
 

 

 

 

 

 

 

January 13, 2015 

 

International Accounting Standards Board 

30 Cannon Street 

London EC4M 6XH 

United Kingdom 

 

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

 

Dear Sirs and Madams: 

 

 The National Association of Regulatory Utility Commissioners (NARUC) respectfully offers these 

comments in response to the International Accounting Standards Board (IASB) Discussion Paper (DP/2014/2) 

on Reporting the Financial Effects of Rate Regulations.  The inquiry seeks comment on financial reporting 

requirements for regulatory deferral account balances that may arise when an entity provides goods or services 

to customers at a rate subject to regulation.  

 

NARUC has long been recognized by the United States Congress and Courts
1
 as the appropriate 

representative of government officials in the fifty States, the District of Columbia, Puerto Rico, and the Virgin 

Islands, charged with the duty of regulating utilities and common carriers.   

 

NARUC’s members have a crucial interest in DP/2014/2. The International Financial Reporting 

Standards (IFRS) should recognize and properly account for rate-regulation of utilities that provide essential 

services.  If it does not – it will reduce transparency to the investor community, drive up the cost and complexity 

of oversight for utility regulators, and increase the costs of essential services to utility customers.   Such 

increases will disproportionately impact the most vulnerable consumers in U.S. society – the working poor. 

 

U.S. GAAP permits, and U.S. regulators require, rate-regulated utilities to recognize the effects of 

regulatory decisions in their financial statements consistent with ASC Topic 980, Regulated Operations 

(formerly known as FASB Statement No. 71, Accounting for the Effects of Certain Types of Regulation).   

 

These regulated books are used by regulators to establish rates and support operations including credit 

worthiness, repayment of indebtedness and returns to investors.   

 

Absent some accommodation to reflect the economic impact on operations, cash flow, and debt service 

of rate oversight, differences between U.S. GAAP and IFRS will increase the complexity significantly of 

comparing the regulated books with IFRS financial statements.  Those statements’ failures to reflect the actual 

exposures and risk associated with the utilities’ status, is also likely to cause confusion for, at least, smaller 

shareholders/investors.  It is likely to require multiple adjustments and significant explanations/notes to 

                                                 
1
  See 47 U.S.C. § 410(c) (1971) (U.S. Congress designated NARUC to nominate members of Federal-State Joint 

Boards to consider issues of concern to both the FCC and State regulators.); Cf. 47 U.S.C. § 254 (1996). Cf. NARUC, et al. 

v. ICC, 41 F.3d 721 (D.C. Cir 1994) (where the Court explains “…Carriers . . . applied to…(NARUC), an interstate 

umbrella organization that, as envisioned by Congress, played a role in drafting the regulations. . .the ICC issued to create 

the "bingo card" system.) 



reconcile the differences so comparisons can be made by rate regulators, debt holders, shareholders and 

customers. 

 

NARUC is pleased to support the comprehensive research on rate regulation by the IASB.  NARUC 

strongly recommends IASB develop specific guidance to reflect the economic reality and financial effects of 

utility rate regulation for IFRS general financial statement purposes.  Many regulatory concepts and standards 

related to the U.S. utility regulator and rate regulated companies using U.S. GAAP for financial reporting 

purposes are recognized in IFRS 14.  NARUC believes this is an important first step toward convergence of 

U.S. GAAP and IFRS.   

 

Question 1 

 

(a)  What information about the entity’s rate-regulated activities and the rate-regulatory environment do you 

think preparers of financial statements need to include in their financial statements or accompanying 

documents such as management commentary?  Please specify what information should be provided in:  

(i) the statement of financial position;  

(ii) the statement(s) of profit or loss and other comprehensive income;  

(iii) the statement of cash flows;  

(iv) the note disclosures; or  

(v) the management commentary.  

 

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

lending decisions?  

 

Response to Question 1 

 

 The economic impacts of rate-regulated activities should be reflected in a utility’s primary financial 

statements.  The actions of the independent regulator are a crucial part of the economic environment for 

regulated utilities - establishing the timing and amount of future cash flows.  For instance, those that use 

financial statements cannot understand or accurately judge a utility’s true situation without knowledge of 

regulatory liabilities, e.g., an order requiring a refund to customers.  Such an obligation exists because of the 

regulator’s action and the obligation is returned to the benefit of customers of the regulated entity.  Regulatory 

mechanisms establish not only the obligation itself but also the time line when the obligation is returned and the 

manner to recognize changes in usage.  The current obligation is returned over time to assure the full amount is 

returned and to minimize volatility in customers’ rates thereby reducing the need to true-up the amount in 

customer rates.  Recovery rights for regulatory assets are determined in the same manner to increase future rates 

and recover the amount of the asset over time.  Power cost adjustments defer cost differences to increase rates 

for the regulatory right that has been created or return to customers the created regulatory obligation.  

Mechanisms usually reflect expected usage going forward but also have true-up mechanisms to adjust for 

changes in usage.  Rate-regulated deferrals are more likely to reflect revenues received and cash flow than with 

the collection of accounts receivable.  Once an accounting order is issued or the mechanism is established, there 

is a high probability of recovery of the deferral balances even if the actual dollar amount is not preapproved at 

the time of deferral.  Deferrals allow customer utility rates to be more stable so regulators are likely to continue 

this practice.  Without deferrals, earnings would also be more volatile and likely make debt and equity 

premiums increase which will, in turn, cause the utility’s capital costs and customer rates to increase.  Deferred 

regulatory accounts are similar to deferred taxes and accumulated investment tax credits in many ways.  Each 

directly reflects rights and obligations. 

 

 The recording of rate-regulated activities are essential to fully understand the effect of regulation on a 

utility’s financial position, earnings and cash flow.  A utility’s tariff language or management 

commentary/footnotes do not fully reflect that impact.  Regulators in the United States control these 

mechanisms.  The mechanisms are fully enforceable by regulatory order.  The reliability of the booked amounts 

needs to be audited as part of the financial statements.  The rights and obligations should be reflected separately 



since they are independent events with different recovery or return terms.  Disclosures are not necessarily 

consistent for the reporting of financial positions but provide useful information on the regulatory environment, 

timing and amounts for individual mechanisms and regulatory orders.    

 

Question 2 

 

Are you familiar with using financial statements that recognize regulatory deferral account balances as 

regulatory assets or regulatory liabilities, for example, in accordance with US generally accepted accounting 

principles (GAAP) or other local GAAP or in accordance with IFRS 14? If so, what problems, if any, does the 

recognition of such balances cause users of financial statements when evaluating investment or lending 

decisions in rate-regulated entities that recognize such balances compared to 

(a) non-rate-regulated entities; and 

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

 

Response to Question 2 

 

Yes.  Use of financial statements that recognize regulatory deferral account balances as regulatory assets 

or regulatory liabilities is common in the United States.  Users of such statements have no problems evaluating 

investment or lending decisions for rate-regulated entities that recognize such balances.  Indeed, inclusion of 

rate-regulated activities in the financial statement - including separate line items for regulatory rights as assets 

and regulatory obligations as liabilities - provides more information needed to fully understand a utility’s actual 

financial position. These financial statements represent the economic reality that constrains a utility’s 

operations.  Reflecting such balances allows lenders, investors and other users to reliably compare financial 

information and financial ratios of various entities.   

 

 When utilities in the United States do not reflect regulatory assets and liabilities on the financial 

statements, it typically is because regulators establish guidelines for service but no longer establish the actual 

rates or rate mechanism for service.  Accurately reflecting the economic reality of regulation enhances the 

overall comparability of financial positions when the balances are shown separately and properly disclosed for 

entities with recorded balances. It is when rate-regulated activities create regulatory accounts and these accounts 

are not shown on the financial statement that mischaracterization of the financial position may occur.  

Additionally, if the information reported on the IFRS financial statements is not comparable among similarly 

situated entities, it will limit any benchmarking analysis, increase the cost to users of acquiring crucial 

information, and decrease transparency. 

 

Question 3 

 

Do you agree that, to progress this project, the IASB should focus on a defined type of rate regulation (see 

Section 4) in order to provide a common starting point for a more focused discussion about whether rate 

regulation creates a combination of rights and obligations for which specific accounting guidance or 

requirements might need to be developed (see paragraphs 3.6–3.7)? If not, how do you suggest that the IASB 

should address the diversity in the types of rate regulation summarized in Section 3? 

 

Response to Question 3 

 

 IASB should focus on a specific type of regulation, ‘defined rate regulation,’ to provide a common 

starting point for a more focused discussion on the related rights and obligations where specific accounting 

guidance or requirements should be developed.  The term ‘defined rate regulation’ can reflect cost-of-service 

rate regulation and other types of regulation that are the basis for creating regulatory deferral balances reflecting 

the economic impact of rate regulation.  The term ‘defined rate regulation’ resembles rate regulation where just 

and reasonable rates to customers are established.  Utilities in the United States fall under a limited definition 

but other essential services with regulations such as hospitals and banks would be excluded.  This is consistent 



with ASC Topic 980, Regulated Operations (SFAS 71) where rates and mechanisms are established by the 

regulator and are binding.    

  

Question 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? 

 

Response to Question 4 

 

 Market rate regulation does not significantly create a different economic environment.  Management has 

a greater impact on profitability of the entity than the rate regulator without restrictions (DP paragraphs 2.11 and 

3.30-3.33).  Therefore, specific accounting guidance or requirements are not required for market rate regulation.  

Additional disclosure requirements beyond the requirements for other entities would not be required.   

 

Question 5 

 

Paragraphs 4.4–4.6 summarize 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. 

 

Response to Question 5  

 

 It is important to specify that the type of rate regulation to be recognized in the IFRS financial statement 

creates enforceable rights and obligations while establishing future cash flows.  Regulatory orders establish the 

recovery of past costs in providing public service or return enforceable obligations of the rate-regulated entity to 

its customers.  Rate-regulated entities have a legal obligation to provide safe and reliable service to the public.  

The legally enforceable process to reasonably compensate the rate-regulated entity for meeting these 

requirements creates explicit rights and/ or obligations that impact the financial position of the entity and need to 

be recognized in the financial statements. 

 

 

 



Question 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? 

 

Response to Question 6 

 

Basic rights and obligations created by ‘defined rate regulation’ have been identified.  Established rate 

mechanisms have future cash flow and earnings impacts.  Specific accounting guidance or requirements should 

be developed to account for the rights and obligations separately in the financial statements.  Separate treatment 

allows users to see that these balances may be different than for other non-regulated entities while quantifying 

the magnitude and recognizing the financial impact. 

 

Question 7 

 

Section 5 outlines a number of possible approaches that the IASB could consider developing further, depending 

on the feedback received from this Discussion Paper. It highlights some advantages and disadvantages of each 

approach. 

(a) Which approach, if any, do you think would best portray the financial effects of defined rate regulation 

in IFRS financial statements and is most likely to provide the information that investors and lenders 

consider is most relevant to help them make their investing and lending decisions? Please give reasons 

for your answer? 

 

(b) Is there any other approach that the IASB should consider? If so, please specify and explain how such 

an approach could provide investors and lenders with relevant information about the financial effects of 

rate regulation. 

 

(c) Are there any additional advantages or disadvantages that the IASB should consider before it decides 

whether to develop any of these approaches further? If so, please describe them. 

 

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. 

 

Response to Question 7 

 

The correct approach is in IFRS 14, Regulatory Deferral Balances, directing rate-regulated entities to 

present the regulatory deferral accounts as separate line items on the statement of financial position and present 

movements in these account balances as separate line items in the statement of profit or loss and other 

comprehensive income.  This standard also requires disclosures on the nature of, and risks associated with, the 

rate-regulated entity’s rate regulation and the effects of that rate regulation on its financial statements.  This 

information is needed to help users of IFRS financial statements understand the economic effects of rate 

regulation on the revenue, profit and related cash flows of the rate-regulated entity. 

 

Question 8 

 

Does your organization 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? 

 



Response to Question 8 

 

 NARUC represents regulatory agencies establishing ratemaking policies and rate mechanisms for rate-

regulated entities.   

 

Question 9 

 

If, after considering the feedback from this Discussion Paper and the Conceptual Framework project, the IASB 

decides to prohibit the recognition of regulatory deferral account balances in IFRS financial statements, do you 

think that the IASB should consider developing specific disclosure-only requirements? If not, why not? If so, 

please specify what type of information you think would be relevant to investors and lenders in making their 

investing or lending decisions and why. 

 

Response to Question 9 

 

 If IFRS financial statements do not reflect regulatory deferral account balances, specific disclosure 

requirements should be developed.  The disclosures should explicitly describe the rate regulatory environment 

and fully show the deferral balances and the economic effects of rate regulation.  Without separate identification 

and detailed disclosures, the regulated entity, customers and financial statement users will all incur additional 

costs to explain, justify, document, audit and understand all the financial impacts of ordered regulatory deferrals 

and implementation of mechanisms. 

 

Question 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. 

 

Response to Question 10 

 

Disclosure requirements in IFRS 14 can provide adequate information on the economic effects of rate-

regulated activities.  Regulatory deferral accounts will require disclosure for the benefit of users and should not 

be omitted or reduced.  Without separate identification and detailed disclosures the regulated entity, customers 

and financial statement users each will incur additional costs to explain, justify, document, audit and understand 

all the financial impacts of ordered regulatory deferrals and implementation of mechanisms.  Transparency will 

be reduced significantly.  

 

Question 11 

 

IFRS 14 requires any regulatory deferral account balances that have been recognized to be presented separately 

from the assets and liabilities recognized 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 recognized 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? 

 

Response to Question 11 

 

 NARUC supports separate presentation of regulatory deferral account balances from assets and 

liabilities recognized in the statement of financial position in accordance with other Standards.  NARUC also 

supports separate presentation of the net movements in regulatory deferral account balances from the items of 

income and expense recognized in the statement(s) of profit or loss and other comprehensive income.  One 

advantage of applying separate presentation is that users can easily identify the deferred accounts and financial 

impact.  This approach will identify the economic effects of rate regulation and improve comparability, 

usefulness, and transparency of the IFRS financial statements for utility rate-regulated operations.  

 

Question 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 authorized body? 

 

Response to Question 12 

 

 Utility rate regulators are established by legislation and their actions are constrained and defined by 

other laws and the courts.  This concept is an important component of ‘defined rate regulation’ to assure rate-

regulated activities are not expanded beyond the regulated utility and utility cooperative.  A utility cooperative 

has regulatory oversight by governmental entities even though rates are not established by a regulator. 

 

Question 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? 

 

Response to Question 13 

 

 Interaction with other IFRS standards would be appropriate in evaluating the rights and obligations 

created by rate regulators.  If the IASB prefers, other standards could be revised to include rate-regulated 

deferrals. 

 



 NARUC appreciates the opportunity to provide our thoughts and input relative to this important matter.  

We would be pleased to further discuss our views with you at your convenience.  For specific questions about 

these comments, you can contact Ms. Terri Carlock, the Deputy Administrator of the Utilities Division of the 

Idaho Public Utilities Commission at 1.208. 334.0356 or Terri.Carlock@puc.Idaho.gov or the undersigned at 

1.202.898.2207 or jramsay@naruc.org. 

      Respectfully Submitted, 

 

      James Bradford Ramsay 

      NARUC General Counsel 

      1.202.898.2207 

      jramsay@naruc.org 

mailto:Terri.Carlock@puc.Idaho.gov

