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Dear Mr. Hans Hoogervorst, 

 

Re: Comment on DP/2014/2 Reporting the Financial Effects of Rate Regulation 

 

Thank you for offering the opportunity to the Accounting Regulatory Department of Ministry of 

Finance of China as well as China Accounting Standard Committee to comment on the IASB 

Discussion Paper of Reporting the Financial Effects of Rate Regulation. We appreciate the efforts 

that the IASB has committed to progress this project. Our main comments are listed below: 

 

I. We believe regulatory deferral account balances should not be recognized in IFRS financial 

statements, therefore, we suggest the IASB not to develop specific accounting requirement for it. 

This is because regulatory deferral account balances don’t meet the definitions of asset and 

liability in accordance with the Conceptual Framework. And there might be arbitrage opportunity 

of earning management if the entities are permitted to recognize such balances. 

 

II. If the IASB decide to develop specific accounting requirement on rate regulation, we only 

support the disclosure-only approach.  In this case, it might be appropriate to disclose some 

relevant quantitative and qualitative information in the notes to the financial statements.  While 

the lengthy presentation and disclosure required by IFRS14 will cause high preparation costs and 

not necessarily improve the relevance of financial information.  

 

III. We agree to take defined rate regulation as a starting point in order to progress this project. 

When describing its features, we suggest emphasizing that essential goods or service are of the 

characteristic of the public goods or services, or quasi-public goods or services. 

 

Please refer to the attachment for our detailed feedback on listed questions. If you have more 

questions, please feel free to contact my colleague Ms. Huang Yun (huangyun@mof.gov.cn). 



 

Yours sincerely, 

 

 

 

 

Yang Min 

Director-General of Accounting Regulatory Department of Ministry of Finance, China 

Secretary-General of China Accounting Standards Committee 

  



Appendix 

China Accounting Standards Committee 

Comments on DP/2014/2 Reporting the Financial Effects of  

Rate Regulation  

  

Please refer to the following as our response to all questions in the DP/2014/2.  

 

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? 

 

We think regulatory deferral amount balances should not be recognized in IFRS 

financial statements. If the IASB decide to develop specific accounting requirement 

on rate regulation, we only support the disclosure-only approach.  In this case, it 

might be appropriate to disclose some relevant quantitative and qualitative 

information in the notes to the financial statements.  Qualitative information focuses 

on the regulatory agreement, including introduction about regulator, rate-regulated 

activities, the duration of the regulatory period, the rate-setting mechanism, etc. 



Quantitative information includes rate per unit, costs, profitability, the difference 

between the amount billed to customers and the amount of revenue requirement, the 

financial effect and reversal period of this difference, etc. 

 

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 

IFRS14? If so, what problems, if any, does the recognition of such balance 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? 

  

No.  

 

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? 

 

We agree to take a defined type of rate regulation as a starting point in order to progress 

this project. It might be appropriate to narrow the scope and focus on defined rate 



regulation for a more focused discussion about whether rate regulation creates a 

combination of rights and obligations. But there is a wide variety of rate-regulatory 

schemes in practice. For example, besides funding provided by customers, government 

grants or subsidies are often used to make sure the rate-regulated entity earns no more 

or no less than the revenue requirement. Therefore, we also suggest the IASB take other 

types of rate regulation into consideration in its next step of this project.  

 

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? 

 

We agree that limited or market rate regulation does not create a significantly different 

economic environment , therefore, does not require any specific accounting 

requirement to be developed. We agree that IASB should consider developing specific 

disclosure requirements to help users to understand the economic substance of rate 

regulation and estimate its influence on the expected return. The information disclosed 

might include the price cap or revenue cap, regulatory period, other mandatory 

requirements from the regulator, and the effect of these requirements on the entities’ 

financial situation, performance and cash flows. 



 

Question 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. 

 

For the first feature ‘essential goods or services’, we suggest to emphasize that these 

goods or services are of the characteristic of the public goods or services, or 

quasi-public goods or services. The goods or services may well be subject to rate 

regulation of the public sector only when they are of this characteristic. For the 

second feature ‘no effective competition to supply’, we think using ‘very low demand 

risk’ rather than ‘no effective competition’ appears more appropriate. We also suggest 

that rate-setting mechanism should be an important feature. 



 

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? 

 

There are no additional rights or obligations that IASB should consider. We don’t 

think IASB should develop specific accounting guidance or requirements to account 

for the combination of rights and obligations described. Please refer to the comment 

to the question 7. 

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 



 

We agree to prohibit the recognition of regulatory deferral account balances in IFRS 

financial statements. First, regulatory deferral account balances don’t meet the 

definitions of asset and liability in the DP of Conceptual Framework. For example, if 

the revenue requirement is larger than the amount billed to customers, the 

rate-regulated entity has the right to increase the rate chargeable for future sales. But 

this right is kind of an opportunity, different from the contractual right. The entity 

only becomes unconditionally entitled to collect the related cash flows when it 

delivers additional goods or services in the future, for which it can bill customers at 

the higher price. That means the entity has the contractual right only after it provide 

the goods or services in the future. Therefore, the difference between the amount 

billed to customers and the amount of revenue requirement does not create a present 

resource/right or obligation for the entity and then does not meet the definitions of 

asset and liability. In addition, the fair value of the right or obligation is difficult to 

measure since it is hard to estimate the volume of future sales. Second, if the entities 

are permitted to recognize regulatory deferral account balances,there might be 

arbitrage opportunity of earning management. In our view, recognition will not be 

able to prevent business to use rate regulated activities to accomplish earning 

management to smooth out their annual revenue, which is deadly to the users. 

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. 



 

No comment. 

 

 

We think investors, lenders and other creditors care about the returns that they expect 

from an investment. Therefore, the information about the amount, timing and 

certainty of revenue, profit, and cash flows related to the rate-regulated activities 

should be reflected in the note to the financial report. Please refer to the comment to 

Question 1. 

 

Question 8 

Does your organisation carry out activities that are subject to defined rate regulation? If so, 

what operational issues should the 1ASB consider if it decides to develop any specific 

accounting guidance or requirements? 

Question 9 

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

project, the 1ASB decides to prohibit the recognition of regulatory deferral account balances in 

IFRS financial statement, 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. 

Question 10 



 

We think regulatory deferral account balances should not be recognized in IFRS 

financial statements. No specific accounting requirements would be developed for 

recognising and measuring such balances.  

We think the disclosure requirements of IFRS 14 are too much for the preparers and 

users of the financial statements, especially the disclosure requirements related to the 

non-controlling interests, joints arrangements and associates. The lengthy presentation 

and disclosure will cause high preparation costs and not necessarily improve the 

relevance of financial information.  

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 paragraph2.27). 

(a) If the IASB decides to develop specific accounting requirements for a11 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. 

Question 11 

IFRS 14 requires any regulatory deferral account balances that have been recognised to be 



 

To separate a single item into two parts and presented irrespectively in the financial 

statements is not easy for the users of the financial statements to understand. We think 

disclosure in the notes can meet the needs of users of the financial statements. 

 

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? 

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? 



 

We suggest that the IASB provide more detailed information of the self-imposed rate 

regulation, or provide some specific cases, which can help us to learn the nature of 

this type of rate regulation and then judge whether this type should be included within 

the scope of defined rate regulation. 

 

 

We think if the IASB decides to develop specific IFRS requirements involving the 

deferral or acceleration of revenue, it could consider whether the principles of IFRS15 

could be adapted to form the basis of a tailored revenue recognition model for 

rate-regulated activities. 

 

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? 


