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RRAATTEE  SSTTRRUUCCTTUURREE  OOFF  KKOORREEAA  GGAASS  CCOORRPPOORRAATTIIOONN  

 

1. Natural gas market and rate structure  

 □ Structure of natural gas market in Korea 

 Natural gas market in Korea is divided into wholesale market and retail market depending 

on scale of consumer, and an exclusive business right is formed by each regulatory agency. 

 In wholesale market, Korea Gas Corporation has exclusively imported natural gas and 

supplied to consumers (21 power generation companies, 31 city gas companies). 

 In retail market, 31 exclusive distributors of city gas have supplied natural gas to the 

end-users (for households and for industries etc.) in each regional unit. 

 Introduction of natural gas is handled by Korea Gas Corporation in wholesale market, and 

most of gas is imported from foreign countries in LNG (99% as of 2013).  

 

 □ Rate structure of natural gas 

 Current natural gas rates are based on cost-of-service regulation and calculate reasonable 

costs and reasonable return on investment. 

 Natural gas rates, a public utility rate, are divided into wholesale rates and retail rates, 

which is decided by the approval of government or local government agencies.  

 Wholesale rates consist of material costs (import price of LNG + incidental expenses) 

and supplying costs by Korea Gas Corporation. The supplying costs are approved after 

deliberation by government. 

* Wholesale rates = material costs + supplying costs by KOGAS 

 Retail rates for end-users are decided after adding supplying costs by KOGAS to 

wholesale rates. 

* Retail rates = Wholesale rates + supplying costs by KOGAS 

※ Wholesale prices(raw material + supplying costs by KOGAS) are automatically 

approved (pass-through) being made by local government agencies. 
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2. Status of material costs linkage system 

   

 □ History of material costs linkage system  

 

 「Material costs linkage system for city gas」 was introduced from August 1998 so as to 

assure the transparency and objectivity of rate adjustment, optimal allocation of 

resources and stable gas supply. 

 Deferred the material costs linkage system in order to stabilize prices due to the global 

financial crisis in March 2008. 

 The rates were adjusted in September 2010 and October 2011 respectively, since then 

the material cost linkage system has been repeatedly implemented and deferred. 

 The material costs linkage system has been maintained since February 2013. 

 The material costs for power generation is being implemented since July 2011.  

 

 

□ Outline of material costs linkage system 

 Because material costs which make up the majority of wholesale rates is linked to 

international oil price and exchange rate, the government is implementing the material 

costs-linkage system in order to stably supply gas. 

 Under the material costs linkage system, the unit price of material costs is calculated 

by weighted averaging the estimated import price (applying estimated oil price and 

estimated exchange rate) by the estimated volume of import according to each import 

contract on a monthly basis (power generation) and bi-monthly basis (city gas).  

 Differences between material costs which reflected to current year's rates and material 

costs which actually paid are reflected to subsequent year's rates after the examination 

of the authorized agency. The differences are settled on a yearly basis. 

 Meanwhile, the regulatory agency can defer the material costs linkage system of city 

gas to stabilize the economy in case of rising material costs due to the violent 

fluctuation in oil price and exchange rate. Korea Gas Corporation, a regulated entity has 

a right to request the reimbursement of price to the government in order to ensure the 

recovery of material costs, reflecting losses resulting from uncollected material costs to 

price.   
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 □ Applicable provisions of material costs linkage system 

     

 According to “ Guidelines to Enforcement on material costs linkage system”, the material 

costs is decided after adding the unit price of material costs which is calculated by dividing 

the estimated import price of LNG (including incidental costs) into estimated import 

volume to previous year's unit price. 

 The adjustment is settled on a yearly basis. Profit or loss of material costs occurred from the 

previous fourth-quarter to current third-quarter is settled after the examination of 

accounting firm, and then calculates the unit price divided into the estimated sales 

volume of subsequent year according to supply and demand plan.  

 The calculated unit price is reflected to subsequent year's price by the approval of minister of 

the Ministry of Trade, Industry and Energy. 

 

 □ Accounting Treatment   

 Calculate current month's actual import price by dividing monthly actual import price of 

LNG into actual import volume (reflecting 1-loss rate) and calculate actual material 

costs by weighted averaging with inventory price of previous month.  

 Profit or loss of material costs occurs due to the differences between costs required for 

importing LNG (actual material costs) and costs collected (material costs charge). 

 The profit or loss of material costs occurs inevitably due to the nature of rate structure, 

and is recognized as account receivables (other assets).  

 The profit or loss of material costs means temporarily uncollected material costs of 

already incurred material costs due to the nature of rate structure however gas 

supplier’s rights to collect receivables are not extinguished. 

 

3. Needs for standards on regulated assets 

 

  □ Limit of existing standard 

 There is no accounting standard governing rate regulated industries under existing IFRS.  

 The profit or loss of material costs is assets not incurred from general transaction, but 
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incurred from specific transaction for unspecified individuals. Accordingly, the 

distinctiveness of regulated assets should be reflected.                        

 Accordingly, Korea Gas Corporation has recognized as other assets, however there is no 

specific standard for this. (Applicable standard: Conceptual Framework for Financial 

Reporting, paragraph 4.4, 4.29 and 4.44) 

     

 □ Needs for standards on regulated assets  

     

 The most distinguished feature of rate regulation is that timing difference between at the 

point of supply of the goods and service and at the point of request of the bill due to the 

rate regulation mechanism because the revenue (rate) and cost recovery of rate regulated 

entities are regulated by the government.  

 In the standpoint of rate regulated entity, the entity need to provide interested parties with 

financial statements, which is reflected the nature of rate regulation.  

 In addition, Korea Gas Corporation and other rate regulated entities should continuously 

request for establishing specific standards on rate regulation.  
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【Reference】 Example of accounting treatment in Korea Gas Corporation 

 

1. Example of accounting treatment on settlement of material costs: 

      If actual material costs exceed (or lack) standard material costs, incur loss (or profit).  

At this time, understated (overstated) amounts are recognized as other assets (or other 

liabilities) and reflected in the rates of subsequent year. 

 

     <Profit or loss of material costs incurred during 20X1>  

Unit price of standard 

material costs 
400 (won/㎥) x 100 (㎥)    

Debit) Account receivable 40,000 

     Credit) Sales         40,000 

Unit price of actual 

material costs 
450 (won/㎥) x 100 (㎥)    

Debit) COGS          45,000 

     Credit) Inventory     45,000 

Differences between 

unit prices 
  △50 (won/㎥) x 100 (㎥) = △5,000 won  

Debit) Other assets     5,000       

     Credit) COGS        5,000 

 

      <Reimbursement of material costs during 20X2>  

Unit price of charged 

material costs  
450 (won/㎥) x 100 (㎥)    

Debit) Account receivable 45,000 

   Credit) Sales          45,000 

Unit price of actual 

material costs 
400 (won/㎥) x 100 (㎥)    

Debit) COGS         40,000 

   Credit) Inventory      40,000 

Reimbursed material 

costs 
50 (won/㎥) x 100 (㎥) = 5,000 won  

Debit) COGS          5,000     

   Credit) Other assets     5,000 

 

  2. Note disclosures of 2013 KOGAS’ financial statements   

Settled Income of Natural Gas  

In accordance with the standard for natural gas supply price and the guidelines for raw 
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material costs pass-through adjustment system for city gas and power generation, the 

difference between actual costs incurred and current year’s revenues, the settled income, is 

reflected in the following year’s rate upon the approval of the government. 

The Corporation recognizes the settled income by adjusting cost of sales, and relevant assets 

and liabilities as other non-financial assets and non-financial liabilities, respectively. 

Details of other non-financial assets arising from the settled income of natural gas as of 

September 30, 2014 and December 31, 2013, are as follows: 

 

1) Statement of Financial Position 

(In millions of Korean won) 

Account 

Material costs Supply costs  

Total 
City gas 

Power 

generation 
City gas 

Power 

generation 

Other current 

non-financial assets 
1,064,126 348,992 105,831 91,439 1,610,388 

Other non-current 

financial assets 
4,100,251 - - - 4,100,251 

Total 5,164,377 348,992 105,831 91,439 5,710,639 

 

 2) Statement of Income  

(In millions of Korean won) 

Account Note 2013 2012 

I. Revenue  31  37,442,516  34,516,666 

Revenue from sale of goods   37,423,140  34,484,626  

Government grants  5,866  4,989  

Other revenue  13,510  27,050  

II. Cost of sales  38  35,771,591  33,022,803 

Cost of good sales   35,765,694  33,011,868  

Other cost of sales   5,897  10,935  

 

※ Cost of sales = 35,771 billion won (including accounts receivable amounting to 371 billion 

won relative to the material costs of city gas in 2013) 


