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Dear Sir/Madam: 
 

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

Regulation 
Introduction 

The Israel Government Companies Authority ("GCA") 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. 

 

Since the rate regulated companies in Israel are state-owned entities which are under the 

supervision of the GCA, I was asked by the Israel Accounting Standards Board's chairman to 

coordinate and gather comments to the DP from relevant companies and regulators. 

 

For the purpose of preparing these responses, we held discussions with a forum comprised of 

the relevant companies and regulators
1
, and the GCA's advisors. 

 

The responses to the questions were gathered and processed and are now presented to you in 

this document. 

 

For further questions please contact us via E-Mail: sagic@gca.gov.il 

 

Sincerely Yours, 

 
Lily Ayalon 

 

Senior Deputy Director General, Head of Supervision Division 

Israel Government Companies Authority 

                                              
1
 The national electricity company – Israel Electricity Company (IEC); The national water company – 

"Mekorot"; The national  Natural Gas Company – "INGL"; The Electricity Regulator – PUA; The Natural Gas 

Regulator – "INGA"   
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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? 

 

 

Useful information would be: 

 In the statement of financial position – detailed presentation of the deferral 

accounts in separate line items within the current and non-current assets, and 

current and non-current liabilities. 

 In the statement(s) of profit or loss and other comprehensive income – 

presentation in separate line item of the net movement in the regulatory 

deferral accounts balances. It is recommended that the separate line item will 

be included within the operational section (see answer to question 11 herein). 

Also, it is recommended that the separate line item will be included within 

income section in line with our view about the recommended approach of 

accelerating/deferring revenue (see answer to question 7 herein) 

 In the statement of cash flows – presentation in separate line item of the net 

movement in regulatory deferral accounts balances. 

 Disclosures in the notes – in general it is recommended to use the disclosure 

requirements included in IFRS 14 and to add additional disclosure 

requirements regarding: 

A. The management's assessment and judgments used  in developing the 

accounting policy of material issues of the regulated activity, including 

judgments regarding the scope of the "defined rate regulation" and about 

implementing the accounting requirements.    
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B. Factors of uncertainties and possible implications on the financial 

statements. 

 

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? 

 

 

The respondents are familiar with using the US-GAAP's requirements for rate 

regulated activities which are included in chapter RE6. Based on that experience here 

are some possible problems: 

 Erroneous evaluation of the companiy's performance as a result of 

misunderstanding the unique accounting requirements or the unique regulatory 

environment. Therefore it is suggested that there will be detailed disclosure 

requirements about the accounting policy and its effect on the balances and on 

the results of operations in the financial statements. 

 Achieving an adequate level of certainty – in many cases the changes in the 

rate-setting mechanism made by the regulator  could indirectly affect existing 

deferral accounts balances (for example –extending the period during which the 

entity will be allowed to collect the accrued amounts due from previous 

activities or by changing the interest rate which the entity is entitled to for these 

amounts) Sometimes, the entity's legal ability to enforce its rights is not 

effective due to the entity's will to avoid confrontation with the regulator. 

Therefore it is suggested to require a high level of certainty in order to 

recognise regulatory assets or liabilities and to require disclosure on disputes 

with the regulator and  management's assessments regarding the possible 

outcomes. 

 In cases of rate-regulation that is based on financial calculations that are not 

based on the entity's results (for example – rate setting mechanism which is 

based on cash-flow requirements), users had difficulties to understand the 

changes in the entities' results that were caused by rate-updates made by the 
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regulator. Consequently, it was important to disclose separately these affects 

and to explain them. 

  It should be mentioned that as far as we know, if entities that are potentially in 

the scope of "defined rate-regulation" are not using any special standards for 

rate-regulated activities – it is necessary to make adjustments to their financial 

statements in order for users to understand their regulated activities and the 

effects of the regulation on the financial statements. 

 
 

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? 

 

The respondents agree with the IASB's approach and have no alternative suggestion. 

Also, we believe that the key features of defined rate regulation described in 

paragraphs 4.4-4.6 are properly capturing the  scope of rate regulation activities that 

should apply special accounting requirements. 

 
 

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? 
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We agree that this type of rate regulation does not create a significantly different 

economic environment and does not require any specific accounting requirements to 

be developed. 

 
 

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. 

 

We believe that each of the features described in paragraphs 4.4-4.6 is important to 

capture the unique economic environment for which specific accounting requirements 

should be developed. The features described in paragraphs 4.4 (a) and 4.4 (d) are the 

most important features, since these features establish the necessary certainty for the 

recognition of deferral accounts balances in the financial statements. The other 

features are important to capture the special economic environment. Consequently, we 

believe that all of the key features are necessary to capture the appropriate special 

economic environment and to provide enough certainty to allow recognition of 

deferral account balances. 
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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. 

 
 

We strongly support the 3
rd

 approach. In particular, we support the approach of 

deferring/accelerating the recognition of revenue as described in paragraphs 5.71-5.76. 

Our opinion is based on the following analysis: 

 

Recognising the package of rights and obligation as an intangible asset 

Disadvantages: 

 Applying this approach would require amending IAS 38, so the advantage 

described in the DP is diminished. 

 This approach would not resolve the conflict with the conceptual framework. 

 This approach would not suit situations of net deferral liability. 

 This approach would not adequately reflect the effects of the rate-regulation. 

We believe that it is important to reflect the assets and liabilities, current and 

non-current, separately. 

 With respect to the component method as described in paragraphs 5.37-5.40 – 

the changes created along the rate-regulation process (for example – while 

amending the entity's license) do not necessarily represent "costs".  



 

Jerusalem  23  Technology  Park,  Bldg  23,  8
th

  Floor,  Malcha,  Israel  96951 

www.gca.gov.il   www.gov.il 
 

7 

Also, the deferral balances or the net movements could be either positive or 

negative. 

 With respect to the revaluation method as described in paragraphs 5.41-5.46-  

in addition to the lack of active market mentioned in paragraph 5.42, it is  

difficult to measure fair value of these type of assets, due to their unique nature, 

and the lack of competition. 

Also, when measuring the fair value it will be difficult to distinguish between 

the value derived from the rate regulation and the value derived from goodwill 

that has been generated internally. 

 

 

Reporting using regulatory accounting requirements 

 

Advantage: 

 This approach will lead to full correspondence between the regulator's 

requirements and the financial statements and will allow one set of financial 

statements to both the regulator and the other users. 

 

Disadvantages: 

 Lack of comparability between countries, regulators and even different 

companies under the same regulator. 

 Contradictions with accounting standards – It would be difficult for the IASB to 

determine, and for users to understand, the exact extent of the regulator's 

accounting requirements within the requirements of accounting standards.   

 Reports to regulators are meant to serve the regulators' needs which are 

ultimately different from those of other users. 

 Ignoring the needs of the primary users that are existing and potential investors, 

lenders and creditors. 

 

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

and/or revenue 

We believe that this approach would reflect better the impacts of the rate regulation on 

the entity, and the entity's economic environment.  

This approach reflects the common practice in our country, as a consequence of 

adopting the requirements of the US GAAP for regulated entities.  

 

With respect to the suggested alternatives, we believe that the alternative of 

deferring/accelerating revenue is the appropriate alternative for the following reasons: 

 Transparency – According to this approach all of the expenses incurred while 

supplying the services or products within the regulated activity will be 

recognised at the period in which they had been actually incurred.  

Applying this method will create a more relevant and comprehensive 

information about the activities performed in the period, unlike the other 
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alternative, according to which actual expenses would be presented in other 

periods, not necessarily in the actual period in which they've incurred. 

 Relevance – according to the features of "defined rate regulation" as described 

in chapter 4, the rate-setting mechanism allows the regulator to control the 

entities revenue by setting the rates and by enforcing the collection of the 

determined revenue. Although the regulation may impose, or result in expenses, 

the rate-setting mechanism does not affect the entity's expenses but its revenue. 

Therefore it would be more appropriate to reflect the impact of the rate-

adjustments, as it actually occurs, within the revenue by accelerating/deferring 

revenue. 

 

Prohibiting the recognition of regulatory deferral account balances  

This approach would not reflect appropriately the effects of the regulation and 

the entity's financial position and performance.  

In our opinion disclosure is not a substitute for appropriate measurement. 
 

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. 

 

The respondents agreed that this approach is not ideal but if the IASB decides to 

prohibit the recognition of regulatory deferral account balances in IFRS financial 

statements, the IASB should develop wide disclosure requirements about the effects of 

the rate regulation.  
 

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 
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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. 

 

See answers to questions number 1 and 11 in this document. 
 
 

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? 

 

IFRS 14 applies only to entities that are "First-time adopters" and chose to apply it. 

Therefore to allow comparability to other entities that conduct rate-regulated activities, 

IFRS 14 required separate presentation in order to substantially distinguish the effects 

of this unique treatment from the other accounting policies according to IFRS. When 

comprehensive accounting requirements for regulated activities would be published, 

we suggest to consider reducing the separation requirements. 

 

 

Advantage: 

Separation reflects more clearly the effects of the rate-regulation environment and its 

influence. 

 

Disadvantages: 

 

 The main disadvantage is that a fully-separated presentation, as required by 

IFRS 14, may mislead users of the financial statements about the entity's 

financial position and performance and also will bias various financial ratios.  
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 Another disadvantage of the fully-separated presentation is that such a 

presentation may underestimate the importance of these balances and 

movements in these balances, compared with other balances and movements, 

when these amounts might be critical  in order to understand the entity's 

position and performance. 

 

Therefore, we recommend to narrow the separation requirements that are included 

in IFRS 14. In our opinion, the requirement to present separately deferral accounts 

should be retained, but these deferral amounts should be presented within the 

current and non-current, assets and liabilities, and within the total revenue of the 

entity. 
 


