate-regulated entity. If the entity has under- or over-billed consumers, we believe 

it is prudent and useful to include the respective asset or liability. Additionally, 

the entity ought to include any contractual liabilities to expand infrastructure 

required by the regulator. 

(ii) In the statement of profit or loss and other comprehensive income, we believe the 

entity should include the appropriate balances to which it is ultimately entitled. 

For example, when billable revenue is more than the allowable revenue the 

amount the entity is not entitled to should not be included as revenue. The entity 

will have to, whether by future rate adjustments or credits, return the excess 

portion to customers.  

(iii) We believe the statement of cash flows should accurately depict the actual inflows 

and outflows of the entity. This includes under- and over-billings.  

(iv) The greatest impact on the financial statements, we believe, will be in the notes. 

Notes provide an opportunity for the entity to explain in narrative and numerical 

amounts the extent and nature of the rate-regulated entity’s activities and 

environment. Below are our suggestions: 

 The nature of the regulation 

 The current obligations imposed by the regulator 

 The impact of the current rate regulation to the current period 
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 Description of balances recognized and an explanations of the amount 

recognized in the profit or loss statement 

(v) The management commentary is the part of the financial statements for managers 

of the entity to discuss the current and future activities and the operational 

environment. We believe that this section should provide a clear narrative of the 

relationship between the regulator, the entity, and the market in which the entity 

operates. The narrative should include information describing and explaining the 

processes and risks related to the rate regulation. Here are our suggestions: 

 The regulator’s process of determining the rate 

 The possible movements of the rate and how that would affect the future 

periods 

 The future rate for the next period, if applicable   

 The rate per unit 

 The allowable rate  

 A description of the current statues; (under-/over-billed) and the entity’s plan 

to recover the balances recognized 

 The nature of the agreement with the regulator, such the rights and obligations  

 The entity’s ability to renew the agreement and continue to provide the goods 

or services 

 Describe the minimum levels of services and the entity’s ability to meet those 

standards 

 

(b) All of the information which we have suggested would increase the usefulness of the 

financial statements for primary users. Users would have beneficial information with 

which they can assess the profitability and quality of management. This information will 

assist users in how they deploy capital in-line with the risks they are willing to take.  

 

Question 2 
 

Are you familiar with using financial statements that recognize regulatory deferral account 
balance 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? 
 

 

(a) We are not familiar with using financial statements that depict regulatory deferral account 

balances. However, some problems that may be associated with these account balances 

are the ability to understand the nature of the account and make comparisons with similar 
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non-regulated entities. Another problem may be the difficulty of understanding the 

effects of the balances for current and future periods. 

 

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 type of rate regulation summarized in Section 3? 

 

 

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

regulation is needed. By focusing on one type of entity the Board will better determine the rights 

and obligations created as a result of rate-regulated activities, and thus the best accounting 

guidance. The narrow focus on rate regulation will first allow the IASB to better understand the 

economic impact of a limited number of entities before moving to the next stage of the project. 

We believe the narrowed focus taken by the IASB will provide a firm foundation that can be 

built on going forward. This firm foundation will also help avoid further impedance of the 

project, as has happened in the past with setting standards.  

 

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? 

 

 

(a) We agree that market rate regulation does not significantly create a different economic 

environment from other commercial activities. As stated in paragraph 2.11 of the DP, 

management has greater effect on profitability of the entity than the rate regulator.  In 

paragraph 3.32, management of the entity is deemed to have ample ability to increases 

revenues by lowering costs without restriction by the rate regulator. With the information 

provided from paragraph 2.11 and paragraphs 3.30-3.33, we believe that the current IFRS 

standards are enough to faithfully represent the financial position of market rate 

activities. 
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(b) We do not believe specific disclosure requirements would be necessary for market rate 

regulation. We believe that market rate regulated entities should disclose information that 

supplements the financial statements, as any other entity would. The information we 

believe would be most useful to users of financial statements would be to understand the 

amount, timing, and uncertainty of an entity’s future net cash inflows. 

 

Question 5 
 

Paragraph 4.4-4.6 summarize the key features of define 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 scheme 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. 

 

 

(a) We believe paragraphs 4.4-4.6 capture an appropriate population of rate-regulated 

entities. However, we feel that some modifications should be made in order to define the 

features more clearly.  

(b) We suggest one modification to paragraph 4.1(a)(ii). This paragraph states “the rate-

regulated goods or services are essential to customers (such as clean water and 

electricity).” While we do not disagree, the term ‘essential’ is relative, which is 

acknowledged in paragraph 4.32., we suggest qualifying the word essential in such a way 

that highlights the legislative or other regulative oversight. For example, paragraph 

4.4(a)(ii) may be modified to “the rate-regulated goods or services are deemed essential 

by act of legislation or other governmental authority (such as clean water or electricity).”  

This change would present a more clear definition and prevent confusion with goods or 

services an entity deems essential but that are not deemed essential by act of legislation 

or regulation.  

 

We also believe that paragraphs 4.4 – 4.6 should highlight the obligations placed on the 

entity by the regulator to expand infrastructure. Paragraph 4.4(b) seems to imply these 
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types of obligations by using the terms “maintain availability and quality,” but we believe 

an explicit reference to expanding infrastructure would help readers’ understanding. 

 

Question 6 
 

Paragraph 4.62-4.72 contain an analysis of the rights and obligations that rise from the feature 
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 requirement 
to account for the combination of rights and obligations described? Why or why not? 

 

 

(a) At this time, we cannot determined any additional rights or obligation the Board should 

consider. 

(b) We believe that certain guidance needs to be provided for establishing clear methods for 

accounting for under- or over-billing of goods or services. If the Board provided guidance 

on this matter all rate regulated entities would apply the same techniques, thus enhancing 

comparability and making financial results more useful for primary users.  

 

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 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 describes 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. 

 

 

(a) In paragraph 5.34, the Board presents four approaches on how best to account for defined 

rate regulation. The four approaches are: (1) Recognizing the packages of rights and 

obligations established by the regulatory agreement as an intangible asset, (2) adopting 
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regulatory accounting requirements established by the corresponding rate regulation, (3) 

developing specific IFRS requirements to defer/accelerate the recognition of 

costs/revenue, and (4) prohibiting recognition of regulatory deferral account balances 

completely within the financial statements. 

 

We believe that of these approaches the third approach, developing specific IFRS 

requirements, would portray the most relevant and reliable information of defined rate 

regulation in IFRS financial statements. This approach offers the best option to align 

recognition of costs more closely with the income, and provide a seemingly more 

uniform and transparent financial statement. Paragraph 5.57 discusses how developing 

IFRS requirements for deferring/accelerating the recognition of costs and/or revenue 

would provide consistency across all IFRS financial statements instead of relying on 

regulatory accounting requirements. Adopting this approach would create greater 

comparability and transparency among all entities’ financial statements which use IFRS 

reporting standards. While paragraph 5.55 states that adopting this approach for rate 

regulation adds an element of complexity; the standardization and comparability lent by 

this approach would attain Board’s ultimate goal of providing information that lenders 

and investors consider as most relevant to aid their investing decisions. 

 

Paragraph 5.58 provides possible accounting approaches to adopt as a starting point for 

developing/modifying IFRS requirements. It seems that the combination of 

deferring/accelerating recognition of revenue and recognition of cost would most ensure 

that rate regulation is faithfully reported within IFRS general purpose financial 

statements.  This approach best represents rate regulation because it captures advantages 

of both the recognition of revenue as well as the recognition of costs. According to 

paragraph 5.58, the recognition of the revenue includes the amount of consideration in 

regards to the activities actually performed during the period instead of the price or value 

billed to the customers. The revenue approach would allow users to see rate-regulatory 

adjustments within the financial statements as paragraph 5.73 describes. This approach 

would contribute to the goal of transparency and comparability and reflecting the entity’s 

actual reward in the same period as the entity’s performance for that reward received. 

Paragraph 5.76 and 5.79, dealing with recognition, of cost addresses differences in 

requirements for capitalizing costs of PP&E assets that the revenue adjustment approach 

does not. Therefore, the combination of both methods would create the most accurate 

reflection of an entity for investors and lenders utilizing rate regulation data. Paragraphs 

5.81 notes that the Board needs to further develop requirements for the combination of 

the two methods, and we would agree that clarity of when to adjust and when to 

recognize rate-regulated assets and amounts is needed to ease the implementation of the 

standard. 

 

(b) We do not have any additional approaches that the IASB should consider at this time. 
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(c) At this time, we believe the DP has considered all major advantages and disadvantages at 

this time. We do feel that the Board can better establish requirements of when to 

recognize the cost deferral/ accelerant, and more specifically, how to apply this method 

along with the described recognition of revenue.  

Question 8 
 

Does your 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? 
 

 

If the Board decides to develop specific accounting guidance requirements, we believe the Board 

should consider the operational issues related to current standards for the option to measure 

intangible assets at fair value as discussed in paragraph 5.42, because, as noted in paragraph 

5.42, there is a major flaw in the valuation of an intangible asset. The flaw is that, as the option is 

applied, the fair value of the intangible asset is determined by prices in an active market. 

However, the active market does not exist for entities subject to defined rate regulation because 

there is minimal price fluctuation available at the time and the price is set by approval of the rate 

regulator or governmental body. Therefore, the accounting guidance would need to be amended 

to mitigate this operational issue. 

 

Question 9 
 

If, after considering the feedback from the Discussion Paper and 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. 

 

Paragraph 5.108 highlights that even those who do not support modifying the requirements of 

IFRS for rate-regulated activities accept that some additional disclosure requirements may be 

appropriate in some circumstances because rate regulation does have an effect on the entity’s 

operations, which may restrict the entity’s ability to react timely in changing circumstances such 

as price changes in the market. As discussed in paragraph 5.108, the rate regulator regulation 

may allow the entity to only apply predetermined changes in rate over a longer period of time. 

The Board should consider developing specific disclosure requirements that would help users see 

the delayed cost recovery of rate fluctuations to better predict future cash flows that would 

otherwise be unidentifiable if no disclosure requirements existed. 

 

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 
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information about the financial effects of rate regulation of 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 of 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. 

 

 

(a) We believe that all of the required disclosures in IFRS 14 would be applicable if the 

Board should developed specific accounting requirements for rate-regulated entities. 

Please refer to our response to Question 1 for our reasoning. 

(b) All the disclosures required on IFRS 14 are relevant and should not be omitted from the 

financial statements. However, some information is worthy of disclosure may have 

already been disclosed by the regulator, itself. If so, we believe that it would be redundant 

for the entity to disclose the same information, thus it may omit disclosures already 

available to the public. 

 

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? 

 

The advantage of applying IFRS 14 requirements for separate presentation is that users can 

easily identify the deferral accounts and know the numerical impact of deferral accounts. The 

disadvantage is that users may not understand the impact of the deferral account on the financial 

statement.  

Question 12 
 

Section 4 describes the distinguishing features of defined rate regulation. This description is 
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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 
authorized body? 
 

 

We believe that it is an important feature of defined rate regulation when a rate regulated entity 

is established and its operations are under the authority of a regulator. The regulator has ultimate 

say in major management decisions, such as restructure and the financial margins with which the 

entity will operate. We do not believe that a co-operative with self-imposed rate regulation 

should fall under the definition of a defined rate regulated entity. Co-operatives are established to 

benefit the members of the organization. Therefore any revenue requirement or rate adjustment is 

put in place by a vote of the members. Co-operatives are not deemed essential to all citizens in a 

certain area, but only those wishing to join or take part. We believe include these types of 

organization would add too much complexity.  

 

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? 
 

 

We believe the recognition of revenue, and thus the accrual and deferral accounts from under- or 

over-billing, would be of particular importance to address if the Board were to develop specific 

accounting treatments for define rate regulated entities. Revenue is a crucial figure for many 

primary users of financial information. Primary users need to be able to understand the sources 

of revenue, and the associated cash flows. Is the revenue generated this period from current 

customer usage solely? Or is revenue derived partially from current usage and partial through a 

rate adjustment to correct under-billings? If the latter is true, what does this say of customer 

trends? Is there less demand for the essential good, therefore possibly making the entity a less 

appealing investment? We believe that developing specific accounting guidance for certain rate 

regulated entities would greatly improve the quality of financial information to primary users for 

these types of entities. 


