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Dear Mr. Hoogervorst,  

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

I would like to respond to some of the questions posed in the IASB’s  “Discussion Paper - 

DP/2014/2 - Reporting the Financial Effects of Rate Regulation” dated September 2014 

(hereafter referred to as “DP”) 

My comments are based primarily on my experience with regulatory practice in North America. 

Over the last 30 years I have been a regulatory consultant who has assisted clients in applying 

regulatory principles and addressing financial, accounting and costing issues related to rate 

regulation.  Most of my clients have major telecommunications companies, electric utilities or gas 

utilities.  My clients have been both privately and publicly owned. As part of several assignments, I 

have appeared before regulatory tribunals as an expert witness on accounting, costing and 

financial issues.   

In many of my assignments, the implications for financial reporting have been a major 

consideration.  Also, about 15 years ago, I chaired the Canadian Institute of Chartered 

Accountants’ Study Group that produced the research report “Financial Reporting by Rate-

regulated Enterprises” 

Most of my clients have been Canadian entities; however, Canadian regulatory practice is often 

influenced by US practice and a few of my clients have been outside North America. 

Before addressing the questions posed in the DP, I would like to address two issues that are 

related to the questions: 
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 the issue of a guaranteed recovery of costs vs. an opportunity to recover costs; and 

 key requirements for an entity to recognize regulatory assets and liabilities. 

My discussion of the issues supports my responses to the questions. 

GUARANTEE VS OPPORTUNITY TO RECOVER 

Some appear to believe that rate regulation guarantees that a rate-regulated entity will recover its 

costs.  However, at least in North America, it is often stated that a rate-regulated entity is given 

an opportunity to recover its costs of providing service (which includes a fair return), not a 

guarantee. For example, the following was stated in a recent decision of the Court of Appeal of 

Alberta: 

It is sometimes said that the regulatory compact means that a utility has a “right” to recover 

its costs because of its “obligation to serve”. However, this is an overstatement of the 

concept. Even at common law, the regulatory compact did not guarantee full recovery of all 

costs. It offered an “opportunity” both to earn a reasonable return on its prudent investment 

– its capital costs – and to recover its prudently incurred expenses – its operating costs. …
1
 

The assumption that regulated entities are guaranteed a recovery of their costs may have 

contributed to some confusion as to what regulatory assets and liabilities represent. 

Discussion Paper 

The DP assumes that cost of service regulation ensures that a rate-regulated entity will recover 

its costs of providing service.  For example, in discussing cost-of-service regulation, the DP 

states: 

In this type of rate-regulatory scheme, the rate is intended to ensure that the rate-regulated 

entity recovers all of its ‘allowable costs’, plus a ‘fair and reasonable’ rate of return on its 

capital investment. (paragraph 3.23) 

Also, in describing what the DP refers to as defined rate regulation, the DP states: 

This regulatory adjustment mechanism seeks to ensure that the rate-regulated entity earns 

no more and no less than the amount of the revenue requirement and any related profit or 

return to which it is entitled. (paragraph 4.6) 

                                                 

1
  Court of Appeal of Alberta; ATCO Gas and Pipelines Ltd v Alberta (Utilities Commission), 2014 ABCA 397; 

December 02, 2014; para 109. 



JT Browne Consulting 
Costing & Regulatory Consulting 

To Rate-Regulated Entities 

  Page 3 of 15 

   

North American Practice 

With traditional cost of service regulation, a rate-regulated entity is given an opportunity to 

recover its costs of providing service, where those costs include a fair return.  It is not given a 

guarantee.  Rates are set prospectively and differences between realized revenues and realized 

costs accrue to the regulated entity.  In some cases, there may be an adjustment for realized 

earnings in excess of what is required to provide a fair return; however, it is rare (if ever) that a 

regulated entity is compensated for realized earnings being less than what is necessary to provide 

a fair return.  

The process starts with a determination of what is usually referred to as the regulated entity’s 

revenue requirement. This revenue requirement represents the cost of providing service 

(including a fair return).  As a general rule, the revenue requirement reflects the estimated costs 

of providing service over the period for which rates are being set, and is limited to the prudently 

incurred costs.  An estimate is also made of the demand for the regulated entity’s services. 

Based on the regulated entity’s revenue requirement and the demand estimate, rates are set so 

that expected revenues will equal the revenue requirement.  The resulting revenues net of the 

realized costs accrue to the regulated entity; although as discussed below, there are sometimes 

adjustments for realized earning that exceed what is necessary to provide a fair return. 

There can be adjustments to the revenue requirement for a period so that it differs from the 

estimated cost of providing service in that period.  However, as a general rule, a cost will appear 

in a regulated entity’s revenue requirement only once – i.e., a regulated entity is given only one 

opportunity to recover a cost.  For example, in the case of a cost deferral, the deferred cost is 

excluded from the entity’s revenue requirement in the period in which it would normally be 

expensed; the deferred cost then is included in the revenue requirement of a future period.  The 

net effect is the regulated entity has an opportunity to recover the cost, but only one opportunity. 

This point may not be as clear in the case of a variance account, which is a form of deferral 

account.  With a variance account, the intention is that the regulated entity will have an 

opportunity to recover the actual amount of the related cost.  However, an estimate of the cost is 

included in the regulated entity’s revenue requirement for the period in which the cost will be 

incurred, with the difference between the estimated and actual cost being deferred and included 

in the determination of future revenue requirements.  In this way, the regulated entity has an 

opportunity to recover the actual cost, but only the actual cost. It should be emphasized, that the 

regulated entity bears the risk as to whether it will recover the revenue requirements that include 

the estimate of the cost and the difference between the estimate and actual cost. 

In some cases, there may be a sharing of excess earnings between a regulated entity and its 

customers – i.e., earnings in excess of what is required to provide a fair return.  This is unusual 

with traditional cost of service regulation, but more common with incentive forms of regulation.  

However, it is rare (if ever) that there is a sharing of deficient earnings – i.e., earnings less than 

what is required to provide a fair return. 
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Implications for Recognizing Regulatory Assets & Liabilities 

The assumption that regulated entities are guaranteed the recovery of their costs may place the 

focus on the amounts recovered from customers. I believe this focus on the amounts recovered 

has led many to view the amounts collected from customers as the economic resource that is a 

regulated asset, rather than the economic benefits associated with the economic resource
2
.  

Where it is recognized that in many cases (if not most cases) a regulated entity has only an 

opportunity to recover its costs, it is more likely that the focus will be on rates – where it should 

be.  The amounts collected by rate-regulated entities are usually very close to what the allowed 

rates were designed to recover.  However, regulators only control rates.  They can give a 

regulated entity a right to increase the rates it can charge, so as to give the entity an opportunity 

to recover a cost; but not a right to recover the related amount from customers.  The resulting 

amounts the entity collects are the economic benefits associated with the right to charge the 

increased rates.  

KEY REQUIREMENTS 

Rate regulation can have economic impacts.  It can result in rights and obligations that affect an 

entity’s future economic benefits.  These rights and obligations have been referred as regulatory 

assets and regulatory liabilities.   

I believe the DP has not addressed the key requirements for regulatory assets and liabilities to 

meet the IASB’s requirements for recognition as assets and liabilities.   

In this section I set out what I believe are the key requirements for recognizing a regulatory asset 

or liability and how these requirements relate to the IASB’s definition of assets and liabilities.  

However, I first discuss the potential economic impacts of rate regulation. 

Economic Impacts of Rate Regulation 

Rate regulation creates constraints on what an entity is allowed to charge; constraints that do not 

apply to non-regulated entities.  In many cases, these are legally binding constraints.  As a result, 

rate regulation can have material economic impacts on a rate-regulated entity.  

For rate regulation to have an economic impact, regulated rates must be less than what a 

regulated entity would charge in the absence of regulation.  For example, if market conditions 

                                                 

2
  For example, some have stated that regulatory assets should not be recognized  because the ability to bill and 

collect amounts from customers is conditional on future sales.  However, it is only required that economic 

benefits are expected to flow from the economic resource that is a regulatory asset.   Therefore, they must be 

assuming that the amounts collected are the economic resource that is a regulatory asset, rather than the 

economic benefits associated with the economic resource. 
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are such that an entity would normally charge $X and no more, restricting rates to $2X would 

have no material impact – i.e., the company would still charge $X, the same as if there were no 

rate regulation
3
.   

Under traditional rate regulation, rates are set to provide a regulated entity the opportunity to 

recover its costs of providing service (including a fair return).  However, even in the absence of 

rate regulation, this is what would be expected to occur in a competitive market.   For rate 

regulation to have an economic impact (at least with traditional rate regulation), the regulated 

entity must have excess market power that, in the absence of rate regulation, would allow the 

entity to charge rates that would provide it an opportunity to recover more than its costs of 

providing service (this is usually the reason for imposing rate regulation). 

Where rate regulation can have an economic impact, it can create rights and obligations related 

to future rates that will affect the future economic benefits of an entity: 

 a right to charge rates higher than would otherwise be allowed because of a past event; 

and  

 an obligation to charge rates lower than would otherwise be allowed because of a past 

event. 

These rights are often referred to as regulatory assets, while the obligations are often referred to 

as regulatory liabilities.   

Regulatory assets and liabilities usually, if not always, reflect timing differences.  They usually 

reflect the fact that a regulated entity is given an opportunity to recover costs in a period other 

than the one in which it would normally be expensed.   

For example, regulatory assets usually represent a cost deferral. In the period in which a cost is 

deferred, it is excluded from the entity’s revenue requirement for that period. As a result, rates 

for that period will not provide an opportunity to recover the cost.  The deferred cost is 

subsequently included in the revenue requirement of a future period
4
; as a result, future rates will 

be increased from what would otherwise be allowed so as to provide the entity with an 

opportunity to recover the deferred cost. 

                                                 

3
  It might be argued that a regulator could force the entity to charge $2X; however, in most cases, this would be 

unlikely.  If the entity would normally charge $X, this is likely the profit maximizing rate and a higher rate 

would reduce profits.  Therefore to force the entity to charge more than $X would tend to hurt both customers 

and the entity.  Should a regulator require the entity to charge the higher rate, there would be no associated 

economic benefits to cover a past cost, rather there would be a loss of economic benefits. 

4
  As a general rule, a rate-regulated entity is also given an opportunity to recover the additional financing costs 

associates with a deferral.  However, to simplify the discussion, this will be ignored. 
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With regards to revenues, regulators can only control rates: they can allow an entity to charge 

higher rates than otherwise be allowed; or require an entity to charge rates lower than would 

otherwise be allowed. However, with the economic conditions faced by many rate-regulated 

entities, the amounts collected from customers are usually very close to what regulated rates 

were designed to recover.  As a result it can often be expected that there will be economic 

benefits associated with the economic resource that is a regulatory asset (i.e., the right to increase 

rates from what would otherwise be allowed); or a decrease in economic benefits associated with 

the economic obligation that is a regulatory liability (i.e., the obligation to reduce rates from 

what would otherwise be allowed). 

Future rates associated with a regulatory asset or liability (e.g., rates higher than would otherwise 

be allowed on account of a past deferred cost) may not be set by a regulator until some future 

date.  However, there may be adequate assurance that future rates will be adjusted on account of 

the regulatory asset or liability.  For example, there may be government regulations, or an 

established methodology set by the regulator where it is an independent regulator with a 

legislated mandate to set just and reasonable rates, that will ensure the regulator will adjust future 

rates. As a result, at least in some regulatory environments, the rights and obligations that are 

regulatory assets and liabilities exist from the time of the events that give rise to these rights and 

obligations. 

Information on regulatory assets and liabilities provides useful information for users of financial 

statements and helps them in assessing the future cash flows of an entity.  For example, with 

traditional cost of service regulation:  

 A regulatory asset indicates that a regulated entity will have future rates that will not only 

provide it with an opportunity to recover its future costs, but also an opportunity to 

recover certain past costs; and it is expected that future economic benefits (e.g., amounts 

collected from customers) will exceed future costs. 

 A regulatory liability indicates that a regulated entity will have future rates that will not 

provide it an opportunity to recover all of its future costs; and it is expected that future 

economic benefits (e.g., amounts collected from customers) will be less than future costs. 

Three Requirements 

I believe there are three key requirements for a regulated entity to recognize regulatory assets 

and liabilities. 

1. There must be binding constraints on the rates that the entity is allowed to charge. 

The binding constraints may arise from legislation that states the entity can charge 

only rates that have been set or approved by an independent regulator. However, 

it may be argued that there are alternative means of meeting this requirement.   



JT Browne Consulting 
Costing & Regulatory Consulting 

To Rate-Regulated Entities 

  Page 7 of 15 

   

2. There must be the possibility that past events can have an identifiable impact on future 

allowed rates. 

To have an identifiable impact, there must be government  regulations and/or an 

established methodology with sufficient detail to allow an independent observer 

to determine how a past event will affect future allowed rates. 

For example, where an entity is subject to traditional cost of service regulation, it 

is given an opportunity to recover all of its prudently incurred costs of providing 

service, but only one opportunity.  If the entity is denied an opportunity to recover 

a cost in the period it would normally be expensed, the entity must be given an 

opportunity to recover that cost in the future.  This opportunity must be in 

addition to the opportunity to recover its prudently incurred future costs.  In such 

an environment, if a regulator defers a cost, an independent observer can often 

determine that there will be an increase in future rates from what would otherwise 

be allowed sufficient to provide the regulated entity an opportunity to recover the 

deferred cost
5
. 

It should be noted that a regulated entity could meet this requirement with a 

hybrid methodology. For example, rates for a gas distribution utility may be based 

on some benchmark, such as average costs in the industry, with one exception.  

Rates may reflect the estimated cost of the gas distributed with any difference 

between the estimated and actual costs incurred by the utility being deferred and 

reflected in an adjustment to future rates.  In this case, differences between the 

estimated and actual cost of gas (i.e., a past event) will have an identifiable impact 

on future rates. 

To the extent that a methodology established by a regulator is relied on to 

determine the impact on future rates, the methodology should not be subject to 

changes that would eliminate accrued benefits or obligations.  This will often be 

the case since regulators will often be independent regulators with a legislated 

mandate to set “just and reasonable” rates.  Such regulators do not change the 

methodology under which rates are set in a way that would arbitrarily eliminate 

benefits and obligations that have accrued under the existing methodology
6
. 

3. It must be expected that there will be an increase or a decrease in economic benefits as a 

result of the impact on future allowed rates. 

                                                 

5
  In addition, rates will be increased from what would otherwise be allowed to provide the regulated entity with an 

opportunity to recover the financing costs associated with deferring the recovery of the cost.  To simplify the 

discussion, the recovery of financing costs associated with deferring the recovery of a cost will be ignored 

6
  There may even be legal constraints on the ability of a regulator to make such changes. 
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In the case of a regulatory asset, the increase in economic benefits would usually 

be an increase in what the entity collects from its customers.  In the case of a 

regulatory liability, the decrease in economic benefits would usually be a decrease 

in what the entity collects from customers. 

With traditional cost of service regulation, it would generally be unlikely that 

there would be any economic benefits associated with a right to increase rates 

from what would otherwise be allowed unless the regulated entity had excess 

market power  (i.e., in the absence of rate regulations, it is expected that the entity 

could set rates that would provide it the opportunity to recover more than its costs 

of providing service)  

IASB Definitions 

Where the above three requirements are met, it is possible for regulatory assets and liabilities to 

meet the IASB definition of an asset or liability. 

Existing Definitions 

Under the existing IFRS Conceptual Framework for Financial Reporting (“Conceptual 

Framework”), an asset is defined as follows: 

An asset is a resource controlled by the entity as a result of past events and from which 

future economic benefits are expected to flow to the entity. 

Where the above three requirements are met, there can be a regulatory asset that meets this 

definition.  There can be a resource controlled by the regulated entity (i.e., a right to charge rates 

higher than would otherwise be allowed) as a result of a past event (e.g., deferring the inclusion 

of a cost in revenue requirements) and from which future economic benefits are expected to flow 

to the entity (in most cases these economic benefits would be an increase in the amounts 

collected from customers). 

Where the three requirements are met, a regulatory asset would be an existing or present 

resource.  In accordance with the second requirement, if there is a regulatory asset, the past event 

associated with the regulatory asset must have an identifiable impact on future rates.  To have an 

identifiable impact, there must be government regulations and/or an established methodology 

with sufficient detail to allow an independent observer to determine how a past event will affect 

future allowed rates.  Where an established methodology is relied upon, it should not be subject 

to changes that would eliminate accrued benefits or obligations. 

A regulated entity controls the resource that is a regulatory asset.  Any economic benefits 

flowing from the resource will accrue to the regulated entity. 

Under the existing Conceptual Framework, a liability is defined as follows: 
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A liability is a present obligation of the entity arising from past events, the settlement of 

which is expected to result in an outflow from the entity of resources embodying economic 

benefits. 

The definition refers to an outflow of economic benefits.  With a regulatory liability there is 

usually a reduction in the inflow of economic benefits.  However the end result is exactly the 

same.  Whether an entity has an outflow of economic benefits equal to X, or a reduction in the 

inflow of economic benefits equal to X, the end result is a reduction in economic benefits of X. 

Where the above three requirements are met, and it is accepted that a reduction  in the inflow of 

economic benefits is essentially the same as an outflow of economic benefits, there can be 

regulatory liabilities that meet the above definition of a liability.  There can be an obligation of 

the entity (i.e., an obligation to charge lower rates from what would otherwise be allowed), that 

is a present obligation (i.e., arising from a past event such as the inclusion of a cost in revenue 

requirements in a period before it would normally be expensed), the settlement of which is 

expected to result in a in an outflow from the entity, or a reduction in the inflow to the entity of 

resources embodying economic benefits (in most cases this would be a reduction in amounts 

collected from customers). 

Proposed Changes 

My understanding of proposed changes to the definition of assets and liabilities is based on the 

IASB Staff Paper “Effect of Board Redeliberations on DP A Review of the Conceptual 

Framework for Financial Reporting”, dated November 2014 (hereafter referred to as “Staff 

Paper”).  If anything, it appears that the proposed changes would expand the scope for 

recognizing regulatory assets and liabilities. 

The most significant change relates to the probability of a change in economic benefits 

associated with an asset or liability.  As stated on page 3 of the staff Paper: 

…the IASB’s preliminary view is that it should amend the definitions to confirm more 

explicitly that: 

… 

(b) an asset (or a liability) must be capable of generating inflows (or outflows) of economic 

benefits. Those inflows (or outflows) need not be certain. 

 And below this on page 3, the Staff Paper states: 

The IASB’s preliminary views are: 

(a) the definitions of assets and liabilities should not retain the notion that an inflow or 

outflow is ‘expected’. An asset must be capable of producing economic benefits. A liability 

must be capable of resulting in a transfer of economic resources. … 
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Should these views be implemented, the scope for recognizing regulatory assets and liabilities 

would be increased and “expected” in the third requirement should be replaced with “possible” 

(i.e., capable of).  With this change, the third requirement should be: 

It must be possible that there will be an increase or a decrease in economic benefits as a 

result of the impact on future allowed rates. 

Proposed changes may also reduce the required degree of certainty as the existence of an asset or 

liability.  As stated on page 9 of the Staff Paper: 

On 21 May 2014 the IASB tentatively decided that the Conceptual Framework should not 

establish criteria that govern the recognition of an asset or liability in all circumstances. The 

Conceptual Framework should instead describe factors to consider in deciding whether to 

recognise an asset or liability. Those factors would include whether the resulting 

information would be relevant and provide a faithful representation, and the costs of 

providing information relative to the benefits. … 

If anything, this may increase the scope for recognizing regulatory assets and liabilities. 

The proposed changes would have the definition of a liability referring to a transfer of an 

economic resource rather than an outflow of resources embodying economic benefits.  If 

anything this would increase the scope for recognizing a regulatory liability. An obligation to 

reduce rates from what would otherwise be allowed that would result in a reduction in amounts 

collected from customers (i.e., a reduction in economic benefits), would represent a transfer of an 

economic resource. 

QUESTIONS POSED 

I would like to provide a response to questions #3, #4a, # 5a, #5b, #5c, # 6a, #6b ,#7a, #9, #11 

and #12. 

Question # 3 

Yes and no. 

To appropriately deal with the economic impacts of rate regulation, the IASB must have a clear 

understanding of the issue.  However, it should focus on the essential features that are necessary 

for the recognition of the economic impacts of rate regulation, regardless of the type of rate 

regulation. 

It appears that the IASB is getting “lost in the weeds” by focusing on the various types of rate 

regulation and their common features.  I believe it is helpful to start by looking at all the various 

types of rate regulation, how the various types of regulation can vary between regulatory 

jurisdictions (and sometimes even within a regulatory jurisdiction), and how rate regulation can 
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evolve over time.  The IASB should then step back and identify what is required with any form 

of rate regulation for there to be economic impacts that should be recognized in an entity’s 

financial statements. 

Therefore, I would agree that there should be a clear definition of what the IASB is addressing 

(which may be called defined regulation).  However, I believe the IASB should focus solely on 

the requirements necessary for rate regulation to have an economic impact that should be 

recognized in an entity’s financial statements, regardless of the method of regulation (i.e., 

necessary distinguishing features).  As discussed above under “Key Requirements”, I believe 

there are three requirements: 

1. There must be binding constraints on the rates that the entity is allowed to charge. 

2. There must be the possibility that past events could have an identifiable impact on future 

allowed rates. 

3. It must be expected (or possible ???) that there will be an increase or a decrease in 

economic benefits as a result of the impact on future allowed rates. 

Question # 4 a  

No and yes. 

Consistent with the response to question #3, I do not believe that specific accounting 

requirements should be developed for “market regulation” or any specific form of rate 

regulation.  Instead, the focus should be the three requirements that I believe are necessary for 

any form of rate regulation to have economic impacts that should be recognized in an entity’s 

financial statements. 

Should an entity subject to “market regulation” meet the three requirements, then it should be 

able to consider the recognition of regulatory assets and liabilities.  This is because where the 

three requirements are met, rate regulation may create rights and obligation that meet the 

definition of an asset or liability (see discussion above under “Key Requirements”). 

Question # 5 a 

No. 

As discussed above under “Key Requirements”, where the three requirements in that section are 

met, there can be economic impacts that would meet the IASB’s definition of an asset or 

liability.  As a result, “Defined Rate Regulation” should reflect those three key requirements: 

1. There must be binding constraints on the rates that the entity is allowed to charge. 
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2. There must be the possibility that past events could have an identifiable impact on future 

allowed rates. 

3. It must be expected (or possible ???) that there will be an increase or a decrease in 

economic benefits as a result of the impact on future allowed rates. 

Question # 5b 

As stated in response to question #5a, defined regulation should reflect the three requirements 

discussed under “Key Requirements” – i.e., the three requirements should be the distinguishing 

features of defined regulation.  These requirements are both necessary and sufficient for the 

economic impacts from rate regulation (i.e., regulatory assets and liabilities) to meet the IASB’s 

definition of an asset or liability. 

Paragraphs 4.4 - 4.6 provide a number of features that are found with the various types of rate 

regulation.  Some of these features support the achievement of the three requirements while 

others are not necessary.  For example: 

 There is often no effective competition to the supply of the goods or services provided by 

a rate-regulated entity.   This increases the probability that a change in allowed rates will 

result in a change in amounts collected from customers, it may even be essential.  It 

therefore supports the third requirement. However, questions may arise as to what is 

effective competition.  Such questions should be answered with reference to the third 

requirement – i.e., is there a sufficient lack of competition to provide adequate assurance 

that a change in rates will have an impact on the regulated entity’s future economic 

benefits. 

 Rate-regulated entities often provide essential or public goods or services.  This increases 

the probability that a change in allowed rates will result in a change in amounts collected 

from customers.  It therefore supports the third requirement.  However, to meet the three 

requirements, it is not essential that the regulated entity provide an essential or public 

good or service. 

 A rate-regulated entity often has obligations concerning the quality and availability of the 

goods and services it provides.  These obligations are frequently imposed where a 

regulated entity is given a monopoly to provide an essential service, and the existence of 

a monopoly helps to ensure that the third of the three requirements is met.  However, in 

themselves, the quality and availability obligations do not help to meeting any of the 

three requirements – i.e., it may be essential that a rate-regulated entity have no effective 

competition; however, it is not essential that it undertook obligations concerning quality 

and availability to acquire that lack of competition. 

Even where the features of a given type of regulation help to achieve the three requirements, it 

would be preferable to focus directly on the three requirements. 
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Question # 5c 

Yes 

See response to questions #5a and #5b, and comments under “Key Requirements”. 

Question # 6a  

As discussed above under “Key Requirements”, under certain conditions, rate regulation can 

create rights and obligations: 

 a right to charge rates higher than would otherwise be allowed because of a past event; 

and  

 an obligation to charge rates lower than would otherwise be allowed because of a past 

event.  

These rights are often referred to as regulatory assets, while the obligations are often referred 

to as regulatory liabilities; and they would not exist without rate regulation. 

In paragraphs 4.62 - 4.72, the DP set out three rights and obligations: 

 The first of the three rights and obligations (i.e., exclusive rights to supply essential 

goods or services) helps to ensure that the third of the three requirements is met (see 

“Key Requirements” above).  However, it is not essential: i.e., it is not necessary to have 

an exclusive right to supply essential goods or services to ensure that there will be an 

impact on economic benefits as a result of the rights and obligations that are regulatory 

assets and liabilities. 

 The second of the three rights and obligations (i.e., obligations to achieve the defined 

minimum service level) is not required to meet any of the three key requirements (see 

“Key Requirements” above). 

 As a general rule, the third of the rights and obligations (i.e., right to recover the revenue 

requirement) does not exist in North America. (see discussion above under “Guarantee vs 

Opportunity to Recover”) 

Question # 6b 

Yes 

As discussed under “Key Requirements”, where the three requirements identified in that section 

are met, the rights and obligations that are regulatory assets and liabilities would meet the 
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IASB’s definition of assets and liabilities.  In such cases, regulatory assets and liabilities should 

be recognized in an entity’s financial statements. 

Question #7a 

Where the three key requirements discussed above under “Key Requirements” are met, the best 

approach for portraying the effects of rate regulation is to recognise regulatory assets and 

liabilities in the financial statements of rate-regulated entities. 

Where the three key requirements are met, regulatory assets and liabilities provide useful 

information as to the future cash flows of a regulated entity.  They represent rights and obligation 

arising from past events that are expected to result in changes to the cash flows of the regulated 

entity from what would have occurred if those rights or obligations did not exist.   

Also, where the three key requirements are met, regulatory assets and liabilities would meet the 

IASB’s requirements for recognition as an asset or liability. 

As discussed above under “Key Requirements”, the above comments are consistent with both the 

existing definition of an asset and liability in the Conceptual Framework and proposed changes 

in the definitions as set out in the IASB Staff Paper. 

Question #9  

Yes. 

As discussed above under “Key Requirements”, regulatory assets and liabilities represent 

important information about the future cash flows of an entity.  

For example, under traditional cost of service regulation, it is expected that an entity will be 

allowed rates that give it an opportunity to recover its costs of providing service (where the cost 

of service includes a fair return).  Where an entity has a regulatory asset, it will be allowed to 

charge rates higher than would otherwise be allowed so to provide an opportunity to recover 

more than what would normally be expected in the future (i.e., more than its future costs of 

providing service) because it was not given an opportunity to recover certain costs in the past.  

Where the three key requirements are met, it is expected that the higher rates will produced 

additional economic benefits for the rate-regulated entity (e.g., additional amounts collected from 

customers). 

Question #11  

Whether in the statement of financial position or notes to the financial statements, I believe it is 

important to present separately an entity’s regulatory assets and liabilities.  These assets and 

liabilities differ from other assets and liabilities in that they arise from the regulatory process and 

would not exist without rate regulation  Also, these assets and liabilities reflect changes to future 
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rates from what would normally be anticipated (e.g., a regulatory asset will often reflect an 

entity’s right to increase future rates from what would normally be allowed because the entity 

was not given an opportunity to recover past costs in the period they would normally be 

expensed). 

An exception may be made for regulatory assets that are part of capital assets (e.g., capitalized 

amounts in excess of what would normally be capitalized).  Some regulated entities claim that 

maintaining records to separately track the regulatory assets and their amortization would place 

an undue burden on them. 

Question #12 

I believe a key requirement for recognizing regulatory assets and liabilities is the existence of 

binding constraints on what an entity is allowed to charge.  To qualify as binding constraints, the 

ability to remove or change the constraints must be beyond the control of the regulated entity.  

Whether or not this condition is met will depend on the specific circumstances that a regulated 

entity is faced with. 

The condition will usually be met where there is legislation that states an entity can charge rates 

only if set or approved by an independent regulator.   However, this condition may be met under 

other conditions – at least to a reasonable degree.  For example, the condition may be met by a 

co-op where its bylaws require the co-op to set prices that are designed to recover its costs, but 

only recover its costs; and changes to the bylaws must be approved by a majority of the co-op 

members. 

*     *     * 

Thank you for considering my comments. 

 

Yours sincerely 

 

John Browne 

 


