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           January 15th, 2015 

 

Mr. Hans Hoogervorst 

Chairman 

International Accounting Standards Board  

30 Cannon Street, London EC4M 6XH 

United Kingdom 

 

Dear Mr. Hoogervorst,  
 

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

Regulation 

The Israel Accounting Standards Board welcomes the opportunity to comment on the IASB's 

Discussion Paper DP/2014/2 – Reporting the Financial Effects of Rate Regulation published in 

September 2014.  

 

As the rate-regulated companies in Israel are state-owned companies, the Israel Accounting 

Standards Board referred to the Government Companies Authority, which is in charge of 

supervision and monitoring of state-owned companies including their financial reporting, in 

order to submit its response to the questions raised in the ED. The Israel Accounting Standards 

Board discussed only the appropriate accounting treatment and therefore we submit our reply to 

question 7. The reply to all other questions is included in the attached letter of the Government 

Companies Authority.     
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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 
Discussion Paper, published in July 2013. 

In our opinion, the approach that will most faithfully represent the activities performed by a 

defined rate regulated entity during a reporting period is the deferral/acceleration of revenue 

recognition. We believe that following this approach will lead to financial statements of rate 

regulated entities that reflect the effects of the transactions and events that have occurred during 

the reporting period, even if the entity is prevented from billing customers for those effects until 

future periods. In our opinion, under this approach the recognition of costs as incurred provides 

users of financial statements with a more relevant and faithful representation of the performance 

of the entity during the period than by the deferral/acceleration of costs. In addition, under this 

approach recognition of amounts that the entity is entitled to according to regulatory rules would 

be possible even if the entity does not incur a related cost (for example, return on equity). 

Furthermore, as one of the features for defined rate regulation is that the rate regulator 

establishes parameters for rates (section 4), the rate regulator affects the revenue of the rate 

regulated entity, and therefore it would be more appropriate to reflect the financial effects of the 

rate regulation through revenue. 

We appreciate the opportunity to provide our comments. 

Sincerely,  

Dov Sapir, CPA, Chairman 

Israel Accounting Standards Board 


