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12 January 2015 
 

Letter nº 001 

 
International Accounting Standards Board 
30 Cannon Street  
London - United Kingdom  
EC4M 6XH  
 
 
Mr. Hans Hoogervorst  Ms. Jane Pike (jpike@ifrs.org) 
IASB Chairman   Senior Technical Manager 
 
 

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

  
Dear Mr. Hoogervorst and Ms. Pike, 
 

ABRACONEE (Brazilian Association of Energy Sector Accountants) welcomes the opportunity to 
comment on IASB’s Discussion Paper Reporting the Financial Effects of Rate Regulation, issued on 
18 September 2014 with the comment period ending on 15 January 2015.  

 
ABRACONEE (Brazilian Association of Energy Sector Accountants) is a not-for-profit organization, 
founded on 6 November 1986 that congregates the accounting professionals and promotes the 
training and integration of the power sector accounting community in Brazil. We represent 45 
companies and over than 500 professionals of Brazilian power industry. 
We appreciate that IASB has been working on this issue for a long time, which is a very sensitive 
issue for the Brazilian Power Industry. 

We have had the opportunity to collaborate with the Exposure Draft and Request for Information 
about Rate regulation project in past opportunities. As described in our contributions, regulatory 
assets and liabilities are a sensitive issue for Brazilian Electricity companies. In 2001, the 
Brazilian Government implemented a mandatory rationing program, which motivated a debate 
and, as a result, regulatory assets and liabilities were formally constituted through the “Energy 
Sector General Agreement”, among ANEEL (Brazilian Electricity Regulatory Agency), generators 
and distribution companies. This agreement allowed the initial recognition of regulatory assets 
and liabilities in the financial statements of distribution and generation companies in Brazil. Since 
then, the weight of regulatory assets and liabilities have increased in the energy tariffs, and the 
recognition of these assets and liabilities have become imperative to these companies present an 
understandable financial statements for their stakeholders. As a consequence, ANEEL has 
authorized the constitution of regulatory assets and liabilities, mainly for inflation pass-through 
and differences between forecasted and incurred costs. 

These regulatory assets and liabilities are inspected by the regulator (ANEEL) on an annual basis 
and recognized in the subsequent tariffs charged from the customers’ base. Through this 
mechanism, revenues and expenses are recorded in accrual basis, and there is a match between 
revenues derived from the regulated tariffs and expenses considered in these tariffs in each 
reporting period, representing more accurate financial statements to the users of such 
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information. Also, we understand that such financial statements represent a fair view of the 
economic condition of these companies. 
 
Up to 2010 the recognition of regulatory assets and liabilities was accepted by both CVM 
(Brazilian SEC) and Independent Auditors. However, first-time IFRS adoption process in Brazil 
caused the fully written-off as the mainstream indicated that their recognition was not in 
accordance with IFRS conceptual framework. Because of that, in our view, the Financial 
Statements, especially of the Distribution Companies, have been inaccurate since the IFRS was 
fully adopted in 2010. Market players share this view (such as financial institutions, regulator and 
others) and have required the Companies to adjust their Financial Statements by recognizing 
regulatory assets and liabilities since 2010 in order to analyze the companies’ financial position. 
[In this context, many companies have negotiated with financial institutions to adequate financial 
covenants as if regulatory assets and liabilities were not written-off. Financial institutions have 
accepted our suggestion, and then our covenants have been still calculated based on an 
“adjusted” Financial Statements]. 
 
Finally, discussions about regulatory assets and liabilities were intensified during 2014 among 
Brazilian players, including ANEEL, especially due to the negative scenario of Brazilian Electricity 
Industry caused by the poor hydrological conditions. In function of this scenario, there was a 
relevant increase in the balances of regulatory items in Brazil.  
 

If you, other members of the Boards or your staff have questions or seek further elaboration of 
our views, please feel free to contact João Vicente Amato Torres by phone at +55 21 2514-6153, 
or by email at vicente@eletrobras.com. 

 

Sincerely, 
 
 
 
 
 
 
___________________ 

  

João Vicente Amato Torres 
Chief Executive Officer 
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Section 2 – providing useful information about rate regulation 

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; 

Balances segregated by assets and liabilities when there is no legal right of compensation (according to 
IAS 1 requirements) and the split between current and non-current. 

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

The movement occurred in the period, classified as “revenue”. Depending on the differences between 
forecasted and incurred costs, these amounts can be an increase of revenue or a reduction of revenue. 
When incurred costs are higher than forecasted, the register will be an asset against revenues. The 
liability (against a reduction of revenue) arises when forecasted costs are higher than incurred.  

(iii) the statement of cash flows; 

Increase or decrease in the regulatory asset/liability balance should be classified as “operational cash 
flows”. 

(iv) the note disclosures; 

This note should disclose information about the nature of each regulatory component, its conditions of 
recovery/payment, changes/movement of each component per period, information about tariff 
review/adjustment process, explanation of significant changes in the balances, regulatory scenario of 
the year, changes in recent regulation (if applicable), balances segregated between current and non-
current. 

(v) the management commentary 

We believe that Management Commentary should present an explanation on the main variances of the 
balances when compared to expectations, as well as prior period(s). 

Additionally, it should disclose a narrative on the market impacts,  and the economic scenario over the 
regulatory balances. 

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

Investors and lenders use regulatory balances to project future cash flows that reflect the companies’ rights 
and obligations and to measure the actual companies’ performance. The prohibition of the recognition, 
under IFRS, of regulatory deferral account balances causes uncertainty and misunderstanding about the 
real right of receiving these assets or obligation of paying of the liability. We believe the users of our 
financial statements do consider regulatory balances in their analysis and decisions, based on the following 
examples: 

(i) Quarterly press releases adjusting regulatory effects; 
(ii) Financial covenants: negotiation with banks or financial institutions to comprise regulatory 

assets and liabilities in the covenant ratio or index, eg. EBITDA / loans; the institutions agreed 
to calculate based on adjusted figures;  

(iii) Additional Financial Statement: due to IFRS adoption in 2010 in Brazil, ANEEL (granted 
authority) has published a Resolution which requires Companies from Power Industry to 
elaborate another set of Financial Statements. Those financial statements, called “regulatory 
financial statements” must contemplate regulatory assets and liabilities beyond not apply IFRIC 
12. 
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(iv) Financial market analysts and credit rating agencies have been considering adjustments of 
regulatory assets/liabilities in entities’ financial statements in order to have a fair view of their 
financial position and performance. 

We also believe that this information is important not only for investors and lenders but also to the 
Management. Once Management disagrees with the prohibition of regulatory assets and liabilities, it 
was created, in 2010, an internal set of financial statements which also comprises the effects of 
regulatory issues. 

 

Question 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? 

We are familiar with using financial statements that allow regulatory assets and liabilities register once this 
accounting practice used to be accepted on the former Brazilian GAAP up to full IFRS adoption in 2010. 

Additionally, we understand that serious problems arise when such balances are NOT recognized, especially 
when comparing rate-regulated entities that do recognize to those that do not recognize such balances. 

In our view, the following issues arise when regulatory deferral account balances are not recognised in financial 
statements: 

o Lack of operational performance and financial position comparability between entities, either non-rate-
regulated and rate-regulated that do not recognize regulatory balances; 

o Inconsistency in entities valuation process (discounted cash flow) for purposes of comparison and 
investment options in the decision making process of investors. 

 

Section 3 – What is rate regulation? 

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 summarised in Section 3? 

We agree that the IASB should focus on the defined type of rate regulation presented in Section 4.  

We believe that a focused discussion will collect better results and the alternative proposed in this Discussion 
Paper would have higher chances of solving the problem of recognition of regulatory assets and liabilities in the 
financial statement, since there is much specificity in rate regulation around the world.  

 

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).  
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(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? 

We agree that this type of rate regulation does not create different a economic environment. Therefore, 
we believe that these financial statements are currently accurate and do not require any specific 
accounting requirement. 

(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 think that special disclosure requirements are not necessary and, in our opinion, it can be 
prejudicial, because it could cause certain misunderstanding between the defined rate regulation and 
the market rate regulation. 

Additionally, market rate regulation is naturally established in a competitive market and therefore a 
mechanism of recovery of assets and liabilities in the future is not necessary. If some special 
requirement is created to this kind of regulation, it can cause misunderstanding among the users of 
information, since the real actual problem is specific to defined rate regulation models. 

 

Section 4 – Defined rate regulation 

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? 

We believe it captures the reality of the electricity distribution companies in Brazil. 

(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. 

We believe that the descriptions in this Discussion Paper are complete and very detailed. We have no 
suggestions to better reflect the tariff models.  

(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. 

We believe that the definition of defined rate regulation is appropriate. 

 

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. 
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We believe that the features of defined rate regulation are appropriate. The discussion paper describes 
a broad definition of rights and obligations, and it fits the regulations in Brazil for Distribution 
companies. 
 
The Distribution sector is heavily regulated, so rights and obligations are defined by the regulator. 

(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? 

We believe that the rights and obligations described in paragraphs 4.62-4.72 do not create a special 
environment because this is not exclusive to entities subject to defined rate regulation. Therefore, we 
believe IASB does not need to develop specific accounting guidance for these cases. 

 

Section 5—Alternative financial reporting approaches 

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? 

We believe that developing a specific IFRS to defer/accelerate the recognition of revenue is the most 
complex option, but the only one that provide the appropriate answer for the Project.  

The main reason why we suggest that option is that we believe these balances arise from a specific 
kind of asset/liability, therefore we believe these amounts should be treated in a standard separately 
reflecting adequately its features.  

Furthermore, the classification as revenue is based on the fact that these amounts reflect over-billing or 
under-billing, so the adjustment should be in the revenue caption. Over-billing would reflect lower 
revenues in the future, and under-billing would give the right of higher revenue through the tariff 
mechanism. 

(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. 

We believe the development of a new standard (according our response in letter (a) above) would solve 
the problems about the effect 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.  

We believe the Discussion Paper has covered all advantages and disadvantages of the options. 

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. 

We believe regulatory balances are in accordance with the proposed definition of assets (a present economic 
resource controlled by the entity as a result of past events) and liabilities (a present obligation of the entity to 
transfer an economic resource as a result of past events) of Framework future Exposure Draft (issuing expected 
for 1Q15).  

We know there are some arguments against the recognition of regulatory assets are based on the fact that it 
depends on future sales. However, we believe the current proposal of asset definition will be consistent with the 
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regulatory assets of distribution companies in Brazil.  Additionally, it can be verified by the fact that the 
historical realization of these assets are very positive, representing a real present economic resource controlled 
by the entity. 

The same argument applies to the regulatory liabilities, which have been realized through negative adjustments 
in tariffs when applicable. Therefore, we believe that distribution companies do have the present obligation of 
transferring resources in the cases of existence of regulatory liabilities. 

Finally, the realization of regulatory assets and liabilities through tariff increase/decrease  and/or through 
indemnification to be paid by Granted Authority (Brazilian Government) at the end of the concession period is 
mandatory according to the Brazilian regulations. 

 

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? 

Yes, our organization carries out activities that are subject to defined rate regulation. 

Since these balances are already recognized for regulatory purposes in Regulatory Financial Statements 
submitted to the Brazilian Regulator (ANEEL), we believe Brazilian distribution companies would not have 
additional work in order to prepare information to register for IFRS purposes. Therefore, we would not have 
operational issues becoming a problem to be addressed to IASB, relating amounts subject to defined rate 
regulation. 
 

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. 

Regarding Brazilian context, we strongly believe that regulatory assets and liabilities should be recognized in 
entities financial statements and we are very hopeful with the positive outcome of the comprehensive project 
(i.e. the registration under IFRS of the regulatory deferral account balances). 

Additionally, we do believe that the disclosure-only approach would not reflect the essence over the form, which 
is an essential characteristic brought by IFRS.  

However, in the case IASB decides for the prohibition of these balances, we suggest that IASB develops specific 
disclosure requirements. The types of information we believe is relevant and should be disclosed in this case are 
presented in our response to Question 1 (a). 

 

 

Section 6—Presentation and disclosure requirements in IFRS 14 

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 
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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. 

First of all, we do not agree with the IFRS 14 scope which permitted the right of recognition of such balances in 
some jurisdictions. Furthermore, we believe these disclosure requirements were developed as an interim 
solution. Then, if the comprehensive project decides to permit the registration of regulatory balances, we 
suggest the development of specific disclosure requirements (as described in question 1).  

	  

Question 11 

IFRS 14 requires any regulatory deferral account balances that have been recognised to be presented 
separately from the assets and liabilities recognised in the statement of financial position in accordance with 
other Standards. Similarly, the net movements in regulatory deferral account balances are required to be 
presented separately from the items of income and expense recognised in the statement(s) of profit or loss and 
other comprehensive income. 

If the IASB develops specific accounting requirements that would apply to both existing IFRS preparers and 
first-time adopters of IFRS, and those requirements resulted in the recognition of regulatory balances in the 
statement of financial position, what advantages or disadvantages do you envisage if the separate presentation 
required by IFRS 14 was to be applied? 

We believe these balances are assets and liabilities according to IFRS framework. Therefore, it should be 
treated the same way as other assets and liabilities and there is no reason to be presented separated from the 
other balances.  

The main disadvantage of IFRS 14 approach is that it suggests these balances are not an ordinary asset/liability 
resulting from entities’ operation, not subject to general accounting rules. Then, we suggest specific disclosure 
requirements as described in question 1. 

 

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 authorised body? 

First of all, it is important to clarify that the co-operatives role cannot be mixed to the regulator role. The co-
operatives are normally created to strengthen their associates against the market, and not to protect the 
customer and set rates. Consequently, while a co-operative normally seeks to set a price floor to a given price 
in order to protect its associates, it rarely sets a ceiling to the price. In addition, even if rights and obligations 
rise between the co-operative and its associates, such balances could not be treated as regulatory components 
due to the absence of formal supervision established in legislation. 
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Considering that, we believe that the existence of a rate regulator whose role and authority are established in 
legislation is a mandatory condition to allow the creation of enforceable rights and obligations. 

Furthermore, we believe that all entities, despites their legal form, should be included in the scope of the 
potential new accounting guidance or requirement if they meet all features of defined rate regulation, including 
the supervision by a rate regulator whose role and authority is established in legislation or other formal 
regulations. 

 

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   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? 

Several times discussions around the recognition of regulatory assets and liabilities ended up or were addressed 
by IAS 37 – Provisions and Contingencies. For instance, some suggest these balances are contingent assets 
because they are conditioned on selling goods or services in the future. The same argument applies to the 
liability, since the entity could avoid the payment not making the future sales. 

We believe IASB should address the interaction with IAS 37, in order to differentiate regulatory assets and 
liabilities which shall qualify to be recognized as per the new rule from contingent assets and liabilities, and 
consequently retrieve them from IAS 37 scope.  

***************** 


