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1. Introduction 

Leonardo & Co. has been asked by Fluxys to comment on the discussion paper on 

reporting the financial effects of rate regulation in the IFRS financial statements.  

 

Leonardo & Co. is part of Gruppo Banca Leonardo, a privately-held independent 

European financial institution with two main business areas: Investment Banking 

(Leonardo & Co.) and Wealth Management (Banca Leonardo).  

 

For more information on Leonardo & Co. and our advisory credentials, we refer to the 

appendix to this document. 

 

For the purpose of its assignments, Leonardo & Co. regularly prepares valuation reports 

on Transmission System Operators (‘TSO’) and Distribution System Operators (‘DSO’), 

including detailed analysis of financial statements and comparisons of valuations of 

such companies with their peers in Europe.  

 

With this respect, a fair description of the type of regulation and of the tariff 

methodology, the regulated asset base, the allowed regulated margin in the financial 

reports of the TSO/DSO is of utmost importance. For regulatory deferral accounts, the 

approval status by the regulator should also be mentioned in the management 

commentary of financial statements.  

 

We are pleased to provide herewith the IASB with our more detailed views on these 

topics in the answers to the selected questions raised by the IASB.  

 

 

  



 

 

 

 

 

2. Answers to selected questions raised by the IASB 

 

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. 

 

Rate regulation can significantly affect the economic environment of rate-regulated 

entities, which differs from entities that are not subject to rate regulation. The rate 

regulation may affect not only the amount of revenue and profit that a rate-regulated 

entity can earn but also the timing of the cash flows associated with the entity’s rate-

regulated activities. 

Therefore, a fair description of the type of regulation and of the tariff methodology has 

to be provided in the management commentary. Information about the regulated asset 

base and the allowed regulated margin in the financial reports of the TSO/DSO is also 

important for us. For regulatory deferral accounts, the approval status by the regulator 

should also be mentioned in the management commentary. 

The statement of financial position has to include the regulatory deferral accounts 

booked according to rights and obligations arising from rate regulation. 

The statement of profit and loss has to include the regulatory revenue adjustments 

generated by the variance between billed and allowed regulatory turnover. We are of 

the opinion that these adjustments have to be presented in the operational income for 

the amount before taxes and the impact on the deferred taxes in the income tax line. 

The booking of these adjustments will avoid variability in the net result which is in line 

with the expectation of the investors (stable return expected by investments in rate-

regulated companies). 

The disclosure notes should give a time schedule corresponding to the 

recovery/restitution of the regulatory deferral amounts. If indication exists that 

regulatory assets will not be fully recovered or not in due time, a recovery test should be 

made and summarized in the notes. 

 

 



 

 

 

 

 

(b) How do you think that information would be used by investors and lenders in 

making investment and lending decisions? 

 

When the type of regulation creates specific rights and obligations, we need to be 

informed about it to avoid to over/underestimate the value of the TSO/DSO in our 

analysis made for investors. We would therefore recommend that the regulatory deferral 

accounts (based on rights and obligations) are booked in the financial statements so 

that they reflect the substance of the business: allowed margin and equity that are not 

overestimated by including amounts which are due to be given back to the customers.  

 

If every TSO/DSO books the regulatory deferral accounts in their IFRS financial 

statements, our analysis, valuation and peer group comparisons will be more efficient 

and would better reflect the right underlying value of the firm. Furthermore, if these 

regulatory deferral accounts are not booked in the IFRS financial statements of 

TSO/DSO, we would have to prepare adjustments to the financial accounts in order to 

include these amounts and evaluate the impacts of these rights and obligations on the 

equity and net result of the TSO/DSO. We would also have to forecast their future 

evolution in a manner which would be less objective and qualitative than if it was 

included in the accounts in a first instance.  

 

We nevertheless recommend that the booking of the regulatory deferral accounts is 

accompanied in the disclosures by a time schedule corresponding to the 

recovery/restitution of these amounts. Management commentary on the 

aforementioned timing is also welcome.  

 

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 recognize such balances compared to: 

(a) non-rate-regulated entities; and 

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

 

We are familiar with using financial statements that recognize regulatory deferral 

account balances as regulatory assets or regulatory liabilities. In Belgium, it is common 

practice to report regulatory deferral accounts in the financial statements. We do not 

experience any difficulties in analyzing financial statements in which such regulatory 

deferral accounts are recognized.  

 



 

 

 

 

 

Problems occur when rate-regulated entities do not recognize regulatory deferral 

amounts or not in the same manner, because we have to establish alternative accounts 

including these amounts to evaluate the impacts of these rights and obligations on the 

equity, net result and their future evolution, which is both cumbersome and a source for 

errors. Moreover, we need information to be able to make the restatement which is not 

always available. The fact that some entities do not recognize regulatory deferral 

accounts alters also any peer comparison analysis. 

 

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 believe that, to progress this project, the IASB could focus on a defined type of rate 

regulation in order to provide the principles about whether rate regulation creates a 

combination of rights and obligations for which specific accounting guidance or 

requirements might need to be developed. 

 

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. 

 

Please refer to answer to question 1(b). 

 

 



 

 

 

 

 

 

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 stated above (more especially in answer to question 1), we recommend the 

recognition of the regulatory deferral accounts by the TSO/DSO in their IFRS financial 

statements as we believe this contributes to the true and fair view of the financial 

statements and leads to better transparency and comparability. 

 

If IASB decides to prohibit the recognition of regulatory deferral accounts in IFRS 

financial statements, we would require a second set of financial statements (balance 

sheet and profit and loss) including the regulatory deferral accounts or at least all 

information needed to be able to prepare the restatements in the disclosure notes. The 

rate-regulated entities are capital-intensive (infrastructure assets) and the prohibition of 

recognition of regulatory deferral accounts would generate volatility in the profit and 

loss accounts. Alternative financial statements would have to be provided to the 

investors/lenders to reflect the substance of the business: predictable result, allowed 

margin, equity that are not overestimated by including amounts to be given back to the 

customers. 

 
  



 

 

 

 

 

Appendix: overview of Leonardo & Co. and its involvement with respect to TSO and 

DSO transactions in Europe 

 

Leonardo & Co. has offices in Italy, France, Germany, Belgium, the Netherlands and 

Spain, and offers the following advisory services: (i) strategic advisory, (ii) mergers, 

acquisitions, disposals and privatisations advisory, (iii) financial structuring and 

restructuring advisory, (iv) valuations and fairness opinions, (v) capital raising and 

capital markets advisory (equity / hybrid / debt issues).  

 

As part of its credentials, Leonardo & Co. has advised in many M&A situations for 

Transport System Operators (TSO) and Distribution System Operators (DSO) in Europe, 

for amongst others: 

• Fluxys (TSO): 

o Advisor to Publigas for the acquisition of a majority stake in Fluxys from 

GDF Suez for €0.7bn (2010) 

o Advisor to Fluxys for its capital increase subscribed by CDP Québec and 

SFPI for c.€0.6bn (2011 – 2012) 

o Advisor to Fluxys for the acquisition by Fluxys of stakes in Interconnector 

UK underwater gas transmission pipeline (2009 – 2013) 

o Advisor to Fluxys for the acquisition of TENP (Germany) and Transitgas 

(Switzerland) pipelines for c.€0.9bn (2011) 

• Elia (TSO):  

o Advisor to Publi-T for the acquisition of controlling stakes in Elia from 

GDF Suez and the subsequent capital increase of Elia (2010) 

o Advisor to Publi-T for the acquisition by Elia of the 50Hertz transmission 

network in Germany for €0.8bn (2010) 

• Snam (TSO and DSO):  

o Advisor to Snam S.p.A. for its €11bn fund raising to refinance the entire 

debt exposure of Snam towards ENI (2012) 

• Enel high voltage grid (TSO), Enel Rete Gas, E.On Rete, G6 Rete Gas (DSO) 

o Advisor to Ardian/F2i in the acquisition of 14.8% of the share capital of 

Enel Rete Gas and new financing (€0.3bn, 2013) 

o Advisor to GDF Suez on the sale of G6 Rete Gas to a consortium 

comprised of F2i and AXA Private Equity (€0.8bn, 2011) 

o Advisor to F2i and AXA Private Equity on the acquisition of 100% of the 

shares in E.On Rete (€0.3bn, 2010) 

o Advisor to a consortium led by F2i, on the acquisition of a stake in the 

natural gas distribution assets from Enel (€1.5bn, 2009) 

o Advisor to Enel on the sale of its high voltage grid to Terna (€1.2bn, 

2008) 


