
 

 
 

IFRS Foundation 

30 Cannon Street  

London EC4M 6XH  

United Kingdom  

January 15, 2015 

 
 

Re: Discussion Paper – Reporting the Financial Effects of Rate Regulation 
 
 
Dear Sir/Madam: 
 
The Canadian Gas Association (CGA) is extremely pleased to note the IASB’s decision to 

initiate a revised Rate-regulated Activities research project and welcomes the opportunity to 

comment on the IASB’s Discussion Paper on Reporting the Financial Effects of Rate 

Regulation.   

Founded in 1907, CGA is the voice of Canada's natural gas delivery industry. The Association is 

made up of over 125 companies, organizations and individuals who are involved in the delivery 

of natural gas in Canada and the United States. CGA members are typically local gas 

distribution companies from coast to coast, transmission companies, related equipment 

manufacturers, and other service providers. 

Overall, the CGA strongly supports the: 

 continuation of the IASB’s comprehensive project, 

 recognition of regulatory deferral balances in IFRS financial statements, 

 focus on the ‘defined rate regulation’, 

 focus on the enforceable and predictable rights and obligations, 

 development of specific IFRS requirements to defer/accelerate the recognition of costs 

and/or revenue to reflect regulatory adjustments arising from the application of ‘defined rate 

regulation’ to a rate-regulated entity, and 

 disclosure requirements as outlined in IFRS 14. 

The Appendix to this letter contains our detailed responses to the questions raised in the DP. 

Please do not hesitate to contact me directly if you need to discuss any of the issues raised in 

this letter. 

 
Best Regards, 

 for …. 
 
 
Timothy M. Egan 
President and Chief Executive Officer 
Canadian Gas Association 
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Question 1: Information in financial statements and accompanying documents 

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. 

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

and lending decisions? 

CGA’s Response 

The objectives of general purpose financial reporting as stated in the IASB’s Conceptual 
Framework are as follows: 

OB2 The objective of general purpose financial reporting is to provide financial information 
about the reporting entity that is useful to existing and potential investors, lenders and 
other creditors in making decisions about providing resources to the entity. Those 
decisions involve buying, selling or holding equity and debt instruments, and providing or 
settling loans and other forms of credit. 

OB3 Decisions by existing and potential investors about buying, selling or holding equity and 
debt instruments depend on the returns that they expect from an investment in those 
instruments, for example dividends, principal and interest payments or market price 
increases. Similarly, decisions by existing and potential lenders and other creditors about 
providing or settling loans and other forms of credit depend on the principal and interest 
payments or other returns that they expect. Investors', lenders' and other creditors' 
expectations about returns depend on their assessment of the amount, timing and 
uncertainty of (the prospects for) future net cash inflows to the entity. Consequently, 
existing and potential investors, lenders and other creditors need information to help them 
assess the prospects for future net cash inflows to an entity. 

In order to assess our members’ (our “Members”) prospects for future cash flows, existing and 
potential investors, lenders, other creditors and rate regulators need relevant information about 
the financial performance of the entities with rate-regulated activities.  

Users need a qualitative description of the rate-regulated regime in which the entity operates. 
Users also need to understand the financial impact of the rate regulation and require information 
about the timing of cost recognition and the related cash flows.  The CGA believes the impact of 
‘defined rate regulation’ should be recognized in the financial statements to provide users 
valuable information about the variability in performance created by rate regulation.  The CGA 
also believes the disclosure requirements of the interim standard IFRS 14 are a good foundation 
that meet the informational needs of users.  Further, as outlined in IFRS 14, an entity should 
disclose in its notes information that enables users to assess the nature of, and the risks 
associated with, rate regulation and the effects on the financial position, financial performance 
and cash flows. 
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However, the CGA does not support the separate presentation requirement in the statement of 
profit or loss and other comprehensive income as outlined in IFRS 14.  Presentation of the net 
movement of the rate-regulated impacts on a separate line item would not provide useful 
information since it will not present the economic reality and will not be comparable to other 
companies that are not subject to rate regulation.  We believe the changes in regulatory assets 
and liabilities should be presented in the specific line of revenues and expenses of the income 
statement to present the effect of the rate regulation on them and not only on one line. The CGA 
also believes that an alternative of separate presentation requirement in the statements of profit 
or loss and other comprehensive income combined with additional disclosures in the notes of 
the related revenue and costs would add to the disclosure overload and complexity. 

 

Question 2: Comparability of financial statements 

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? 

CGA’s Response 

Majority of our Members are currently reporting under either US GAAP or Canadian GAAP 

which permits the use of regulatory accounting.  In the absence of guidance under Canadian 

GAAP for a specific topic, the practice of looking at ASC 980 Regulated Operations for guidance 

has developed. 

The CGA is not aware of any problems encountered by the users in evaluating investment and 

lending decisions, as the economic impacts of rate regulation are well understood by the users 

of those financial statements, as the entities with rate-regulated activities have been reporting 

the economic impacts of rate regulation in their general purpose financial statements for many 

decades.  US GAAP and Canadian GAAP provide clear requirements and transparent 

disclosures regarding the Company’s regulatory framework and regulatory deferral account 

balances.  

Question 3: Starting with defined rate regulation 

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? 
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CGA’s Response 

The CGA agrees that in order to progress this project, the IASB should focus on a defined type 

of rate regulation in order to provide a common starting point for a more focused discussion 

about whether rate regulation creates a combination of enforceable rights and obligations for 

which specific accounting guidance or requirements might need to be developed. 

The CGA also agrees that the defined type of rate regulation described in section 4 of the 

Discussion Paper is a reasonable starting point.  The CGA believes that many of its Members 

would be scoped-in the ‘defined rate regulation’ described in the Discussion Paper. 

The CGA believes that the rate-setting model described in the Discussion Paper is only an initial 

starting point.  As the project progresses, additional rate-setting models will likely need to be 

considered, in order to establish an understanding that these alternative approaches also create 

combinations of enforceable rights and obligations that require similar accounting guidance or 

the development of similar requirements. 

Question 4: Different types of rate regulation 

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? 

CGA’s Response 

The CGA concurs that limited or ‘market’ rate regulation as defined in the Discussion Paper 

does not create a significantly different economic environment and, therefore, does not require 

any specific accounting requirements be developed.  As described, ‘market’ rate regulation does 

not share the characteristics of ‘defined rate regulation’ set out in section 4 of the Discussion 

Paper.  In particular, ‘market’ rate regulation does not create a significantly different economic 

environment by affecting the determination of costs, the timing of when these costs can be 

recovered from customers in rates, and the resulting combinations of enforceable rights and 

obligations. 

Absent the creation of an economic environment that is significantly different from that of 

commercial or non-rate regulated entities, the CGA believes that existing IFRS standards, 

including disclosure requirements, are sufficient to faithfully record the financial performance of 

entities subject to ‘market’ rate regulation. 
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Question 5: Features of defined rate regulation 

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. 

CGA’s Response 

The CGA believes that the description of ‘defined rate regulation’ set out in the Discussion 

Paper captures an appropriate population of rate-regulatory schemes within its scope.   This 

form of cost-based rate regulation, or a close facsimile thereof, is used in a number of Canadian 

jurisdictions, and many of our Members are regulated in this manner.  However, as we 

discussed in our answer to Question 2, the CGA believes that the ‘defined rate regulation’ 

approach set out in the Discussion Paper is only an initial starting point, necessary to advance 

the project.  Additional rate-setting models will need to be considered. 

The CGA believes that the essential element of rate-regulation is the creation of enforceable 

rights and obligations by an entity that has been empowered by statute or regulation to set 

legally binding rates.  The CGA believes that the definition of a rate regulator in Appendix A of 

IFRS 14 is appropriate and should be maintained.  Appendix A of IFRS 14 defines a rate 

regulator as: 

“An authorised body that is empowered by statute or regulation to establish the rate or a 
range of rates that bind an entity. The rate regulator may be a third-party body or a 
related party of the entity, including the entity's own governing board, if that body is 
required by statute or regulation to set rates both in the interest of the customers and to 
ensure the overall financial viability of the entity.” 

As the project progresses and more rate-setting approaches are considered, it will be important 

for the IASB to acknowledge that the distinguishing features of ‘defined rate regulation’ 

(essential goods or services, no effective competition to supply, maintaining the availability and 

quality of supply, and establishing the rate to be charged to customers) may also be features 

addressed by these alternative approaches.   The IASB will need to acknowledge that these 

alternative approaches also create a significantly different economic environment, including the 
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creation of combinations of enforceable rights and obligations that require the development or 

application of the specific accounting requirements which are the subject of this Discussion 

Paper. 

Question 6: Rights and obligations that arise from defined rate regulation 

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? 

CGA’s Response 

We are not aware of any additional rights or obligations that the IASB should consider.   

The CGA is very supportive of the IASB’s project on Reporting the Financial Effects of Rate 

Regulation.  We strongly recommend that specific accounting guidance be developed to 

account for the combinations of enforceable rights and obligations as described in the 

Discussion Paper.  

The implementation of specific accounting requirements that faithfully record the economic 

environment created by a rate regulator will: 

 enhance the relevance of the financial reporting package, potentially reducing the need for 

supplementary financial due diligence by investors; 

 more accurately capture, quantify and describe the financial effects of rate regulation on a 

particular entity; 

 increase the comparability of the financial statements of rate-regulated entities within and 

across jurisdictions; and 

 facilitate more meaningful differentiation both between rate-regulated entities and also 

between rate-regulated entities and non-rate regulated entities, in the context of identifying 

and pricing risk.  

Question 7: Potential financial reporting approaches 

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? 
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(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. 

CGA’s Response 

The CGA recommends that the IASB develops proposals to develop specific IFRS requirements 

‘to defer/accelerate the recognition of costs and /or revenue’ to reflect regulatory adjustments 

arising from the application of ‘defined rate regulation’ to a rate-regulated entity. The CGA 

believes that this approach would provide users with the necessary information to assess the 

effects of rate regulation on the financial position, financial results and cash flows on a rate-

regulated entity. 

The CGA does not support the potential adoption of the remaining three approaches: 

 to recognise the package of rights and obligations as an intangible asset – this 
approach would not provide sufficient information to our users, would be difficult to 
comprehend why only those ‘intangible assets’ are recognized, and would require 
further consideration for the recognition of regulatory deferral account credit balances; 

 reporting using regulatory accounting requirements -  the use of a variety of regulatory 
regimes would reduce the comparability and transparency of financial statements 
between entities with rate-regulated activities and between entities with rate-regulated 
activities and entities that do not have such activities. This approach would require a 
specific exemption to the general requirements of IFRS for entities with rate-regulated 
activities; or 

 prohibiting the recognition of regulatory deferral account balances – this approach is not 
a viable option to be pursued by the IASB, as it would not provide users with the 
necessary information to assess the effects of rate regulation on the financial position, 
financial results and cash flows of a rate-regulated entity. 

 
The CGA is not aware of other approaches that should be considered by the IASB. 
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Question 8: Other operational issues to consider 

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? 

CGA’s Response 

Our Members’ activities are regulated by Federal or Provincial rate regulators and therefore our 

Members carry out activities that are subject to ‘defined rate regulation’.  

The “disclosure only” option would not allow our Members to recognize regulatory deferral 

account balances and may negatively affect the users’ assessment of our Members’ financial 

position and credit rating.  Additional information which includes the economic impacts of rate 

regulation and a reconciliation to the primary financial statements would need to be provided to 

our users through other less transparent means, diminishing the relevance of IFRS-compliant 

financial statements. This would also reduce the comparability of information disclosed and 

would impact costs for reporting.  

A number of our Members are registered on US Stock Exchanges and the adoption of IFRS 

without the recognition of the economic impacts of rate regulation will disadvantage them as 

they would no longer be comparable to their peers. 

Question 9: Developing specific disclosure-only requirements 

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.  

CGA’s Response 

The CGA strongly supports the development of specific accounting guidance for the recognition 

of regulatory deferral account balances in IFRS financial statements. If the IASB decides to 

prohibit the recognition of regulatory deferral account balances in IFRS financial statements, the 

CGA would not support the development of specific disclosure-only requirements. We believe 

that it is important for the IASB to acknowledge that users will continue to seek the information 

necessary to allow them to assess the impact of rate regulation on the entity’s financial position, 

financial performance and cash flows.   

The CGA believes that if the IASB were to develop specific disclosure-only requirements, the 

presentation of this additional information in the financial statements would: 

 Be confusing to users of financial statements of entities with rate-regulated activities as 

mentioned above; 

 Be inconsistent with the fact that regulatory deferral account balances are not formally 

recognized in the IFRS-compliant financial presentation; and  

 Contribute to disclosure overload and complexity. 
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Consistent with the focus of the IASB’s Disclosure Initiative, the CGA believes that the type and 

extent of disclosures contemplated with the development of specific accounting guidance should 

be considered as part of the Members’ comprehensive and integrated business reporting.  

Question 10: Using IFRS 14 for future accounting requirements 

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. 

CGA’s Response 

As mentioned in our answer to Question 1, the CGA believes the disclosure requirements of 

IFRS 14 provide a good foundation for the disclosure of rate-regulated activities. The CGA 

believes that the cost of compliance with the disclosure requirements of IFRS 14 would be 

minimal as the large majority of that information is already disclosed by our Members.  

As mentioned in our answer to Question 1, the CGA does not support the separate presentation 
requirement in the statement of profit or loss and other comprehensive income as outlined in 
IFRS 14.  Presentation of the net movement of the rate-regulated impacts on a separate line 
item would not provide useful information since it will not present the economic reality and will 
not be comparable to other companies that are not subject to rate regulation. We believe the 
changes in regulatory assets and liabilities should be presented in the specific line of revenues 
and expenses of the income statement to present the effect of the rate regulation on them and 
not only on one line. The CGA also believes that an alternative of separate presentation 
requirement in the statements of profit or loss and other comprehensive income combined with 
additional disclosures in the notes of the related revenue and costs would add to the disclosure 
overload and complexity.  The separate presentation requirements of IFRS 14 will increase the 
cost of compliance with those requirements. See our answer to question 11. 
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Question 11: Separate presentation required by IFRS 14 

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? 

 

CGA’s Response 

We believe the presentation requirement of IFRS 14 provides transparent and relevant 

information to the users of the financial statements of rate-regulated entities by segregating the 

economic effects of rate regulation in the financial statements.  

This separate presentation will require from a number of our Members to do some modifications 

to their IT system in order to segregate the items embedded in several line of the statement of 

profit or loss and other comprehensive income. 

Question 12: Necessary conditions in order to create enforceable rights and obligations 

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? 

CGA’s Response 

The CGA believes that the existence of a rate regulator whose role and authority is established 

in legislation or other formal regulation is a necessary feature of ‘defined rate regulation’. 

As mentioned in our answer to Question 5, the CGA believes that the definition of a rate 

regulator in Appendix A of IFRS 14 is appropriate and should be maintained.  
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Question 13: Other issues 

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? 

CGA’s Response 

We have no additional comments or suggestions to note on these or other issues. 

 


