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th
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International Accounting Standards Board  

30 Cannon Street 

London EC4M 6XH 

United Kingdom 

E-mail: commentletters@iasb.org 

 

Dear Sir, 

Invitation to comment – Discussion Paper DP/2014/2 – Reporting the Financial Effects 

of Rate Regulation 

The Zambia Institute of Chartered Accountants (The Institute), the national regulator of the 

accountancy profession in Zambia, welcomes the opportunity to provide its views on the 

Discussion Paper on Reporting the Financial Effects of Rate Regulation (DP/2014/2). 

We support the IASB’s efforts to seek stakeholders’ views on: 

(a) what features, if any, distinguish the economic environment in which some rate- 

regulated entities operate; and 

 

(b) whether those features would best be reflected in general purpose financial statements 

by modifying the requirements of International Financial Reporting Standards (IFRS) 

in any way. 

 

Our comments on the proposals in the DP are included in detail in the Appendix to this letter, 

where we have answered the specific questions asked.  

 

The Institute will be ready to respond to any matters arising from the above comments. 

Yours faithfully 

FOR/SECRETARY AND CHIEF EXECUTIVE OFFICER 

 

Chansa A Chiteba 

DIRECTOR STANDARDS & REGULATION 
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Appendix – Responses to the specific questions in the invitation to comment 

 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? 

 

Comment  

a) Rate regulated entities apply for tariff variation for various reasons. As such the motivating 

factor behind the tariff application should be reflected in the financial statements to enable 

stakeholders assess the extent to which the entity has attained the intended performance 

objectives. The reasons include:  

 

i) Implementing capital investment requirements for Customer Base Expansion and System   

Expansion.  

The information to be provided in the statement of financial position includes assets and 

investment that the entity has acquired to enable it expand its infrastructure.  Further, 

management commentary should show the extent to which the entity’s performance has 

improved as a result of infrastructure expansion.     

 

ii) Maintaining Cost-reflective tariffs that will guarantee adequate financial resources to 

maintain existing infrastructure, replace depreciated equipment, and invest in new power 

generating stations and other infrastructure. 

 

The information to be provided in the statement(s) of profit or loss and other comprehensive 

income includes disclosure of revenue component attributed capital asset replacement. 

 

Further, statement of cash flows should show the entity’s ability to collect billed revenue 

from customers and also show the extent to cash collection from customers is able to cover 

operating costs.   

 

iii) Changing Economic Conditions such as  

     a) Inflationary pressure leading to increase in operating and maintenance costs 

     b) Increase in interest rates leading high finance charges  

     c) The need to cushion entity against unavoidable losses induced by exchange losses. 

 

The information to be provided in the management commentary includes level of cost 

coverage that the rate regulated entity has attained during the regulatory period.  

 



b) Investors and lenders will use this information in making investment and lending decisions   

to gauge the rate regulated entity’s financial viability. Para 2.22 rightly alludes to this fact 

that the providers of both debt and equity capital to the supplier need confidence that the rate 

regulation will enable the entity to recover its appropriate costs and to generate sufficient 

returns to cover its cost of capital. We also agree with the assertion that providers of capital 

must have confidence in the entity’s ability to collect the cash generated from the rate-

regulated activities in order to repay borrowings and to pay interest and dividends. This will 

only be possible if information is readily provided in financial statements as we have 

highlighted in our answers above.  

 

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? 

 

Comment  

We are not familiar and hence offer no comment 

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? 

Comment   

We agree with the proposed approach by IASB to focus on a defined type of rate regulation. 

We note that both Sections 1 and 4 asserts that a wide range of responses to the RFI suggest 

that the defined type of rate regulation is reasonably representative of other types of rate 

regulations. Para 4.2 also confirms that the defined rate regulation incorporates a number of 

features that are common to a wide variety of rate-regulatory schemes around the world.  

 

We further hold the view that through balancing the needs of the customers to purchase 

essential goods or services at a reasonable price with the needs of the entity to attract capital 

and remain financially viable, this approach creates a combination of rights and obligations 

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

 

 



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? 

 

Comment 

a) We agree that market regulation does not create a significantly different economic 

environment warranting developing any specific accounting requirements. 

b) Market regulation may impose specific benchmarks such as capping the price per unit of 

service and service conditions on the suppliers in order to maintain the quality and 

availability of supply. This approach limits the entity’s ability improve profitability to either 

cost reduction or price reduction to gain market share and increase the volume of sales.  On 

this score our view is that the IASB should develop specific disclosure requirements to allow 

users of the financial statements to appreciate the profit maximisation strategy that the 

entity’s management is pursuing.  

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. 

 

Comment 

a) As noted under Question 3 our position is that the description of defined rate regulation 

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



b) As pointed out in Para 1.13, we feel the defined rate regulation is generic in nature and 

reasonably captures elements of both cost-of-service regulation and incentive-based 

regulation which are the two broad categories of rate regulations. Therefore, we concur with 

view that further modification of features to include or exclude particular types of rate-

regulatory schemes and rate-regulated activities within the scope of defined rate regulation 

will make it difficult develop a consensus on accounting principles, because the rights and 

obligations created by different types of rate regulation vary widely. 

c) We are not aware of any additional features and thus offer no further comment. 

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? 

 

Comment 

a) We deduce from Para 4.62 to 4.75 and the industry practice that the rights and 

obligations of the rate-regulated entity, the rate regulator and the customers are usually 

enshrined and enforced through the application of the terms and conditions set out in the 

rate regulations, legislation, licence, regulatory agreement and terms of service. 

Therefore, we are of the view that there are no any additional rights and obligations which 

IASB should consider.  

b) We wish to agree with the sentiments in para 4.67, 4.68 and 4.71 that the combination of 

rights and obligations described does not warranty developing specific accounting 

guidance. This is because these regulatory rights and obligations are found in many 

competitive environments and, therefore, are not exclusive to entities that are subject to 

defined rate regulation. We also feel there are adequate accounting guidance available to 

address all rate regulatory rights and obligations.  

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. 

 

Comment   

a) We think that the approach prohibiting the recognition of regulatory deferral account 

balances would best portray the financial effects of defined rate regulation in IFRS 

financial statements. As indicated in para 5.92 we agree with the assertion that the 

involvement of a rate regulator in establishing a pricing framework does not provide 

compelling support for changing the timing of recognition of costs and revenue from the 

timing that would otherwise be reported in accordance with general IFRS requirements.  

 

      Like any other business, rate regulated entity’s revenue should only be recognised when 

the rate-regulated goods or services are delivered to customers, using the regulated rate 

per unit that is applicable at the time that the goods or services are delivered. We believe 

this approach is consistent with IFRS 15 requirement to recognise revenue when or as the 

entity satisfies a performance obligation. We also feel that at the point of delivery the 

entity will have transferred all the risks and rewards of the product or service to the 

customer as previously required in IAS 18 Revenue. 

 

b) No comment 

c)  No comment 

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? 

 

Comment  

No and no further comment 

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. 

Comment 

We are of the view that if IASB prohibits recognition of regulatory deferral account balances 

in IFRS financial statements, specific disclosure requirements should be developed. As 

highlighted in Para 2.25, investors and lenders will require relevant information to help 

them:  

a) Better understand the rate-regulatory factors that affect the amount, timing and certainty of 

the revenue, profit and cash flows related to an entity’s rate-regulated activities;  



b) Better understand the relationship between the results reported to the rate regulator and the 

results reported in financial statements in accordance with general IFRS requirements; and  

c) Distinguish between variability in performance that is adjusted through the rate-regulatory 

mechanism from variability for which there is no regulatory adjustment. 

 

According to Para 2.5 Investors and Lenders want this information to assess an entity’s 

prospects for future net cash inflows, the resources of the entity, claims against the entity and 

how efficiently and effectively the entity’s management and governing board have 

discharged their responsibilities to use the entity’s resources. 

 

Further Para 4.55 indicates that Investors and Lenders in rate-regulated entity want to make 

informed decisions to avoid facing the prospect of not recovering their risk-adjusted cost of 

capital over the life cycle of the assets in which they have invested, or lenders risk not 

recovering their principal and interest.  

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. 

Comment   

a) Both Para 6.21 and 2.24 indicates that the current requirements of IFRS 14 meet the 

information needs of investors and lenders. This is confirmed by the feedback that 

investors, lenders, analysts and regulators consider financial statements to valuable source 

of information due to their availability and credence derived through the independent 

audit process. The IASB further concludes in para 2.24 that the combination of the IFRS 

14 presentation requirements and the qualitative and quantitative disclosure requirements 

provide users of the financial statements with relevant information.  

 

We also think that the disclosure requirements of IFRS 14 adequately address the information 

needs of the investors and lenders.  

 

b) We think that disclosure requirements of IFRS 14 that borders on publicly available 

information should be omitted to reduce compliance cost and information overload. Rate 

regulation is transparent in most jurisdictions as such details relating to rate-setting 



process, the entity’s rate application and the rate-regulator’s determination of the rate is in 

the public domain and may not be necessary to be included in the Financial Statements. 

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? 

Comment  

If the IASB develops specific accounting requirements for regulatory deferral account 

balances separate presentation required by IFRS 14 will be advantageous to avoid rate 

regulatory recognition criteria conflicting with other accounting standards.  For instance IAS 

16 does not permit indirect overheads to be included in the cost of an asset whereas for 

regulatory purposes these are included. Therefore separate presentation will provide users 

information on true financial performance and position of the entity.        

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? 

 

Comment   

In Para 3.2 and throughout Section 4 it has been established that the existence of a rate 

regulator to impose control over the setting of prices that can be charged to customers for 

services or products and ensure a balance of needs of customers and the rate-regulated entity 

is key a feature of defined rate regulation. The Discussion Paper further indicates that this 

regulatory framework applies in environments where the customers have little or no choice 

but to purchase the goods or services from the rate-regulated entity. The paper concludes that 



this type of rate regulation creates rights and obligations that are enforceable on the rate-

regulated entity and the rate regulator. From the foregoing, we therefore think that this is a 

necessary condition in order to create enforceable rights or obligations. 

We think that if co-operatives or similar entities, which operate under self-imposed rate 

regulation, have the same features as defined rate regulation they should also be included 

within defined rate regulation. However, the inclusion should be conditional upon being 

subject to formal oversight from a government department or other authorised body.  

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 decides to develop proposals for any specific accounting requirements 

for rate-regulated activities? 

 

Comment  

No comment 


