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Dear Hans 
 
Discussion Paper DP/2014/2: Reporting the Financial Effects of Rate 
Regulation 
 
Aurizon welcomes the opportunity to respond on the Discussion Paper 
DP/2014/2, Reporting the Financial Effects of Rate Regulation. Aurizon is 
Australia’s largest rail freight operator and a top 50 ASX company. Aurizon is 
vertically integrated in that (through Aurizon Network Pty Ltd, one of its 
subsidiaries) it supplies access to the below rail regulated Central Queensland 
Coal Network (the “CQCN,” or the “network”).  We control, manage, operate and 
maintain the network and also provides unregulated bulk and intermodal rail 
freight haulage services (known as “above rail” services).  In addition we provide 
a range of specialist rail engineering, construction and maintenance services.  
 
Included in Appendix A is our response to the specific questions posed in the 
Discussion Paper along with a brief outline of our business and the regulated 
industry in which we operate.  
 
If you have any questions regarding this submission, please do not hesitate to 
contact Ms Pam Bains at pam.bains@aurizon.com.au  or Mr David Collins at 
david.collins@aurizon.com.au. 
 
Yours sincerely 
 

 
 
Keith Neate 
Aurizon Holdings Group 
Executive Vice President and Chief Financial Officer 
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Appendix A: Overview of Aurizon and responses to specific questions 

1.0 Aurizon Group overview 

Aurizon is vertically integrated in that (through Aurizon Network Pty Ltd, one of 
its subsidiaries) it supplies access to the below rail regulated Central 
Queensland Coal Network (the “CQCN,” or the “network”).  We control, manage, 
operate and maintain the network and also provides unregulated bulk and 
intermodal rail freight haulage services (known as “above rail” services).  In 
addition we provide a range of specialist rail engineering, construction and 
maintenance services.  

Aurizon Network Pty Ltd (“Aurizon Network”) controls, manages, operates and 
maintains approximately 2,667km (1,657 miles) of largely dedicated and 
purpose built, heavy haul, narrow gauge regulated rail infrastructure (the CQCN) 
under 99 year lease arrangements with the State of Queensland in Australia, 
which commenced in July 2010. The CQCN, which spans four rail systems 
(Goonyella, Blackwater, Moura and Newlands/GAPE) and connecting 
infrastructure that service five export terminals, delivers rail infrastructure to 
around 50 operating coal mines in the Central Queensland coal region and is 
the largest coal export rail network in Australia. The CQCN is used 
predominantly by coal services which contribute around 99% of its total 
revenues, however freight and passenger services also operate over most parts 
of the network. 

Aurizon Network operates the CQCN regulated rail infrastructure under a stable 
and well-established regulatory regime. The provision of access to users of the 
CQCN, including the terms of access and the access charges, is regulated by a 
Queensland-based third party access regime (the ‘‘Queensland Access 
Regime’’) established under the Queensland Competition Authority Act 1997 
(Qld) (the ‘‘QCA Act’’) and administered by the Queensland Competition 
Authority (‘‘QCA’’). The regulatory access regime, which is based on the 
principle of non-discrimination between access seekers, also outlines processes 
for negotiating and managing access agreements, resolving any disputes 
relating to access, negotiating capacity allocations and expansions and 
recovering operating and capital expenditure. 
 

1.1 Regulatory Framework Overview  

Third party access regulation is a form of economic regulation facilitating third 
party access to essential infrastructure to promote efficient operation of, and 
investment in, the infrastructure to encourage effective competition in upstream 
and downstream markets. It usually applies to significant infrastructure facilities 
with monopoly characteristics such as energy, water, port and rail infrastructure.  

If infrastructure is subject to third party access regulation, the owner of the 
infrastructure must negotiate access with third parties, with the ability to refer 
access disputes to binding dispute resolution by the relevant regulator. In many 
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regimes, the regulator approves upfront the terms and conditions on which the 
infrastructure owner must offer the services and which provide a benchmark for 
negotiations. This enables competitors to access the infrastructure services on 
commercial terms so that they can compete in dependent markets and avoid 
any protracted dispute resolution process.  

Australia’s third party access regime is a combination of federal and state-based 
regimes. States can establish their own access regimes for particular 
infrastructure within their own jurisdiction, which can be certified by the 
responsible Commonwealth Minister under the federal National Access Regime 
as an “effective access regime” if certain criteria are met. The QCA Act provides 
the framework for a Queensland-based third party access regime administered 
by the QCA.  

We lease and operate the CQCN, which has been declared for third party 
access under the Queensland Access Regime.  

1.2 Regulated Returns  

The access charges that we are permitted to levy on users of the network, our 
primary source of revenue, are regulated within the framework of a conventional 
revenue cap that permits us to earn an approved return over the regulatory 
period. The QCA determines Aurizon Network’s access pricing based on the 
estimated value of our assets, which is known as the “Regulated Asset Base’’ or 
‘‘RAB’’. The QCA approves the RAB on a depreciated optimal replacement cost 
basis, rolled-forward annually for actual inflation, capital expenditure, 
depreciation and asset disposals. 

Our access undertaking establishes pricing principles for all services that are 
consistent with the requirements of the QCA Act. Access charges must be 
between a floor (incremental cost) and a ceiling (standalone cost). Access 
charges for freight and passenger services are closer to the floor (and are not 
discussed further in this response) and for coal services are equivalent to the 
standalone cost. 

The access undertaking provides greater detail on how access charges for coal 
services will be determined. Consistent with these principles, each regulatory 
review includes a detailed assessment of the reference tariffs to apply to coal 
services over the next regulatory period, based on forecasts of efficient costs 
and expected volumes for each system. The access undertaking then 
establishes how these reference tariffs will vary over the term of the access 
undertaking.  

Reference tariffs are equivalent to the applicable regulated revenue allowance 
approved by the QCA. The approved revenue allowance is set using the 
“building blocks” approach, which uses different components, including return 
on capital, depreciation, operating costs, tax (including an adjustment for the 
estimated value of imputation credits) and maintenance, to determine a 
Maximum Allowable Revenue (“MAR”) for each individual rail system. The 
return on capital, which is determined by estimating a weighted average cost of 
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capital (“WACC”), and applying it to the value of the assets used to deliver the 
regulated services (i.e., the RAB) , is the most significant component in the 
assessment of the MAR.  

Key components of MAR are summarised below:  

 Return on Capital—we are entitled to generate an adequate return 
on capital commensurate with the risks borne. This is determined by 
estimating the WACC and applying this to the RAB.  

 Depreciation or Return of Capital—we are able to recover a return 
of capital consumed in the process of providing the regulated 
services (representing economic depreciation). This requires the 
determination of an appropriate depreciation methodology which is 
applied to the RAB.  

 Maintenance—an allowance for efficient costs incurred in 
maintaining the network.  

 Operating Expenses—an allowance for efficient operating costs 
(including corporate overheads).  

 Tax—an allowance to recover expected income tax liabilities.  

The MAR is converted into reference tariffs through the application of a system 
tonnage forecast for each individual rail system. Reference tariffs are split into 
five components in order to reflect the way in which different costs are incurred: 
AT1 – AT4 for all coal services and AT5 for electric coal services. The MAR 
applicable to each system is converted into a System Allowable Revenue, or 
SAR (AT1-AT5). The tariffs are based on volumes estimated by us and 
approved by the QCA. Apart from the 1st year of each undertaking period, 
volumes are reset each year, resulting in reduced variances between actual and 
expected revenue, with any shortfall or over-recovery dealt with as described 
below.  

In the event the MAR is not achieved for a fiscal year resulting in a shortfall, our 
revenue is mostly protected through a combination of contractual take-or-pay 
provisions and the regulatory revenue cap mechanism:  

 Contractual take-or-pay provisions. QCA approved standard access 
agreements contain take-or-pay provisions, which entitle us to 
recoup a portion of any lost revenue resulting from annual actual 
volumes railed being less than the regulatory approved annual 
volume forecast. A system trigger test is applied to calculate 
whether the gross tonne kilometres actually used on a particular rail 
network is less than the forecast usage of that rail network (after 
subtracting any gross tonne kilometers which were not achieved 
due to Aurizon Network caused or Force Majeure cancellations). 
When an operator or access holder does not utilize the entire 
amount of its contracted capacity for train services, they are 
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contractually obliged to make payment in lieu of doing so. The 
payment is equivalent to non-variable revenue not paid subject to a 
pro-rata cap on our total revenue in each system (i.e. reference 
tariffs plus take-or-pay must not exceed SAR for AT2-AT4). The 
take-or-pay portion of access revenue is recognized in the year that 
the contractual railings were not achieved.  

 Regulatory revenue cap mechanism. Access revenue is subject to a 
revenue cap mechanism that serves to ensure we recover the SAR 
over the regulatory period such that  any revenue shortfall (net of 
take or pay recoveries) is recovered through reference tariff 
increases in the second subsequent year and conversely, where 
excess revenue is received it is refunded through reference tariff 
reductions in subsequent years. In accordance with the accounting 
standards, the under or over recovery in access tariffs (net of take 
or pay charges) is recognized as an adjustment to revenue in the 
second year following the period in which the contractual railings 
were under or over achieved consistent with the regulatory 
framework.  As AT1 is intended to reflect the short term variable 
costs for variations in maintenance activity, it is not included in the 
revenue cap.  

 
2.0 Responses to questions in the Discussion Paper 
 

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? 

 
(a) Aurizon Network currently makes a voluntary disclosure in its financial 

statements of the amounts of revenue cap to be received in the two years 

following the year the financial statements are being prepared for. An 

explanation of the revenue cap treatment is provided in the significant 

accounting policies in the notes to the accounts. In the year ended 30 June 

2014 there was a significant write off of assets under construction (reported 

within Property, Plant and Equipment) which is still eligible to be included in the 
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RAB subject to QCA approval. This was also disclosed in the financial 

statements.  

 
We have reviewed the disclosure requirements of IFRS 14 and believe that the 
disclosures in the statement of financial position, statement of profit or loss and 
statement of cashflows are appropriate. We also believe that the following 
information required by IFRS 14 in the notes to the accounts is also relevant 
and useful information to the users of the financial statements:  

 Basis for initial and subsequent recognition of deferred 
balances (ie the accounting policy) 

 Reconciliation of carrying amounts of the deferral account 
balances 

 How the future recovery of each class of regulatory deferral 
account balance is affected by risks and uncertainty  

 Rate of return or discount rate (WACC) applicable to the 
regulatory deferral account balance to reflect the time value of 
money  

 The remaining period for recovery of the deferral account 
balances 

 Impact of the rate regulation on the amounts of current and 
deferred taxes recognised  

 Reason for write off of any deferral account balances (though it 
would be a rare occurrence for Aurizon Network’s regulatory 
regime for an amount to be deducted from the RAB) 

 
Our preferred approach for the recognition of revenue cap revenue on the 
income statement is for this to be classified as revenue rather than as a 
‘movement in regulatory deferral account balances related to profit and loss and 
the related tax movement’. This is the nature of the income and is consistent 
with presentation requirements of AASB 101 to classify income and expenses 
according to their nature. The impact on the income statement from movement 
in the regulatory deferral balances will be evident from the reconciliation of 
those account balances.  
 
IFRS 14 also requires disclosure of a brief description of the nature and extent 
of the rate-regulated activity and the nature of the rate-setting process and the 
identity of the rate regulator. It is assumed that investors and analysts have an 
understanding of the business in which they are invested/analysing. In keeping 
with the move to streamline and simplify financial statements, it is considered 
that these descriptions could be omitted from mandatory disclosure.  
 
(b)  Investors wish to gain an understanding of regulation and how the 
regulatory framework works with particular reference to revenue protection 
mechanisms.  In Network’s case, where actual Network revenues earned are 
less than the levels used in setting the relevant reference tariff, the shortfall is 
predominantly recovered either through take-or-pay charges or the revenue cap 
mechanism.  As the most significant component of MAR is return on capital from 
the RAB, value of the RAB (on which Network is entitled to earn a return) would 
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be used by Investors in evaluation decisions rather than the carrying amount of 
property, plant and equipment in the financial statements.   In its investor 
presentations, Aurizon Network discloses the revenue cap adjustments, RAB 
values and take or pay amounts on an annualised basis. 
 
 

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? 

 
In accordance with our current accounting policy and generally accepted 
practice in Australia, we do not use regulatory deferral account balances in 
accordance with US GAAP or IFRS 14.   
 
As outlined above under ‘1.2 Regulated Returns’, we recognize the under or 
over recovery in access tariffs in accordance with the revenue cap mechanism 
as an adjustment to revenue in the second year following the period in which the 
contractual railings were under or over achieved consistent with the regulatory 
framework.  
 
We do not recognise the adjustment for under or over-billings in the year of the 
billings as the recovery or return of the difference between actual revenues and 
the MAR is dependent on future railings (ie access tariffs of future years will 
include a revenue cap adjustment component and the recognition of the this 
revenue is dependent on there being future income generating services on 
which to apply this adjusted tariff). 
 
We believe that the IASB should develop specific accounting guidance to 
recognise the right to recover (and the obligation to return) future revenue 
requirements. Revenue should be recorded in the year of the under or over-
recovery and the receivable or payable should be reviewed each reporting 
period for impairment or adjustment should there be evidence of reductions in 
access services. Determination of carrying values for current and non-current 
assets and liabilities would be consistent with Australian IFRS.  
 
Please refer to Question 7 for further discussion on our current accounting 
treatment and preferred approach. 
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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? 

 
We agree that the IASB should focus on a defined type of rate regulation, with a 
narrow definition to ensure comparability of financial statements that would be 
prepared using a potential new accounting standard or new guidance for rate 
regulated industries.  
 
Aurizon Network operates under a well-established regulatory regime. Access 
tariffs are developed in accordance with prescribed pricing principles contained 
in section 168A of the QCA Act. The price of services should generate expected 
revenue for the service that is at least enough to meet the efficient costs of 
providing access to the service and include a return on investment proportionate 
to the regulatory and commercial risks involved.  
 
If our actual costs are higher than the allowance received in the setting of the 
tariffs there is some mitigation available (for example if the over-spend is above 
a threshold and due to a force majeure event), but generally we suffer the 
downside of any inefficiency or capture the benefits of any under-spend of costs 
relative to the approved regulatory allowances.  
 
We believe that even under a restricted application of a defined rate of 
regulation, the CQCN would fall within the type of regulated activities which 
would warrant accounting treatment under IFRS 14.  
 

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? 

 
Aurizon Network is the sole provider of access services on the CQCN – and 
hence we do not operate in a market regulated environment where a ‘price cap’ 
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applies to all competitors in a regulated market. This type of market regulated 
environment has different characteristics to a cost-based regulated environment 
and our first impression would be that it would not require the same specific 
accounting requirements to be developed as for the regulated environment in 
which we operate. We will not comment further on this since it is not applicable 
to us.  
 

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. 

 
Defined rate regulation is described as a regulatory pricing framework that 
includes all of the following:  

(a) It applies in situations in which customers have little or no choice but to 
purchase the goods or services from the rate regulated entity because:  
(i) there is no effective competition to supply  
(ii) the rate-regulated goods or services are essential to customers 

(such as clean water or electricity)  
(b) It establishes parameters to maintain the availability and quality of the 

supply of the rate-regulated goods or services and other rate-regulated 
activities of the entity  

(c) It establishes parameters for rates (sometimes referred to as prices or 
tariffs) that provide regulatory protections that:  
(i) support greater stability of prices for customers; and 
(ii) support the financial viability of the rate-regulated entity  

(d) It creates rights and obligations that are enforceable on the rate-
regulated entity and on the rate regulator.  
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Aurizon Network is a monopoly supplier of access to the Central Queensland 
below rail network. Arrangements for the supply of access, including standard 
terms, prices (reference tariffs) and allowable revenues, are covered by an 
Access Undertaking approved by the QCA. These arrangements are consistent 
with the definition of defined rate regulation, and so we are satisfied with the 
features described for rate regulated activities as they encapsulate our 
regulated business. We make no comment on whether the definition is an 
appropriate description of other rate regulated entities. 
 
In relation to part (c) of the question, we think paragraph (b) of the definition 
could be extended to include improving the quality of supply (through 
performance incentives and a capital expenditure process for asset renewals) 
and increasing the availability of supply as these are characteristics that an 
entity in the rate regulated industry should display.  
 

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? 

 
We agree that the essential nature of the rate-regulated goods and services and 
lack of effective competition do not appear to create distinguishable rights or 
obligations for which specific accounting guidance is needed. We also agree 
that it does, however, support the existence and enforceability of an entity’s right 
to recover its revenue requirement.  
 
Paragraph 4.72 of the Discussion Paper discusses the right to recover revenue 
requirement, using the rate setting mechanism to adjust for under-billings and 
over-billings in a particular period. An entity has a right to recover only the 
amount of its revenue requirement and is prohibited from retaining excess 
amounts billed to customers. In Aurizon Network’s case, this is described as the 
revenue cap mechanism which is explained under ‘1.2 Regulatory Returns’ 
above. Aurizon Network does not currently recognise the adjustment for under 
or over-billings in the year of the billings as the recovery or return of the 
difference between actual revenues and the MAR is dependent on future 
railings (ie access tariffs of future years will include a revenue cap adjustment 
component and the recognition of this revenue is dependent on there being 
future income generating services on which to apply this adjusted tariff). 
 
We believe that the IASB should develop specific accounting guidance to 
recognise the right to recover (and the obligation to return) future revenue 
requirements. Revenue should be recorded in the year of the under or over-
recovery and the receivable or payable should be reviewed each reporting 
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period for impairment or adjustment should there be evidence of reductions in 
access services. Determination of carrying values for current and non-current 
assets and liabilities would be consistent with Australian IFRS.  
 

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. 

 
a) Our preferred approach would be to develop IFRS specific requirements to 

defer/accelerate the recognition of costs and revenue as outlined in section 

5 of the Discussion Paper.  

The two main issues for Aurizon Network where the current accounting 
standards (on conservative interpretation) diverge from the regulatory 
framework is the timing of the recognition of the revenue cap (as discussed 
above in Question 6) and the inability to recognise expenditure on property, 
plant and equipment or intangible assets that do not meet the criteria for 
recognition under IFRS 16 or IFRS 38.  These issues and our preferred 
approach are outlined below: 
 

Item Key Issue under current 
accounting Standards 

Preferred approach 

Recognition of 
Assets 

Under the regulatory regime, 
Aurizon Network has paid 
amounts for regulatory assets 
which are unable to recognised 
on the balance sheet in 
accordance with IFRS 16 or 

The potential ways of resolving 
this difference are to include the 
additional expenditure expected 
to be included in the RAB as part 
of Intangible assets or as a 
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Item Key Issue under current 
accounting Standards 

Preferred approach 

IFRS 38, but are included in 
the RAB if they have been 
incurred prudently from a 
regulatory perspective in 
accordance with the access 
undertaking.  
An example of this is study 
costs for an infrastructure 
expansion which may occur a 
number of years in the future. 
This may not meet the 
definition of an intangible asset 
under IFRS 38 as it may be 
considered research in nature 
and doesn’t meet the criteria 
for development. This is 
despite the fact that a future 
economic benefit will arise as 
the access tariffs of future 
years will include a return of 
capital relating to this capital 
expenditure.  
Approval of capital expenditure 
to be included on the RAB is 
made by the QCA during the 
subsequent year to which it is 
incurred.  

 

separate ‘regulatory deferral 
account’ asset.  
 
The regulatory deferral account 
balances to be recognised would 
be restricted to the incremental 
amounts from what would 
otherwise be recognised as 
assets and liabilities under IFRS 
and the conceptual framework. 
The differences would represent 
the regulatory deferral assets to 
be recognised by the entity.  
 
Should the amount approved by 
the regulator for inclusion of the 
RAB be different to amount 
initially recognised in the 
‘regulatory deferral account’ 
balance, this would be adjusted in 
the year of the approval (and form 
part of the reconciliation of the 
‘regulatory deferral account’).  
 
These assets would be disclosed 
separately and will be easily 
identifiable for comparability to 
non-regulated entities. 
 
The regulatory deferral account 
balance would be amortised over 
the useful life of the relevant 
asset.  
 

Revenue 
Recognition 

Access revenue is subject to a 
revenue cap mechanism that 
serves to ensure we recover 
the MAR over the regulatory 
period such that where actual 
tonnages railed are less than 
the regulatory approved 
tonnage forecast, the revenue 
shortfall (net of take or pay 
recoveries) is recovered in the 
second subsequent year and 
conversely, where actual 
tonnages railed are greater, the 

Access revenue should be 
recorded in the year that it relates 
to (ie revenue each year is equal 
to the revenue cap in our 
situation). Recognising the 
revenue cap in the year to which it 
relates ensures that the effects of 
transactions and events that have 
occurred in a period are 
recognised even if the entity is 
prevented from billing customers 
until future periods.  
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Item Key Issue under current 
accounting Standards 

Preferred approach 

excess revenue received is 
refunded through the access 
tariffs in subsequent years. The 
majority of under or over 
recovery in access tariffs (net 
of take or pay charges) is 
recognized as an adjustment to 
revenue in the second year 
following the period in which 
the contractual railings were 
under or over achieved in 
accordance with the regulatory 
framework. Our current 
accounting policy and generally 
accepted practice in industry in 
Australia is that this under or 
over recovery is not able be 
recognised in the year as 
recovery is subject to future 
railings.  
 
 
 
 
 
 
 

The changes to the Conceptual 
Framework discussed in the 
Discussion Paper would seem to 
allow for the recognition of such 
revenue as assets (in the case of 
under-recovery). Aurizon Network 
is able to control the resource 
(that is, the right to recover the 
regulatory deferral account 
balance in accordance with the 
rate regulation), because it has an 
exclusive right to provide the rate-
regulated service at the regulated 
rate. Consequently, Aurizon 
Network and no other party 
receives the economic benefits 
generated from the future delivery 
of the rate-regulated service at 
the higher regulated price. This 
view is supported by paragraph 
5.18 which references paragraph 
3.27 of the Conceptual 
Framework:  
 
“For an entity to control an 
economic resource, the economic 
benefits arising from the resource 
must flow to the entity (either 
directly or indirectly) rather than to 
another party. ….. This 
requirement does not imply that 
the entity can ensure that the 
resource will generate economic 
benefits in all circumstances. 
Instead it means that, if the 
resource generates economic 
benefits, the entity is the party 
that will receive them.”  
 
Conversely, where in a year there 
has been an over-recovery of 
revenue which will be adjusted for 
the customers by reduced tariffs 
in subsequent years, this over-
recovery should be recognised as 
a liability. We agree with the 
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Item Key Issue under current 
accounting Standards 

Preferred approach 

comments in paragraph 5.28 in 
this regard:  
 
“In defined rate regulation, the 
entity is required to continue to 
provide the rate-regulated goods 
or services on demand at the 
reduced rate per unit. Customers 
have little or no choice but to 
purchase the rate-regulated 
goods or services. As a result, 
some suggest that the entity has 
no practical ability to avoid 
reversing the regulatory deferral 
account credit balance by 
providing the rate-regulated 
goods or services at the reduced 
rate per unit.” 
 

 
Investors and lenders seek disclosure on revenue cap adjustments and the 
timing around when they will be recognised.  In addition, they are interested in 
the value of the RAB so that they can determine the expected return.   
  
(b) We do not believe that there are any other approaches that the IASB should 

consider.  

(c) We agree with the advantages/disadvantages outlined in the Discussion 

Paper and have nothing further to add.  

 

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? 

 
We have detailed above our activities that are subject to defined rate regulation.  
 
At this point in time, we do not anticipate operational issues arising from the 
application of specific accounting guidance/requirements. The implementation of 
the new guidance may require additional sets of records and ledgers to be kept 
(eg to track the differences related to IFRS account balances under current 
IFRS and regulatory deferral balances if implemented as part of IFRS). The 
additional disclosure, particularly of account balance reconciliations, will of 
course require additional time for the completion of the financial statements 
each reporting period.  
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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. 

 
As mentioned in Question 1, Aurizon Network already makes disclosure in its 
financial statements of the amounts of revenue cap to be received in the two 
years following the year the financial statements are being prepared for. Such 
disclosure is consistent with the treatment of contingent assets under Australian 
IFRS. In the year ended 30 June 2014, where there was a significant write off of 
assets under construction (reported within Property, Plant and Equipment) 
which is still eligible to be included on the RAB, this was also disclosed in the 
financial statements.  
 
We take the view  that if the deferral amounts or items as mentioned above are 
of significant magnitude, entities will be inclined to disclose these even in the 
absence of specific guidance from the accounting standards. We do not believe 
it is necessary for the IASB to develop disclosure only requirements for entities 
within the rate-regulated industry unless it also introduces new 
guidance/requirements for recognition of regulatory account balances.  
 
Please refer to Question 1 for our comments on information relevant to investors 
and lenders in making their investing or lending decisions.  
 

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. 
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Please refer to comments made on Question 1. 
 

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? 

 
We see the advantage of the separate presentation of the regulatory account 
balances on the balance sheet as being able to easily compare the financial 
statement of regulated and non-regulated entities. The impact of the potential 
new accounting requirements (similar to IFRS 14) is clear for investors and 
analysts. We have not identified that there are any disadvantage to the separate 
presentation of the regulatory balances.  
 
Our preferred approach for the recognition of revenue cap revenue on the 
income statement is for this to be classified as revenue rather than as a 
‘movement in regulatory deferral account balances related to profit and loss and 
the related tax movement’. This is the nature of the income and is consistent 
with presentation requirements of AASB 101 to classify income and expenses 
according to their nature. The impact on the income statement from movement 
in the regulatory deferral balances will be evident from the reconciliation of 
those account balances.  
 

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 
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rate regulation only if they are subject to formal oversight from a government 
department or other authorised body? 

 
Aurizon Network operates under the defined rate regulation overseen by the 
QCA. It is not relevant to us whether co-operatives operating under self-
imposed regulation should also be included within defined rate regulation. 
However, please refer to previous comments made regarding a narrow 
definition of rate regulation being taken to ensure comparability of financial 
statements being prepared under the potential new accounting requirements.  
 

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 do not have any further comments or suggestions. 


