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Section 2—Providing useful information about rate regulation 

Q 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) We consider there is a need to recognize regulatory deferral assets or liabilities for a 
portion of profit or loss arising from rate-regulated activities as well as its accumulated 
surplus or loss carried forward, of which mandatory distribution to, or collection from, 
future customers is enforced, or warranted, by a regulating authority, and thus it would 
mislead investors if included in net assets. 
It is reasonable to recognize the portion as regulatory deferral accounts as follows: 

(i) the statement of financial position; 
to present as regulatory deferral assets or liabilities for a portion that would 
mislead investors if included in net assets; 

(ii) the statement of profit or loss and other comprehensive income; 
to present the change of the regulatory deferral assets or liabilities in profit or loss 
or OCI separately, depending on the difference of the measurement bases of the 
rate regulated deferral accounts in the statement of comprehensive income. 

(iii) the statement of cash flows; 
not to present separately because rate-regulated activities are usually designed on 
the basis that the activities cannot be segregated from other businesses at cash 
flow level; 

(iv) the note disclosures; 
to disclose a breakdown of the amount recognised and not recognised as 
regulatory deferral accounts arising from the subject rate-regulated activities, and 
the reconciliation; 

(v) the management commentary; 
not to be stipulated because managements should decide what to comment on 
their own judging necessity from situation to situation. 

(b) We consider this information would be used by investors in evaluating the company 
performance on the basis of excluding the amount arising from rate-regulated 
activities that would mislead investors if included in profit or loss or net assets. 
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Q 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 
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?  

(a)  Though we are preparers, we consider that for investors comparability with 
non-rate-regulated entities would increase. 

(b) Likewise, comparability with rate-regulated entities that do not recognise rate-regulated 
balances would decrease. 

 

Section 3—What is rate regulation? 

Q 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 with the intention but do not agree with the scope of the defined type of rate 
regulation. Please refer to question 5. 

Q 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? 

(a) We agree. 

(b) We think there is no need to develop specific disclosure requirements because the 
entity’s past profit or loss arising form this type of regulated activities would not affect 
the future profit or loss . 
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Section 4—Defined rate regulation 

Q 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. 

(a) We do not think that the description of defined rate regulation captures an appropriate 
population of rate-regulatory schemes within its scope. As commented in our reply to 
Question 1, we think that the proposed description is too narrow compared to the 
purpose of allowing investors, when investing in equity shares, to judge on the basis of 
excluding the business results that would be misleading if included in the net assets.   

(b) N/A 

(c) Paragraph 4.4 (a) could be amended by adding the underlined words as follows: 
“it applies in situations in which, to purchase the goods or services, customers have 
little or no choice but to purchase the goods or services from the rate-regulated entities 
because: 

(i) there is no effective competition to supply; and 

(ii) the rate-regulated goods or services are essential to customers (such as clean 
water or electricity), or the rate-regulated scheme is essential for entities to provide 
the goods or services.” 

As for Japan’s Earthquake Insurance for Dwelling Risks (hereinafter referred to as 
'Earthquake Insurance'), it is customers’ free will whether to purchase the insurance. 
Because the entities’ risk for providing the service is extremely high, however, the insurance 
cannot be provided without a regulated scheme under which the entities’ risk is limited within 
their accumulated regulatory liabilities (i.e. accumulated cash surplus from Earthquake 
Insurance) by way of sharing the total maximum liability with the governmental reinsurance 
accompanied by the rate regulation (as a result, to purchase the goods or services, 
customers have little or no choice but to purchase the goods or services from the 
rate-regulated entities). Pertaining the accumulated surplus or loss arising from providing 
goods or services with such characteristics to net assets would mislead investors. As such, 
our proposal would be in line with the needs of the users of financial statements. 
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Q 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? 

(a) The IASB should also consider the obligations (explicitly required by laws or regulatory 
authorities) not to recognise profits arising from rate-regulated activities, and the rights 
(which would be legally transferred to a succeeding company even in case of a 
bankrupt) to recover losses, both either in whole or in part. 

The requirement in paragraph 4.72 of “prohibiting the entity from retaining any excess 
amounts” is not appropriate because this will preclude schemes such as the Earthquake 
Insurance under which i) a regulated rate appropriate for the future payment is always 
applied to all contracts, ii) the total maximum liability is shared between private insurance 
companies and the Japanese government through reinsurance, and iii) the risk of private 
insurance companies is limited within the accumulated regulatory liabilities (or excess 
amounts). 

We believe the IFRS for rate-regulated activities is necessary because it will provide 
appropriate information by excluding those amounts that would mislead investors in their 
evaluation of equity shares of the entity if included in net assets. 

The analysis from 4.64 to 4.72 focuses only on the obligations and rights between an 
entity and its customers of rate-regulated activities and, as a result, the presented 
exceptional instances are not consistent with the objective of developing the standards 
for rate regulation. 

(b) We consider that IASB should develop specific guidance or requirements for accounting 
treatments which cover the combination of obligations and rights mentioned in (a) 
above.  

 

Section 5—Alternative financial reporting approaches 

Q 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. 
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(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) If the existing regulatory accounting hase the same purpose with this standard, the 
approach to use the regulatory accounting requirements should be permitted in light of 
the comparison and balance between the advantages of lower costs and increased 
relevance and the disadvantage of decreased comparability; 

When regulatory accounting provides the basis for calculation of rights and obligations of 
rate-regulated activities, it will be reasonable for both the users and the preparers to 
calculate the regulatory deferral accounts based on the regulatory accounting. On the other 
hand, as the requirements of regulatory accounting on similar items may differ from location 
to location as mentioned in 5.50(b), combining them with similar items calculated under 
IFRS will reduce comparability. The proposal above intends to take a balance between the 
two. 

As for the other alternative approaches listed in 5.1, deferring revenue and cost will not 
present the economic substance of the transactions. For example, it is counterintuitive not 
to recognise premium revenue in those years with no earthquake but to recognise it at once 
in the year with a big earthquake, as this will result in recognising revenue in line with actual 
expenses. 

The approach to recognise the package of rights and obligations as an intangible asset is 
not appropriate as it is inconsistent with the general characteristics of rate-regulated 
activities under which the accumulation of liability usually precedes the accumulation of 
assets. 

(b) Even if the proposal above were not adopted, the standard should allow, as a simplified 
method, to present the financial effect of defined rate regulation according to the 
calculation method designated by the regulator, provided that the rate-regulated 
activities are not material. This will enable the entity to provide the users of financial 
statements with sufficiently useful information with minimum cost. 

We believe that the Compulsory Automobile Liability Insurance (hereinafter referred to as 
“CALI”) and the Earthquake Insurance schemes, to which we expect to apply standards for 
rate-regulation, will satisfy the definition of asset and liability under the Conceptual 
Framework. For details of these schemes, please refer to the attached comment letter 
submitted to the IASB in response to the Request for Information Rate Regulation in May 
2013. 
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CALI: Under the Automobile Liability Security Law, the CALI scheme is designed to make it 
practically impossible for private insurance companies to avoid the transfer of 
economic resources. (The accumulated profit and loss will be incorporated in future 
premium rates and thus surely be returned to future policyholders.) In addition, as the 
liability amount of CALI is determined based on the accumulated balance of profit and 
loss of CALI policies assumed in the past, the amount to be transferred is determined 
by reference to benefit that the entity has received in the past. 

Earthquake Insurance: Under the Act on Earthquake Insurance, the Earthquake Insurance 
scheme is designed to share responsibility between private insurance companies and 
the Japanese government through reinsurance under which for private insurance 
companies it is practically impossible to avoid the transfer of economic resources by 
withdrawing from the scheme. (Payment of claims happens certainly if the company 
continue underwriting the policies even if the probability is small in each year.)  In 
addition, as the liability amount corresponding to Earthquake Insurance is determined 
based on the accumulated balance of the policies assumed in the past, the amount to 
be transferred is determined by reference to benefit that the entity has received in the 
past. 

 

CALI: As the regulatory deferral accounts would be in an asset position in case the policies 
are kept on being written in deficit and the payment exceeds the accumulated amount 
deferred from the past, the case can be considered as “a result of past events”. (In 
practice, the regulatory deferral accounts will not be in an asset position because the 
rate will usually be raised before exhausting the accumulated amount deferred.) 

Even if the regulatory deferral account is in an asset position, the balance should be 
included in “a present economic resource controlled by the entity” because the 
company can recover the asset position through future premium adjustments as 
explained in the liability part.  

Personal Earthquake Insurance: As the rate-regulated account would be in an asset position 
in case the claims payments on earthquake occurred in the past exceed the 
accumulated amount deferred from the past, the case can be considered as “a result of 
past events”. (As explained above, since responsibility of private insurance companies 
is limited within the accumulated balance, the regulatory deferral account will not be in 
an asset position in reality.) 

Even if the regulatory deferral account is in an asset position, the asset would be 

Definition of liability: a liability is a present obligation of the entity to transfer an 
economic resource as a result of past events.  

An entity has a present obligation to transfer an economic resource as a result of past 
events if both: 

i) the entity has no practical ability to avoid the transfer; and 

ii) the amount of the transfer is determined by reference to benefits that the entity has 
received, or activities that it has conducted, in the past. 

Definition of Asset: an asset is a present economic resource controlled by the entity as 
a result of past events. 
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considered as “a present economic resource controlled by the entity” because the 
company can recover the asset position through future premium revenue as long as 
continuing writing the policies. This is because as mentioned in the liability part, it 
would be practically impossible for private insurance companies to withdraw from the 
scheme, and the future responsibility will be reduced according to the past results. 

 

Q 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? 

Members of GIAJ carry out activities that are subject to rate regulation. 

As for the operational issues, IASB should consider a burden of applying two completely 
different accounting principles: IFRS in addition to the regulatory accounting. Especially, 
when the regulatory accounting provides the basis for calculating rights and obligations of 
the rate-regulated activities, the information obtained from applying IFRS cannot be relevant 
for users. Our comment on Question 7 (a) suggesting to allow an entity to use regulatory 
accounting under certain conditions arises from this concern of practical issues. 

At minimum, an entity should be allowed as a simplified method to present based on the 
calculation methods designated by their regulators, when the rate regulated activities are 
not material. By using the simplified method, multinational companies will be able to provide 
relevant information for users of financial statements with a minimum cost, while there are 
various types of rate regulation in different jurisdictions in order to assure supply of 
insurance service against uncertain risks such as catastrophe or terrorism. 
 

Q 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. 

If IASB prohibits the recognition of regulatory deferral account balances, we would suggest 
that IASB consider a requirement to disclose the portion of profit or loss and retained 
earnings (or losses carried forward) which have to be redeemed to or recovered from 
customers as enforced by the regulatory authorities, and thus it would mislead investors if 
included in net assets. 

We believe that this information is useful to evaluate economic net value of an entity. 
Therefore, this information would be relevant to investors and lenders in making their 
investing or lending decisions. 
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Section 6—Presentation and disclosure requirements in IFRS 14 

Q 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. 

(a) The requirements of IFRS 14 definitely meet the information needs of investors and 
lenders. 

(b) We consider that it is unnecessary to disclose “(i) the amounts that have been 
recognised in the current period in the statement of financial position as regulatory 
deferral account balances” and “(ii) the amounts that have been recognised in the 
statement(s) of profit or loss and other comprehensive income relating to balances that 
have been recovered (sometimes described as amortised) or reversed in the current 
period” required by paragraph 33 (a) of IFRS14. Users of financial statements are not 
concerned about the change of the regulatory deferral account balances, while they 
seem to be only interested in business results after excluding the impact of the 
regulatory deferral account. In addition, users can easily derive the content of these 
disclosures from the presentation of the financial statements. Therefore, these 
disclosures are not useful. 

 

Q 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 consider the proposal would enhance user’s convenience as well as comparability 
between the rate-regulated and non-regulated entities, provided that it is developed in order 
to provide useful information to investors. 
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Section 7—Other issues 

Q 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 versight from a government department or 
other authorised body? 

We consider that the presence of a rate regulating organization whose role and authority is 
established in legislation or other formal regulations is essential for our definition (a portion 
of profit or loss arising from rate-regulated activities as well as its accumulated surplus or 
loss carried forward, where mandatory distribution to, or collection from, the future 
customers is enforced by a regulatory authority, and thus it would mislead investors if 
included in net asses), and is a necessary condition in order to create enforceable rights or 
obligations. 

 

Q 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? 

In responding these issues, we consider IASB should be aware that current IFRS cannot 
provide useful information for a portion of profit or loss arising from rate-regulated activities 
and its accumulated surplus or loss carried forward, where mandatory distribution to, or 
collection from, the future customers is enforced by a regulatory authority, and thus it would 
mislead investors if included in net assets.  

For instance, generally it would be a natural and tacit precondition that an entity can utilise 
profit recognized at its disposal. 

Accordingly, it is considered that this matter should be clarified in considering interaction 
with IFRS15. 
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