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Dear Sir/Madam, 

 

HungaroControl is pleased to respond to the invitation by the IASB to comment on the Discussion 

Paper, Reporting the Financial Effects of Rate Regulation and welcomes the IASB’s comprehensive 

project on rate-regulated activities. 

 

 
IntroductionIntroductionIntroductionIntroduction    

HungaroControl is the organization appointed by law (Aviation Act XCVII/1995) to provide air 

navigation services in the Hungarian airspace and, on a NATO assignment, the upper airspace over 

Kosovo. In the Hungarian airspace HungaroControl is the monopoly provider of en-route air 

navigation services. Its national supervisory authority is the Ministry of National Development. The 

activities of HungaroControl are economically regulated by the Charging Regulations established by 

the European Comission’s Single European Sky (SES) legislative package. 

We believe that HungaroControl would fall within the scope of defined rate regulation as the 

Discussion Paper also indicates this when introduces the industries commonly identified as rate 

regulated. 

 

Key points raised in our responseKey points raised in our responseKey points raised in our responseKey points raised in our response    

The Appendix includes our responses to the questions raised by the Discussion Papers however we 

would like to highlight the following: 

    

a. We believe that the main distinguishable characteristic of defined rate regulation is the 

enforcement mechanism creating a combination of rights and obligations to recover or 

reimburse the revenue requirement.  

 

b. We believe that this mechanism has a great effect on the financial performance of these 

companies and therefore a specific accounting guidance should be developed....    
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c. We believe that the most appropriate accounting solution would be the establishment of a 

new standard that accelerates or defers revenue recognition or a development of definitions 

of assets and liabilities in the conceptual framework. 

 

d. We support the idea of creating specific disclosure requirements to provide useful and more 

standard information to the users. 
 

e. We believe that a disclosure only solution with requirements similar to the one described in 

IFRS 14 would not be a sufficient guidance for the users of the financial statements.  
 

f. We do not believe that a possible new standard should refer to national regulation. (The 

criteria described in IFRS 14 for recognizing assets and liabilities sets out the requirement 

of having a national regulation allowing the same accounting treatment.) 

    

 

HungaroControl would be happy to provide any further explanations and information if this would be 

required by IASB. Please do not hesitate to contact Judit Orosz (Head of IFRS Unit) or me regarding 

any questions. 

 

Yours faithfully, 

 

Orsolya LepresOrsolya LepresOrsolya LepresOrsolya Lepres 

Head of Finance and Accounting 
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Appendix Appendix Appendix Appendix ––––    Responses to the questions raised be the Discussion PapersResponses to the questions raised be the Discussion PapersResponses to the questions raised be the Discussion PapersResponses to the questions raised be the Discussion Papers    

 

Question 1Question 1Question 1Question 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? 

 
No response provided by HungaroControl. 
 

Question 2Question 2Question 2Question 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? 

 
No response provided by HungaroControl. 
 

Question 3Question 3Question 3Question 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 suggestion of the IASB that as a starting point the project should focus on a 
defined type of rate regulation as these structures tend to be more distinguishable, hence, could 
provide a good basis for understanding of the features of rate regulation.  
 
We believe that the major characteristic of rate regulation is that it creates a combination of rights 
and obligations to recover or reimburse the revenue requirement. These rights and obligations and 
the ability to enforce these are different from the unregulated market and from other commercial 
activities. 
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We encourage the development of a specific accounting guidance as realising these regulatory 
balances can have significant impacts on the financial performance, financial position and cash-
flows. There are no current IFRS’s which address these rights and obligations specifically and the 
general rules of IFRS are not applicable.  
 
However, the approach of separating rate regulated entities into categories and creating high 
diversity with separate definitions applicable to different rate regulated activities may also introduce 
a risk of creating requirements that are too prescriptive and create overly complex structures.  
 
 

Question 4Question 4Question 4Question 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? 

 
No response provided by HungaroControl. 
 

Question 5Question 5Question 5Question 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. 

 
Question 5 a)Question 5 a)Question 5 a)Question 5 a)    

In our view the definition captures an appropriate population of rate-regulatory schemes – including 

the economic regulation model of HungaroControl. 

However, we think that the core of the definition should be the fact that there is an enforcement 
mechanism coming from a regulatory body outside of the entity.  
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The recognition of any rights and obligations, can only be supported by a regulatory environment. 
Without outside regulation, no specific characteristic differentiates these activities to any other 
commercial activities, hence, they would not possess any specific rights and obligations and it   
would not be possible to recognize these rights and obligations as assets and liabilities. 
 
The characteristics described in the paragraphs 4.4-4.6 in the Discussion Paper provide a sufficient 
description of defined rate regulation creating an appropriate scope of the rate-regulatory schemes; 
however, we believe that some characteristics might be superior to others. A scheme with all of the 
features described in paragraphs 4.4-4.57 will provide  a good indication for identifying it as defined 
rate regulated; however, with the specific characteristic introduced in 4.58 (prospective adjustment) 
no special rights or obligation would arise. 
 
As already stated above we believe that the most distinguishable characteristic of defined rate 
regulation is that it creates a set of rights and obligations different from those in an unregulated 
market. 
 
The basis of these characteristics is a set of law or regulations which are set and enforced by an 
external party, the rate regulator and enacted through a specific scheme binding current and future 
performance of the entity together (‘revenue requirement’ mechanism is the most common 
example).  
 
Question 5 b)Question 5 b)Question 5 b)Question 5 b)    

We believe that the following features described should be modified to be more specific: 
 
Defined minimum service level as described in the paragraph 4.47 might be hard to quantify or to 
define regarding some of the industries where the type of the service is such that non-continuance of 
delivery is prohibited.  In such cases the capacity might be controlled so no shortages occur. This 
often might be done by introducing key performance indicators regarding the capacity and allowing 
adjustment in the unit rate for the return on invested capital determined by the rate-regulated entity. 
  
Non-discriminatory basis (paragraphs 4.45 and 4.46): we believe that the descriptions in these 
paragraph do not cover the following, common example: there might be cases where a rate-
regulated activity is provided for a certain group of customers free of charge, however, the regulator 
might appoint an another party (for example the national states) other than the customers to 
compensate for services provided for a particular type of customers. An example from the air 
navigation service industry is the settlement of the flights exempted from charges as regulated by 
the Commission Regulation (EC) No. 1794/2006 which appoint the national states to provide 
compensation for the costs of the service provider. 
 
By doing this, the regulator both intends to protect a certain group of customers and also to ensure 
that the profitability of the rate-regulated entity is not threatened. This solution is specific and 
different from the ‘normal’ revenue requirement mechanism as the realization of this type of 
revenue stream is outside the rate-regulated mechanism and therefore it might be treated similarly 
to revenue derived from a non-regulatory activity. 
 
Question 5 c)Question 5 c)Question 5 c)Question 5 c)    

Additional features that we think could be included: 
 
The rate-regulator might set certain goals or introduce methods into the adjustment mechanism to 
enforce the control of costs at rate-regulated entities for the purpose of  protecting  customers.  The 
adjustment scheme for air navigation service providers, for example, ensures only the non-
controllable costs to be fully covered, otherwise overspending is not recovered. 
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Risk-sharing: the revenue requirement mechanism might share certain risks between the customer 
and supplier. The adjustment scheme for air navigation service providers, for example, divides the 
volume risk (risk of not reaching a certain level of traffic) between the customer and supplier; and 
only part of the volume risk is compensated through the rate adjustment. This way the return on 
investment and profit of the service providers is assured and both parties are interested in the most 
efficient way to provide the service. This feature of the scheme also tries to control excessive 
investment in infrastructure.  
 

Question 6Question 6Question 6Question 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? 

 
Question 6 a)Question 6 a)Question 6 a)Question 6 a)    
 
We are not aware of any. 

 
Question 6 b)Question 6 b)Question 6 b)Question 6 b)    
    
We believe that IASB should develop specific accounting guidance or requirements to account for 
the combination of rights and obligations. 
 
In our view the most distinguishable feature for defined rate regulation is the right to recover the 
revenue through the ‘revenue requirement’ mechanism and the ability to do so.  
 
Currently no IFRS exists (except for IFRS14) to allow the rate regulated entity to recognize balances 
arising from the revenue requirement mechanism, however, in our opinion, the right to do so already 
exists and the assets arising from this are controlled by the rate-regulated entity.  
Therefore, in our view, the regulatory deferral account debit balances should be recognized as assets 
in IFRS financial statements. 
 
It is important to note that the IFRS requirements should not depend on any national regulation 
relating to the recognition of assets and liabilities. The criteria described in  IFRS 14  for recognizing 
assets and liabilities sets out  the requirement of having a national regulation allowing the same 
accounting treatment. In our opinion this would make the financial statements of service providers 
of the same industry incomparable in different countries.  
 
We agree with the reasoning described in paragraphs 5.17 and 5.18 of the Discussion Paper that 
the rate-regulated entity has control over the assets, as it has the exclusive right to provide the rate-
regulated goods or services. As also included, section 5.18 the Conceptual Framework Discussion 
Paper also supports this arguing. 
 
Similarly we agree that deferral account credit balances should be recognized, as they arise from a 
past event and the rate-regulated entity has no practical ability to avoid fulfillment of this obligation.   
 
In our view, excluding these balances would materially distort the IFRS financial statements and the 
performance of the rate-regulated entities cannot be captured faithfully. 
 



 
 

 
straight to the point  

 

 
    
     
        
 
 
 
 
 

HungaroControl Hungarian Air Navigation Services Pte. Ltd. Co.  

H-1675 Budapest, PO Box 80.  
www.hungarocontrol.hu Page 7  

Question 7Question 7Question 7Question 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. 

 
Question 7 a)Question 7 a)Question 7 a)Question 7 a)    
 
We support the approach of  deferring/accelerating the recognition of revenue where the amount 
billed or billable to customers during the accounting period using the regulated rate per unit is 
initially recognized as revenue and an adjustment to revenue is also recognized to reflect the future 
compensatory adjustment together with the regulatory deferral accounts recognized as assets or 
liabilities. 
 
In our view the revenue adjustment approach suggests that reflecting the reward (or penalty) in the 
same period in which the performance target is met (or not) provides relevant information about the 
performance of the entity during the period. The regulatory adjustment to the rate per unit is directly 
attributable to the performance of the measurement period and, therefore, should be reflected in 
that period. 
 
It also allows users of the financial statements to see more readily the impact of the rate-regulatory 
adjustment, because it provides greater transparency and comparability with similar entities that are 
not subject to defined rate regulation.  
 
However, to achieve the required transparency, rate-regulated entities should provide detailed 
information in their financial statements such as the amount of any costs that will not be 
compensated through a price adjustment, the period(s) the recovery of the consideration is expected 
to be spread over, etc. 
 
We do not support the Intangible assets and Regulatory accounts approaches.  
 
Recognising intangible assets would create valuation problems and would not capture the true and 
fair view of the profitability of these companies.  
 
We do not support the disclosure only solutions as we describe this in our answer to Question 9. 
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Question 7 b)Question 7 b)Question 7 b)Question 7 b)    
    
We are not aware of any other approach that the IASB should consider. 
 
 
Question 7 c)Question 7 c)Question 7 c)Question 7 c)    
    
We are not aware of any other additional advantages or disadvantages that the IASB should 
consider. 
 
The deferring/accelerating revenues method provides a good solution for the recognition issue. 
However, in our opinion, the measurement of deferral account debit balances could raise several 
questions.  
 
For example, to identify whether a debit balance will be recovered, it may sometimes be necessary to 
analyse the expected volumes by customers, or identify a different unit of account – especially in the 
case where a customer is in financial difficulties and might not be achieve the volume estimated 
when recognizing the full debit balance. This could be a very complex task and may not result in an 
appropriate measurement.  
 
It might also arise that an ‘impairment test’ should be performed on debit balances as required by 
IFRS from time to time to validate the carrying value of the asset.  
 
It is also likely that many deferral balances will be realized in a period exceeding one year requiring 
the deferral account balances to be discounted – however in practice it may not be possible to 
identify with certainty which period a certain portion of an adjustment balance will be recovered and 
hence separate the future cash-flows expected.  
 
We believe that there may be limitation in the data available for valuation purposes; therefore a 
uniform accounting solution with limiting the valuation requirements might help to avoid 
overcomplicated structures. 
 
 

Question 8Question 8Question 8Question 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? 

 
Yes, air navigation service providers operate under defined rate regulation system with a specific risk 
sharing mechanism. This should also be considered when developing the accounting treatment. 
 
The adjustment scheme for air navigation service providers divides the volume risk (risk of not 
reaching a certain level of traffic) between the customer and supplier; only part of the volume risk is 
compensated through the rate adjustment. This way the return on investment and the profit of the 
service providers is reassured and both parties are interested in an efficient way of providing the 
service. This feature of the scheme also tries to control excessive investments in infrastructure.  
 
As also noted above in our previous answer, we believe that there may be limitation in the data 
available for valuation purposes. 
 
As we pointed out in our answer to Question 3, we think that there is also a risk of creating 
requirements that are too prescriptive and create overly complex structures. 
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Question 9Question 9Question 9Question 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. 

 
Deferral balances are determined for the users of financial statements to provide a more objective 
view about the future profitability and cash-flows of rate-regulated companies. Currently there are 
major differences in how different rate-regulated entities present the specific characteristics of their 
rate-regulated activities, or the rate adjusting mechanism they apply and the balances arising 
thereof – this might be even true amongst rate-regulated entities with the same activities and 
regulatory environment. Some air navigation service provider companies, for example, recognize 
regulatory deferral account balances; some do not even disclose them. As such balances tend to be 
significant, the faithful representation of the financial position and performance of these companies 
would require a similar disclosure requirement.  
 
Therefore, we believe that prohibiting the recognition of the deferral accounts may significantly 
distort the faithfulness reflected in the financial statements. 
 
However, should the IASB decide to prohibit the recognition of regulatory deferral account balances 
then we encourage the IASB to develop a wider range of disclosure requirements. 
 
In this case the following information could be disclosed in the Notes: 

i) Detailed explanation of the regulatory model and the adopted accounting treatment of 
these balances; 

ii) Reconciliation between operating and regulatory profit with explanations; 
iii) Recoverability of the balances, expected effects on future cash-flows; 
iv) Compound of the balances and the regulatory asset base and the annual movements of 

these;  
v) Estimates applied and uncertainties. 

 

Question 10Question 10Question 10Question 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. 
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Question 10 a)Question 10 a)Question 10 a)Question 10 a)    
 
No response provided by HungaroControl. 
 
Question 10 b)Question 10 b)Question 10 b)Question 10 b)    
 
IFRS 14 is not applicable to those service providers which have already implemented IFRS Reporting. 
It is not advisable to create differences in financial reports within the same industry on the basis of 
the timing of implementation of IFRS reporting. 
 

Question 11Question 11Question 11Question 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? 

 
No response provided by HungaroControl. 
 

Question 12Question 12Question 12Question 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? 

 
We believe that the existence of a rate regulator is one of the main distinguishing characteristic of 
defined rate regulation; therefore, we do not think that co-operatives or self-imposed rate regulation 
would create financial requirements or features similar to the ones of defined rate regulation.   
 

Question 13Question 13Question 13Question 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?  

 
No response provided by HungaroControl. 


