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Dear Mr. Hoogervorst,

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

We are pleased to comment on the International Accounting Standards Board's (the IASB/s) Discussion

Paper on Reporting the Financial Effects of Rate Regulation.

The Canadian Electricity Association (CEA) is the national forum and authoritative voice of electricity in

Canada. CEA members represent approximately 90 percent of all generation, transmission, distribution

and marketing of electricity in Canada, as well as leading manufacturers and suppliers to the industry. The

CEA appreciates the opportunity to provide comments on the Discussion Paper. The CEA's Finance and

Accounting Committee, which includes more than 25 representatives from some of the largest member

organizations, has reviewed the Discussion Paper.

Overall, the CEA fully supports the IASB'S efforts in its comprehensive research project on rate regulation

and strongly recommends the IASB to develop specific guidance to reflect the financial effects of rate

regulation in IFRS general purpose financial statements. In addition, we strongly recommend that the

IASB considers the financial reporting needs of not just lenders and investors but also other users such as

government shareholders, regulators, and ratepayers. These users rely on information provided by rate-

regulated entities in assessing performance and making operating and strategic decisions; therefore, any

guidance issued by the IASB should also address their needs for information.

It is our opinion that 'defined rate regulation' provides a reasonable representation of the types of rate

regulation that stakeholders consider relevant. In particular, we believe that 'defined rate regulation'
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creates enforceable rights and obligations for a rate-regulated entity. Because there has been no IFRS

guidance on the recognition of regulatory assets and liabilities, we believe that it is necessary for theIASB

to clarify the accounting for regulated assets and liabilities. Furthermore, we believe the impact of these

enforceable rights and obligations arising from regulation should be reflected in an entity's general

purpose financial statements. The recognition of regulatory assets and liabilities in general purpose

financial statements would improve the usefulness and consistency of IFRS financial statements for users

in evaluating investment or lending decisions for rate-regulated entities. In addition, their recognition

would provide government shareholders and regulators with relevant information they need to make

decisions on government fiscal policies and regulatory rate applications, as well as achieving transparency

and accountability for ratepayers.

We do not believe that disclosure-only requirements would be sufficient. Firstly, the information may not

be subject to the same level of external audit scrutiny as information contained directly in the general

purpose financial statements. Secondly, the preparation of the information will continue the current

diversity in practice and may lessen comparability with other rate-regulated entities. Therefore, we do

not consider this option to be a viable alternative for the IASB to pursue.

In our opinion, deferring/accelerating the recognition of a combination of costs and revenue is the most

viable accounting approach to faithfully portray the financial effects of 'defined rate regulation' in IFRS

financial statements. This approach can be applied to different regulatory schemes (e.g. cost-based or

incentives-based) even as they evolve over time. Developing specific IFRS requirements that focus on this

hybrid accounting approach would maintain the quality, transparency, comparability, and auditability of

the information provided in general purpose financial statements.

In addition to regulatory deferral and variance accounts and rate riders, we are of the opinion that the

new guidance should also address timing differences that arise from policy-related deferrals. These

differences are expected to be reversed in future rates due to a regulatory recovery mechanism approved

by the regulator. Examples include cash-basis of recovery for deferred income taxes and pension and

other post-employment benefit costs. We believe that these differences are critical in the accounting for

regulatory balances and should be addressed in the rate regulation project.

We are also supportive of the IASB/s decision to consider "defined rate regulation7 as a common starting

point for the discussion of the effects of rate regulation and generally believe that the description, subject

to our suggestions in the next paragraph, captures an appropriate population of rate-regulatory schemes

within its scope. Furthermore, we believe that the regulated operations of our members would be

scoped-in by this definition. In our opinion, "defined rate regulation7 forms a strong foundation in

identifying unique features of rate regulation schemes that represents an enforceable combination of

rights and obligations.
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Although we broadly support the description of 'defined rate regulation7 outlined in Section 4.4 of the

Discussion Paper, one characteristic that we believe is missing from this section is that rate-regulated

entities do not have the ability to create regulatory accounts unilaterally. Instead, regulatory balances

can only be recognized if settlement is probable based on past decisions, guidelines, or policies of the

regulator. We believe this approval is a key element of a rate-regulated entity's rights and obligations, as

noted in paragraph 4.4(d) of the Discussion Paper, and should be incorporated into the criterion.

Consistent with this view, the CEA also requests the IASB to reconsider the criterion specifying "no

effective competition to supply" in paragraph 4.4(a)(i). We are of the opinion that the main focus of this

feature is that the customer has little or no choice but to buy goods or services from the rate-regulated

entity, therefore, the criterion should focus on the demand and future collectability due to regulation as

opposed to the supply side of the economics. We recommend that the IASB consider using 'reasonably

assured collectability due to very low demand risk and the existence of the regulation' to modify or expand

on this criterion given that the stable demand in the rate-regulated industry will ensure costs are

recovered.

We believe that the disclosure requirements outlined in \FRS U Regulatory Deferral Accounts form ^ good

foundation that meets the informational needs of various types of users including investors, lenders,

government shareholders, regulators, and ratepayers. By having specific IFRS guidance to govern the

disclosures made by rate-regulated entities, preparers will not be forced to find other channels to provide

such information to its financial statement users.

Finally, the Discussion Paper includes a regulator's strength and independence as an indicator of an

effective regulatory framework. We believe that the strength of the regulator is an important factor as it

enhances the establishment of rights and obligations and the legal enforceability of the regulatory

balances. However, we do not believe that regulator independence is an important factor as long as the

regulator's actions result in rights and obligations that are legally enforceable and binding to the rate-

regulated entity and the regulator.

We would like to reiterate that users including lenders, investors, government shareholders, regulators,

and ratepayers value having the impacts of rate regulation captured in the general purpose financial

statements. Uncertainty around such impacts, when they are not captured, leads to additional costs for

these users. In addition, the perceived risk of the power and utility industry also increases when important

regulatory information is unclear to users. Without specific guidance, financial statement volatility could

be misunderstood by users and may intensify scrutiny by the public and media. Additional care will need

to be taken to inform and educate these users.
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We thank you for this opportunity to comment on the Discussion Paper. Should you have any questions

or require any additional information about our comments, please contact Mr. Richard McCabe, CA, MBA,

Chair of the CEA's Finance and Accounting Committee. Mr. McCabe may be contacted as follows:

Email: Richard.McCabe@Altalink.ca

Telephone: 403-267-4407

AltaLink

2611-3rd Avenue S.E.

Calgary,AlbertaT2A7W7
Canada

Sincerely,

c---,

Francis Bradle^

Vice-President,

<->-'^ ^ ^' ""

Policy Development,

L^1--

CEA

ec: Rebecca Villmann, Accounting Standards Board - ed.accounting@cpacanada.ca
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