
January 14, 2015 

Mr. Hans Hoogervorst 
Chair, International Accounting Standards Board 
30 Cannon Street 
London EC4M 6XH 
United Kingdom 

Dear Mr. Hoogervorst: 

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

Hydro Ottawa Limited (“Hydro Ottawa”) is pleased to respond to the International Accounting 
Standards Board’s (the “IASB’s”) Discussion Paper DP/2014/2 Reporting the Financial Effects of 
Rate Regulation, (the “Discussion Paper” or “DP”). Hydro Ottawa is a rate-regulated electricity 
distribution company that owns and operates the electricity infrastructure in the City of Ottawa, the 
capital of Canada.   Hydro Ottawa is the third largest municipally owned electrical utility in the 
province of Ontario, Canada. 

Hydro Ottawa fully supports the development of an accounting standard for rate-regulated 
activities. In Canada, there are more than three different accounting standards currently utilized by 
rate-regulated utilities resulting in a lack of comparability for financial statement users. We 
welcome the IASB’s efforts in consulting with a wide range of stakeholders in order to develop a 
common starting point for a more focused discussion about the accounting for rate-regulated 
activities. Our detailed responses to the questions in the invitation to comment are provided in 
Appendix 1. 

Yours truly, 

Geoff Simpson 
Chief Financial Officer 
Hydro Ottawa Limited  
3025 Albion Road North 
Ottawa, Canada, K1G 3S4 
Tel: 613-738-5499 ext 7606 
E-mail: geoffsimpson@hydroottawa.com 

Hydro Ottawa Limited / Hydro Ottawa limitée 
3025 Albion Road North, PO Box 8700 / chemin Albion Nord, C.P. 8700 
Ottawa, Ontario  K1G 3S4 

www.hydroottawa.com 

1 

http://www.nserc-crsng.gc.ca/
http://www.nserc-crsng.gc.ca/
http://www.twitter.com/hydroottawa
http://www.facebook.com/hydroottawa
http://www.linkedin.com/company/hydro-ottawa
http://www.youtube.com/hydroottawalimited
mailto:geoffsimpson@hydroottawa.com


 
 
 
 

 
Appendix 1: Responses to the questions raised in the DP 
 
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? 
 

 
Response:  

 
(a) Hydro Ottawa considers the informational requirements outlined in IFRS 14 ‘Regulatory 

Deferral Accounts’ provides a good basis for what should be included in financial 
statements. Rate regulation can significantly affect the economic environment of rate-
regulated entities. Hydro Ottawa has heard from the users of its financial statements and 
they have repeatedly voiced their desire for information to understand the effect of rate 
regulation on the revenue, profit and related cash flows of the company, and to assess how 
reliable the rate regulation is in ensuring that the company can earn its allowable rate of 
return.  Hydro Ottawa firmly believes that financial statements should provide information 
useful in understanding the nature and economic effects of rate regulation, as well as 
additional information on how rate regulation has affected an entity’s financial statements. 
 

(b) Hydro Ottawa believes that this information would allow investors and lenders to 
understand the economic effects of rate regulation and enable them to make more informed 
investment and lending decisions. 
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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? 
 
Response: 
 
Hydro Ottawa recognises regulatory deferral account balances as regulatory assets or 
regulatory liabilities in its financial statements prepared in accordance with Canadian GAAP. 
Hydro Ottawa believes that without the recognition of these balances, financial statement 
volatility, and more specifically net income volatility does not reflect the economic reality of the 
business and could be misunderstood by users and result in undue scrutiny. In Canada, Part V 
of the Chartered Professional Accountants Canada Handbook for publicly accountable entities, 
Accounting Guideline AcG-19 ‘Disclosures by Entities Subject to Rate Regulation’ requires 
entities subject to rate-regulation to provide disclosures which will allow users to understand 
the financial effects of rate regulation. Hydro Ottawa believes this enhances the users’ 
understanding of how rate regulation affects an entity’s rate-regulated activities, and 
consequently the usefulness of the information provided in the financial statements. 
 
Hydro Ottawa is unaware of any problems caused by the recognition of these regulatory assets 
or liabilities for users attempting to evaluate its financial statements, however, there is a 
concern that if the IASB does not allow the recognition of regulatory assets or liabilities the 
users cannot properly assess the financials of the rate regulated entities without manually 
estimating the effects of rate-regulation.   
 

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? 
 
Response: 
 
Hydro Ottawa agrees with the approach taken by the IASB.  
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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? 
 
Response: 
 
’Market’ rate regulation has characteristics that differ significantly from ’defined rate-
regulation’. Market rate regulation does not create an economic environment that differs 
significantly from other commercial activities. Hence, existing IFRS are sufficient.  

 

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. 
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Response: 
 
 
(a) Hydro Ottawa is supportive of the IASB’s decision to consider ‘defined rate regulation’, and 

believes that the features identified capture an appropriate population of rate-regulatory 
schemes within its scope. 
 

(b) Hydro Ottawa does not believe any of the features should be modified. 
 

(c) One feature that Hydro Ottawa believes 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. Hydro Ottawa believes 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.  
 
 

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? 
 
Response: 

(a) Hydro Ottawa does not believe there are any additional rights and obligations to consider. 
 

(b) Hydro Ottawa believes the IASB should consider developing specific accounting guidance 
or requirements since the features of defined rate regulation create a distinguishable 
combination of rights and obligations from those arising from other commercial activities.  

  

Discussion Paper – Reporting the Financial Effects of Rate Regulation Invitation to Comment 
 

5 



 
 
 
 

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. 
 

Response: 
 
(a) Hydro Ottawa believes that developing specific IFRS requirements, which focus on 

deferring/accelerating the recognition of a combination of costs (similar to the US GAAP 
approach) and revenue best portrays the financial effects of ‘defined rate regulation’. 
Moreover, Hydro Ottawa believes that developing specific IFRS requirements would 
maintain the quality, transparency and comparability of information provided in general 
purpose financial statements.  
 

(b) Hydro Ottawa cannot suggest any other approaches the IASB should consider.  
 

(c) Hydro Ottawa supports recognizing regulatory deferral account balances as regulatory 
assets and regulatory liabilities and disagrees with the view that these are contingent 
amounts. The obligation to pay or rights to receive have risen from past events, and given 
the distinguishing features of ‘defined rate regulation’, are virtually unconditional. Hydro 
Ottawa believes the impact of these enforceable rights and obligations arising from 
regulation should be reflected in an entity’s general purpose financial statements. In 
addition, regulatory deferral accounts should be recorded and measured to reflect IASB’s 
preliminary reviews that financial statements should be a faithful representation of relevant 
information, and furthermore they should reflect “the resources of the entity, claims against 
the entity and changes in resources and claims” [Conceptual Framework Discussion Paper 
Section 6(a)(i)]. 
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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? 
 
Response: 
 
Hydro Ottawa carries out activities that are subject to defined rate regulation. In Hydro 
Ottawa’s view the most important operational concern is the tracking of financial reporting 
requirements on two bases: one for the regulator, government shareholders, credit rating 
agencies and ratepayers using regulatory accounting requirements and another for general 
purpose financial reporting. Rate regulation can significantly affect the economic environment 
of rate-regulated entities. Aligning the requirement of the two accounting bases would increase 
operational efficiency and save costs.  
 
Another concern is the complexity and extent of reporting requirements given the different 
regulatory requirements in many jurisdictions. Complex and detailed reporting requirements 
can place undue strain on operational processes and information systems resulting in added 
compliance costs. Moreover, Hydro Ottawa believes that too much disclosure can obscure the 
understandability of financial statements. 
 

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. 
 
Response: 
 
Hydro Ottawa does not believe the effects of rate-regulation can effectively be addressed 
through disclosures-only requirements. Rate regulation can significantly affect the economic 
environment of rate-regulated entities and misinterpretation of such information could 
significantly impact a lenders or investors decision. In addition, the preparation of the 
information will reflect the current diversity in practice and would lessen the comparability of 
general purpose financial statements amongst rate-regulated entities, and consequently the 
usefulness of the information provided in the financial statements. 
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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. 
 
Response: 

(a) Hydro Ottawa believes that the requirements outlined in IFRS 14 provide a good basis for 
developing specific accounting requirements for entities that are subject to rate regulation. 
 

(b) There are no disclosure requirements of IFRS 14 which should be omitted or modified. 
 
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? 
 
Response: 
 
Hydro Ottawa believes that the separate presentation of regulatory deferral account balances in 
the statement of financial position and similarly the separate presentation of the net movements 
in regulatory deferral account balances in the statement of profit or loss provides users with an 
understanding of the financial effects of rate regulation and therefore enhances the relevance of 
the information provided. 
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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? 
 
Response: 
 
Hydro Ottawa believes the existence of a rate regulator whose role and authority is established 
in legislation or other formal regulations is a necessary condition in order to create enforceable 
rights or obligations.  
 

Question 13 
 
Paragraphs 7.11–7.22 highlight some of the issues that the IASB may consider if it continues to 
progress this project. Do you have any comments or suggestions on these or any other issues 
that may or may not have been raised in 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? 
 
Response: 
 
Hydro Ottawa suggests the IASB consider looking at guidance to address timing differences 
that arise from policy-related deferrals. These differences are expected to reverse future rates 
due to a regulatory recovery mechanism approved by a regulator. Examples include cash-basis 
of recovery for deferred income taxes, pensions and other post-retirement benefit costs. Hydro 
Ottawa believes that these differences are critical in the accounting for regulatory balances and 
should be addressed in the rate regulation project. 
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