
 

 
 

 

15 January 2015 

 

 

International Accounting Standards Board 

30 Cannon Street 

London  

EC4M 6XH 

United Kingdom 

Email: CommentLetters@ifrs.org 

 

Dear Sir/Madam 

 

SAICA SUBMISSION ON DP/2014/2 – REPORTING THE FINANCIAL EFFECTS OF 

RATE REGULATION 

  

In response to your request for comments on DP/2014/2 – Reporting the Financial Effects of 

Rate Regulation, attached is the comment letter prepared by the Accounting Practices 

Committee (APC) of The South African Institute of Chartered Accountants (SAICA). This 

comment letter results from deliberations of the APC, which comprises members from 

reporting organisations, regulators, auditors, IFRS specialists and academics.  

 

We thank you for the opportunity to provide comments on this document. 

 

Please do not hesitate to contact us should you wish to discuss any of our comments. 

 

Yours faithfully, 

 

 

 

Prof Danie Coetsee         Bongeka Nodada 

Chairman of the Accounting     Project Director – Financial  

Practices Committee      Reporting Standards   

 

cc: Sue Ludolph (Project Director – Financial Reporting) 
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GENERAL COMMENTS 

 

We agree that the International Accounting Standards Board (IASB) should consider the 

financial reporting issues regarding rate regulation. We also believe that the IASB, through its 

Request for Information process, has done significant work to understand the financial 

reporting issues and nature of rate regulation. 

 

However, we do not agree with the approach that the IASB is following in the Discussion 

Paper to resolve the financial reporting issues regarding rate regulation. We are of the view 

that the IASB should adopt a conceptual approach by linking the rights and obligations 

created under rate regulation to the definition of assets and liabilities in the Conceptual 

Framework for Financial Reporting (Conceptual Framework). We strongly feel that this 

should be the basis for any IFRS on rate regulation. The IASB has the opportunity through the 

Conceptual Framework project to assess the effect of the rights and obligations created under 

rate regulation on the new proposed conceptual definitions of assets and liabilities and to 

assess whether any changes to the definition of assets and liabilities needs to be made. 

 

In our Submission on the Request for Information on Rate Regulation dated 29 May 2013, we 

expressed the view that one of the reasons why debates on this issue struggle to reach 

consensus, is not so much due to a difference of opinion regarding accounting principles but 

rather due to a difference in, or inadequate understanding regarding certain concepts and 

details of rate regulation applied by different rate regulators. Since then the IASB has gone a 

long way in understanding the concepts and details of rate regulation. However, the nature of 

rate regulation schemes differ significantly and any IFRS not dealing with the financial 

reporting issues from a Conceptual Framework basis, will in our view, be insufficient to deal 

with the nature of all the different schemes. 

 

In identifying five regulated sectors and regulatory regimes in our Submission on the Request 

for Information on Rate Regulation we have used as one of the main criteria, a regulatory 

scheme providing for future allowed/regulated revenues due to outturn (the actual amounts at 

the end of a period of activity, rather than those that were expected or calculated earlier) in 

predefined variables on which the original tariff determination of a prior period was based, in 

order to retrospectively compensate for such variances (it could also be described as 

retrospective adjustments of revenues of prior periods, achieved through adjustments of 

revenues of future periods). The core issue to be resolved is therefore to establish whether and 

when the current year’s financial statements should be adjusted for any future changes in 

tariffs. This core issue could, in our view, only be resolved from a Conceptual Framework 

basis. This is the reason why we disagree with the approach followed in the Discussion Paper.  

Any approach other than a conceptual approach will, in our view, result in more rules based 

standards, which we disagree with as this approach normally addresses specific circumstances 

and will not be robust enough to ensure that all rate regulation schemes are dealt with.  

 

Our responses to all the questions are based on our view that a more conceptual approach 

should be followed. 
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SPECIFIC COMMENTS 

 

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 

(iv) the management commentary. 

 

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

investment and lending decisions? 

 

In our view users need to understand the effect of rate regulation on the future cash flows of 

an entity. Investors and lenders need to understand the regulatory framework, the rate 

regulation schemes and the uncertainties and judgements involved. 

 

If deferred regulated assets or liabilities are recognised in the financial statements, 

information needs to be provided to support the amounts. The issue is that there could be 

uncertainty regarding the true nature of the deferred assets or liabilities as is evident from 

question 7. We strongly feel that deferred regulatory assets and liabilities should only be 

recognised in the financial statements if the deferred assets and liabilities meet the definition 

of assets and liabilities in the Conceptual Framework. If recognised, then certain information 

should be disclosed regarding these assets and liabilities, which will be dependent on the 

nature of the assets and liabilities. The nature of the assets could either be a financial asset or 

an intangible asset, and the nature of the liabilities could either be a provision or a financial 

liability depending on the rate regulation schemes, or even something else.  

 

The nature of any regulatory assets or liabilities should first be established before any 

disclosures are established. The issue that we propose that the IASB to address is whether 

specific disclosures are needed for rate regulation or whether relevant IFRSs, based on the 

nature of the related recognised asset or liability, are sufficient. 

 

If the deferred assets or liabilities are not recognised for a specific rate regulated scheme, the 

effect should, in principle, be disclosed in management commentary, except if the information 

is required by a specific standard such as judgements and uncertainties in IAS 1 – 

Presentation of Financial Statements, uncertainties regarding the prices of revenue in IFRS 

15 – Revenue from Contracts with Customers or any new rate regulation standard.  

 

This project further emphasises the need for a disclosure framework that establishes the 

boundaries of financial reporting disclosures in the financial statements and the link to 

management commentary.  
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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? 

 

In South Africa, companies including certain state-owned companies and not-for-profit 

companies are required to apply either IFRSs or IFRS for SMEs. Any recognition of deferred 

account balances as regulatory assets or liabilities are therefore recognised in terms of the 

applicable IFRSs.  

 

Although most entities are not recognising deferred regulatory assets or liabilities under the 

existing IFRSs there are other entities that recognise the deferral regulatory assets and 

liabilities. The main issue for users of financial statements is that they do not always know 

whether these represent assets or liabilities that meet the definitions of assets and liabilities in 

the Conceptual Framework or whether it is only deferral amounts. The main concern is the 

inconsistency in the current application.  

 

In this respect, the influence of a third party that regulates the mechanism of prices needs to 

be considered. The issue is whether this could be captured in revenue principles and related 

disclosures in IFRS 15. However, some of our constituents feel strongly that the rate regulator 

(the third party) is a relationship outside the ambit of revenue from contracts and could not be 

addressed through IFRS 15.  

 

 

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 believe that the IASB should focus on the principles and features of rate regulation and 

not defining rate regulation as such, since the latter might exclude certain schemes. Our 

problem with the current description is that it is too narrow and will exclude certain schemes. 

 

Due to the diversity in rate regulation schemes, we strongly recommend that a conceptual 

approach is needed that assesses whether the rights and obligations of the different types of 

rate regulation schemes meet the definition of assets or liabilities in terms of the Conceptual 

Framework. The approaches identified in the Discussion Paper will result in a rules based 
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standard that could trigger the need for more industry-based standards, which is in our view, 

is an incorrect approach to principle-based  standards. 

 

 

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? 

 

In principle the IASB should not specifically cater for the form of limited or ‘market’ rate 

regulation that is used to supplement the inefficient competitive forces in the market. 

However, if a conceptual and principle-based approach is followed for rate regulation in 

general with related disclosures such guidance could then be applied to these limited rate 

regulation schemes.  

 

 

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. 

 

The current features of defined rate regulation are too narrow and will exclude certain types 

of rate-regulated schemes.  For instance the requirement in paragraph 4.4(a)(i) which states 
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...there is no effective competition to supply…” is too restrictive. To address this issue we 

propose that the wording in paragraph 4.4 which states“…includes all of the following…” be 

removed and identify more general features of rate regulation instead of providing an 

exhaustive list.  

 

The focus of this project should be on regulatory pricing (i.e. rate setting) frameworks and not 

on defining rate regulation. The identified items could rather be features or factors to be 

considered in identifying whether a regulatory pricing framework exists.  

 

Some questioned whether a ‘revenue requirement’ as indicated in paragraph 4.5(a) is needed 

as this could restrict some cost-based schemes. They feel that the focus should be on the 

regulation by a third party entity (normally government) and should not always be restricted 

to revenue. 

 

 

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? 

 

The analysis of the rights and obligations that arise from the features of a defined rate 

regulation, in our view, excludes certain rate regulation schemes. We strongly believe that the 

identified rights and obligations arising from rate regulatory frameworks needs to be 

considered in terms of the Conceptual Framework to determine the nature of the regulatory 

assets and liabilities, if any, that should be recognised related to rate regulatory frameworks or 

schemes.  

 

The starting point should in our opinion be the definitions of assets and liabilities in the 

Conceptual Framework to obtain the appropriate financial reporting treatment. As stated 

before, the rights and obligations arising from general features of rate-regulation needs to be 

considered in the Conceptual Framework project to establish whether adjustments or changes 

to the definitions are needed. Rate-regulation is in our view an appropriate example to test any 

changes to the definitions of assets and liabilities in the Conceptual Framework project and 

what the boundaries of the application of the definitions should be.  

 

The combination of rights and obligations is also a question of the unit of account. We also 

believe that rate regulation could be used to test the application of the unit of account in the 

Conceptual Framework project. An appropriate establishment of the unit of account for rate 

regulated activities would in our view help to resolve the appropriate financial reporting 

treatment. 
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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 believe that deferred regulatory assets and liabilities should only be recognised in 

the financial statements if the deferred assets and liabilities meet the definition of assets and 

liabilities in the Conceptual Framework. The rights and obligations identified in question 7 

should be considered to assess whether any assets or liabilities could be recognised. 

 

With this as background, our specific comment to each approach is as follows: 

 

(i) Intangible asset approach 

 

In principle, we do not agree with the intangible assets approach as the rights and 

obligations derived from rate regulation are not only limited to the nature of intangible 

assets. Although we agree that normally a rate regulation framework provides an entity 

with the right to do business in a specific industry, the regulatory pricing (i.e. rate 

setting) framework also provides other rights and obligations. 

 

Moreover, IAS 38 – Intangible Assets, which is currently a cost-based standard with 

limited revaluation possibilities will, in its current form, not deal with the issues of  

rate regulation. Thus rate regulation is in principle not a valuation issue of an existing 

intangible asset that should be revalued on an annual basis, but an issue whether 

regulatory assets or liabilities should be recognised at the end of each year.  
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(ii) Regulatory accounting requirements 

 

Accepting regulatory accounting requirements will, in our view, be a move away from 

consistency in IFRS, which could trigger other similar requests. We are strongly against 

such an approach. 

 

(iii) Specific IFRS requirement for deferral/acceleration 

 

A conceptual approach should only provide specific IFRS requirements for 

deferral/acceleration of revenue if it meets the Conceptual Framework definitions of 

assets and liabilities.  

 

(iv) Recognition prohibited 

 

We believe that rate regulation schemes differ and could in certain instances create 

deferral/acceleration of revenue that could meet the definitions of assets and liabilities. 

We are therefore against any specific prohibition.  

 

 

Question 8 

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? 

 

The main operational issue is to clearly understand the regulatory framework and the different 

types of schemes. One of the issues with rate regulation is whether the scheme is functioning 

efficiently and whether the rate regulator has the ability to make changes without proper 

consultation or applying the agreed terms. 

 

A further issue is if an intangible asset approach is followed, whether sufficient information is 

available to measure the intangible asset and what the appropriate valuation method should 

be. In addition it is unclear whether or not inflationary effects should be considered in the 

valuation.  

 

 

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. 

 

Recognition of regulatory deferral account balances should not be prohibited, except if they 

do not meet the definition of assets and liabilities. We do not believe that disclosure-only 

requirements will resolve all issues. As stated in our response to question 1, users need to 

understand the effect of rate regulation on the future cash flows of an entity. Investors and 
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lenders need to understand the regulatory framework, the rate regulation schemes and the 

uncertainties and judgements involved. The nature of any regulatory assets or liabilities 

should first be established before any disclosures are established as some should be 

recognised in the financial statements if the deferred assets and liabilities meet the definition 

of assets and liabilities in the Conceptual Framework. 

 

 

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 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. 

 

We agree with the following disclosure objective outlined in paragraph 27 of IFRS 14 – 

Regulatory Deferral Accounts as it meets the disclosure needs of investors and lenders:  

 

 “An entity that elects to apply this Standard shall disclose information that enables 

users to assess: 

(a) the nature of, and the risks associated with, the rate regulation that establishes the 

price(s) that the entity can charge customers for the goods or services it provides; 

and 

(b) the effects of that rate regulation on its financial position, financial performance 

and cash flows.” 

 

However, we believe that the nature of any regulatory assets and liabilities should first be 

established by considering them from a Conceptual Framework perspective before the 

disclosures are identified. However, we believe that IFRS 14 is a good starting point to 

identify the disclosures.  

 

 

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 
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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 recommend that the IASB should assess the nature of regulatory assets and liabilities and 

whether it is provided for by any specific standard. Only when the nature is not provided by 

any specific standards separate presentation would be appropriate. 

 

 

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? 

 

We believe that the main features of rate regulated activities needs to be identified to establish 

the rights and obligations to determine the appropriate financial reporting treatment, which 

should in our view be a conceptual assessment. We agree that the existence of a rate regulator 

whose role and authority is established in legislation or other formal regulations is an 

important feature of rate regulation that should be considered. The main issue is how the 

effect of a third party that influences price schemes should be considered. Once such a 

conceptual assessment is done, the effect on other entities such as co-operatives should be 

considered.  

 

 

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 
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decides to develop proposals for any specific accounting requirements for rate-regulated 

activities? 

 

Principles such as the distinction between intangible assets and financial assets are already 

confirmed in IFRIC 12 – Service Concession Arrangements which could be helpful in this 

project. However, the IFRIC 12 assessment is made at the inception of the contract and is 

only adjusted for agreed modifications or new transactions. In rate regulation, a yearly 

assessment is needed based on the scheme to establish if any regulatory assets or liabilities 

should be recognised, which is, in our view, different from IFRIC 12. 

 

We suggest that the IASB considers the link between IFRS 15 and rate regulation as part of 

this project. The issue is that a third party (the regulator) is involved, which is not a party to 

the revenue contact, but is involved in the pricing mechanism. Therefore the regulated asset or 

liability could not be regarded as a balance on a revenue contract. 

 

We have not identified any circumstances where regulatory assets or liabilities had an effect 

on the accounting of business combinations in terms of IFRS 3 – Business Combinations. The 

reason being that rate regulatory businesses are normally not transferred between entities. 

 

We believe that the impairment effect of cash-generating units subject to rate regulation 

should be considered. One of the issues is whether rate regulatory liabilities should be 

included in the assessment of any cash-generating unit. 

 

There is also a further aspect of rate regulation that should be considered regarding the cash-

generating unit. If one unit of a power station is damaged then the one unit will be considered 

for impairment and the impairment test is simple. However, in practice more complex 

examples are found in rate regulation as discussed below. 

 

In terms of the cost-of-service form of rate regulation, the entity is allowed to recover its 

allowable costs plus a fair and reasonable return. There may be certain customers (e.g. 

industrial) that are cross-subsidising certain other customers (electrification in South Africa) 

due to socio-economic reasons.  When one is looking at only the electrification assets, the 

assets may appear to be impaired but because of applying the rate regulation the 

electrification customers are cross subsidised. The revenue from the cross subsidisation is 

taken into account when considering a possible impairment on the electrification assets. 

Therefore in practice the rate regulation principle is taken into account when considering the 

cash generating unit in terms of IAS 36 – Impairment of Assets. 

 

We recommend that the effect on first-time adopters of IFRS should be reconsidered if a new 

IFRS is issued regarding rate regulatory activities. 
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