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21 January 2015 

 

Mr Hans Hoogervorst 

Chairman 

International Accounting Standards Board 

1
st
 Floor 30 Cannon Street 

London EC4M 6XH 

United Kingdom 

 (By online submission) 

 

Dear Hans 

 

RESPONSE TO DISCUSSION PAPER ON REPORTING THE FINANCIAL 

EFFECTS OF RATE REGULATION 

 

The Singapore Accounting Standards Council appreciates the opportunity to comment on the 

Discussion Paper on Reporting the Financial Effects of Rate Regulation (the DP) issued by 

the International Accounting Standards Board (the IASB) in September 2014.  

 

On a whole, we are supportive of the IASB’s research project on rate regulation. We 

appreciate the concerns that the established practice of not recognising regulatory deferral 

account balances (regulatory balances), which has developed due to the lack of specific 

guidance in IFRS on rate regulation, might not faithfully represent the financial effects of rate 

regulation with certain features, or provide useful information about the amount, timing and 

certainty of future cash flows from such rate regulation. Although entities could address the 

user information needs through additional disclosures, we believe that disclosures cannot, and 

should not, be a substitute for proper accounting. Besides, there is an ongoing debate about 

whether disclosures in the financial statements of information that is considered as non-

compliant with the requirements of IFRS would be appropriate or not. 

 

Moreover, the timing of the project could not be more apt, given that the IASB is undertaking 

a review of the Conceptual Framework for Financial Reporting (Conceptual Framework). As 

the IASB develops its latest thinking on the Conceptual Framework project, it is timely to 

reconsider whether the potential changes to existing definitions and concepts could help the 

IASB in resolving some of the complex issues, and reaching a different conclusion, on the 

accounting for regulatory balances to more faithfully represent the financial effects of rate 

regulation. 

 

In addition, we support the IASB’s approach of exploring specific features of rate regulation 

that create distinguishable rights and obligations for which specific accounting requirements 

A S C 

ACCOUNTING STANDARDS COUNCIL 
SINGAPORE 
SINGAPORE 



 

 
Address: The Secretariat, Accounting Standards Council, 

10 Anson Road, #05-18, International Plaza, Singapore 079903. 

Website: www.asc.gov.sg Email: MOF_Feedback_ASC@mof.gov.sg Fax: (65) 6226 3386 

 
Page 2 of 17 

 

should be developed, and identifying the appropriate accounting principles for such rights 

and obligations. It is also important that IASB considers whether and how the application of 

these accounting principles should be confined to the specific combination of rights and 

obligations for which they are intended to faithfully represent, without being prescriptive. 

 

Specifically on the suggested description of defined rate regulation (DRR), we think that the 

IASB is in the right direction of identifying the relevant features of rate regulation that create 

distinguishable rights and obligations for which specific accounting requirements might be 

appropriate. In particular, we think that one of the most important features of DRR is an 

enforceable right to a determinable amount of allowable revenue in exchange for fulfilling an 

enforceable obligation to perform specified rate-regulated activities. It is this combination of 

rights and obligations that distinguishes DRR from other types of rate regulation and has the 

potential to meet the definition of assets and liabilities. On the other hand, we see more merits 

in describing the remaining features as merely indictors of such distinguishing rights and 

obligations, on the basis that those features support the need for rate regulation and the design 

of the rate regulator mechanism, but may not be necessary for the creation of rights and 

obligations that are distinguishable from those arising from other commercial activities. 

 

From the Conceptual Framework perspective, we think that regulatory balances arising from 

DRR have the potential of meeting the definition of assets or liabilities under the IASB’s 

latest thinking on the Conceptual Framework project. Specifically, it could be argued that any 

shortfall in amounts billable to customers represents a right of recovery that is capable of 

producing economic benefits in the form of an increase in economic benefits that would have 

been otherwise generated from future supply of goods or services; it is only conditional on 

the entity continuing to perform the remaining rate-regulated activities, the occurrence of 

which is within the control of the entity. Conversely, any excess in amounts billable to 

customers represents a present obligation of the entity to be settled through a reduction in 

economic benefits that would have been otherwise generated from future supply of goods or 

services, and for which the entity has no practical ability to avoid settlement. On these 

grounds, we see little merits in prohibiting the recognition of regulatory balances arising from 

DRR. 

 

In terms of the possible approaches to accounting for regulatory balances, we do not support 

approaches that create artificial departures from existing IFRS requirements, such as applying 

the component accounting in IAS 16 Property, Plant and Equipment by analogy, reporting 

using regulatory accounting requirements, or deferring/accelerating the recognition of costs. 

In contrast, we think that there are merits in deferring/accelerating the recognition of revenue 

or a combination of costs and revenue. That said, one of the key challenges is a need for the 

IASB to consider whether or not the recognition of revenue from DRR should be included 

within the scope of IFRS 15 Revenue from Contacts with Customers. We also remain open to 

exploring the revaluation model to recognising the package of rights and obligations as an 

intangible asset, but we do have concerns about the conceptual and practical issues of 

reporting resulting changes in the value of the regulatory licence. We therefore recommend 

that the IASB should perform further analysis on these approaches and conduct targeted 

outreach on whether these approaches are operational.  
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Our comments on the specific questions in the DP are as follows:  

 

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? 

 

 

We can appreciate the feedback received by the IASB that information, which distinguishes 

variability in performance that is adjusted through the rate regulatory mechanism from 

variability that is not, is relevant to users of financial statements in making decisions about 

providing resources to the entity. A key distinguishing feature of rate-regulated activities is 

the lack of discretion on the part of the rate-regulated entity to adjust prices, volume and/or 

capital expenditure under the rate regulatory mechanism, to enter or exit markets, or to 

reallocate resources amongst markets, in response to changing market conditions. This would 

not only have an impact on the financial position and performance, but also affect the amount, 

timing and certainty of future cash flows and returns on capital in respect of rate-regulated 

activities vis-à-vis other commercial activities. Therefore, we think that information about 

future cash flows, financial sustainability and regulatory stability would be similarly relevant 

to users of financial statements. 

 

Building on the above analysis, we think that the following information would be relevant, 

irrespective of the accounting requirements for the rate regulatory mechanism: the objectives 

of rate regulation, the legislation or regulations governing rate regulation, the rate regulatory 

mechanism, enforceable rights and obligations under the rate regulatory mechanism, risks 

and uncertainty in future cash flows resulting from rate regulation, and the regulatory stability 

(e.g. deferring increases in the regulated rate under unfavourable economic conditions, and 

future plans for regulatory changes such as increased competition, deregulation, or changes in 

the rate regulatory mechanism). 
 

The above information aside, we think that there are merits in the recognition of regulatory 

balances and related items of income and expense for rate regulation with certain features. 

This could be the case for rate regulation that creates enforceable rights and obligations for an 

entity to receive a determinable amount of allowable revenue in exchange for undertaking 

specified rate-regulated activities. Such an accounting could lead to a more faithful 

representation of the entity’s rights and obligations at each reporting date and the returns that 

the rate regulatory mechanism is designed to generate for rate-regulated activities performed 



 

 
Address: The Secretariat, Accounting Standards Council, 

10 Anson Road, #05-18, International Plaza, Singapore 079903. 

Website: www.asc.gov.sg Email: MOF_Feedback_ASC@mof.gov.sg Fax: (65) 6226 3386 

 
Page 4 of 17 

 

during the reporting period. Otherwise, timing differences between when the entity is entitled 

to consideration for rate-regulated activities that it has performed and when the entity could 

bill customers for such consideration, could lead to artificial profit or loss volatility, and 

inaccurate representation with respect to sustainability, particularly when the rate regulatory 

mechanism is designed to generate a targeted rate of return. For these types of rate regulation, 

relevant information could also include the amount and nature of costs that would not be 

recoverable through the rate regulatory mechanism as well as the amount of allowable 

revenue that would be recovered (or settled) in the future and the timing of such recovery (or 

settlement). 

 

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 not familiar with financial statements that recognise regulatory deferral account 

balances as regulatory assets or regulatory liabilities, given that Singapore Financial 

Reporting Standards are substantially the same as IFRS.  

 

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 support the IASB’s approach of focussing, as a start-point, on a generic type of rate 

regulation that is reasonably representative of the type of rate regulation that creates a 

combination of rights and obligations that is distinguishable from those arising from other 

commercial activities. This is because we recognise the existence of a wide variety of rate 

regulation frameworks, each with features that create rights and obligations that differ from 

other rate regulation frameworks, and also from other commercial activities. This approach 

allows more targeted discussions on how these distinguishing rights and obligations affect the 

financial position, performance and cash flows of rate-regulated activities, which accounting 

principles would most appropriately reflect such rights and obligations, and whether specific 

accounting requirements should be developed. 
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We note that the IASB’s focus on the generic type of rate regulation is not intended to define 

permanently the scope of this project. If the IASB were to decide that specific accounting 

requirements should be developed for this generic type of rate regulation, a consequential 

issue that would require further analysis is whether these accounting requirements should be 

applied only if the specific combination of distinguishing rights and obligations exists, or so 

long as when some (or any) of those rights and obligations exist. Notwithstanding our belief 

that IFRS accounting requirements should be principle-based, we think that this specific 

combination of rights and obligations is what distinguishes them from other rights and 

obligations, and in itself forms the basis for supporting the specific accounting requirements. 

This suggests that applying these accounting requirements to other rate regulation that creates 

some (or any) of these rights and obligations might not necessarily be appropriate. It is 

therefore important for the IASB to consider how the application of these accounting 

requirements should be confined to those rights and obligations for which they are intended 

to faithfully represent, without being prescriptive.  

 

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? 

 

 

We can appreciate that ‘market’ rate regulation does not create an economic environment that 

differs significantly from other commercial activities, in that entities under ‘market’ rate 

regulation have considerable discretion to adjust prices, volume and/or capital expenditure in 

response to changing market conditions, not very unlike other entities whose ability to 

increase prices is naturally constrained by market forces. In theory, existing IFRS 

requirements should be sufficient to enable the faithful representation of the financial 

position, performance and cash flows arising from ‘market’ rate-regulated activities. 

 

Nonetheless, we think that the existence of a price cap is a feature of rate regulation that 

would be relevant to an understanding of the financial position, performance and cash flows 

in respect of the operations in a regulated environment. Hence, we see merits in the inclusion 

of ‘market’ rate regulation within the scope of disclosure requirements to provide information 

as set out under Question 3 above.  
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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. 

 

 

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? 

 

 

We think that the description of DRR has the potential to capture within its scope an 

appropriate population of rate regulation schemes that create a combination of distinguishable 

rights and obligations for which specific accounting requirements might be appropriate. More 

importantly, we think that the IASB is in the right direction of identifying the relevant 

features of rate regulation that create such distinguishable rights and obligations.  

 

For the purpose of considering the recognition of regulatory balances, we think that one of 

the most important features of DRR is an enforceable right to a determinable amount of 

allowable revenue in exchange for fulfilling an enforceable obligation to perform specified 

rate-regulated activities.  
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When a rate regulatory mechanism provides assurance on a determinable amount of 

allowable revenue, an entity would be entitled to the allowable revenue for rate-regulated 

activities that it has performed, so long as the entity continues to perform its remaining 

obligations under the rate regulation. This entitlement is not negated by the fact that the 

mechanism prescribes when the entity could receive its entitled consideration through billings 

to the customers. Besides, the mechanism to recover this entitlement through customer 

billings, and by means of the regulated rates, creates a linkage between the rate-regulated 

activities that the entity performs under the rate regulation and the customer contracts on the 

provision of regulated goods or services, in the form of binding regulated rates that the 

customers must accept. In the absence of such an assurance, an entity would only earn its 

entitlement to consideration in exchange for performing the rate-regulated activities as and 

when the regulated goods or services are transferred to the customers. In such circumstances, 

the economic environment is not significantly different from those of other commercial 

activities that are subject to regulatory requirements imposed by the government. 
 

For the assurance on a determinable amount of allowable revenue to be substantive, the rights 

and obligations of the rate-regulated entity and the regulator must be enforceable not only 

between the rate-regulated entity and the regulator, but also on the customers to accept the 

regulated rates as binding. We think that the following factors should be considered in 

determining the enforceability of the rights and obligations: judicial enforceability of the 

regulation governing the rate regulatory mechanism (e.g. whether there is legal precedent of 

the court overriding the regulation), regulatory stability (e.g. whether the rate regulatory 

mechanism is prone to changes due to political influence), veto powers of the regulator (e.g. 

whether the regulation confers on the regulator the power to approve or reject adjustments to 

the regulated rates and whether this power represents a substantive or protective right), and 

terms of exit clauses (e.g. likelihood of non-renewal of the license and whether the entity has 

the right or obligation to recover or settle any regulatory balances at the end of the regulatory 

period).  

 

The above key feature aside, we agree that the remaining features of DRR as described under 

paragraph 4.4(a) – (c) of the DP are typically present in those rate regulation schemes that the 

description of DRR is intended to capture. However, we think that these features support the 

need for rate regulation and the design of the rate regulator mechanism, but may not be 

necessary for the creation of rights and obligations that are distinguishable from those arising 

from other commercial activities. Hence, we see more merits in describing these features as 

merely indictors that a rate regulatory mechanism creates an enforceable right to a 

determinable amount of allowable revenue in exchange for fulfilling an enforceable 

obligation to perform specified rate-regulated activities. Otherwise, there are risks that, 

simply because some of these features are unclear, a particular type of rate regulation, which 

DRR intends to capture, would be scoped out of accounting requirements that provide a 

better representation of its economic substance. 
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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 think that there are merits in deferring/accelerating the recognition of revenue or a 

combination of costs and revenue, and remains open to exploring the revaluation model to 

recognising the package of rights and obligations as an intangible asset. We recommend that 

the IASB should perform further analysis on these approaches and conduct targeted outreach 

on whether these approaches are operational. 

 

Definition of assets and liabilities 

 

From the Conceptual Framework perspective, we think that regulatory balances arising from 

DRR have the potential of meeting the definition of assets or liabilities under the IASB’s 

latest thinking on the Conceptual Framework project. In particular, the Discussion Paper for 

the Conceptual Framework project suggested modifications that refocus the definitions on the 

existence of economic resources or obligations (i.e. capable of generating inflows or outflows 

of economic benefits), rather than an expectation or the probability of inflows or outflows of 

economic benefits. 

 

Under DRR, the rate-setting mechanism ensures that the entity earns no more, and no less, 

than the amount of allowable revenue to which it is entitled for performing the specified rate-

regulated activities. Economically, the entity has earned its entitlement to an amount of 

allowable revenue for the rate-regulated activities it has performed, and any shortfall in 

amounts billable to customers represents a right of recovery through future increases in the 

regulated rates for goods or services to be delivered in the future. This right represents a 

present economic resource that the entity controls because it is capable of producing 
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economic benefits (i.e. in the form of an increase in economic benefits that would have been 

otherwise generated from the provision of goods or services in the future); it is only 

conditional on the entity continuing to perform the remaining rate-regulated activities, the 

occurrence of which is within the control of the entity. We note that a similar concept exists 

in IFRS 15, in that contract assets meet the definition of an asset, even though the entity’s 

right to consideration in exchange for goods or services transferred to a customer is 

conditioned on something other than the passage of time (e.g. the entity’s future 

performance). 

 

Conversely, any excess in amounts billable to customers represents a present obligation of the 

entity to be settled through a reduction in economic benefits that would have been otherwise 

generated from the provision of goods or services in the future, and for which the entity has 

no practical ability to avoid settlement. Although the settlement of this obligation does not 

strictly result in a transfer of economic resources, there are no substantive differences in the 

economic substance between a transfer of economic resources that results in an outflow of 

economic benefits and a reduction in an inflow of economic benefits. As such, we think that 

the IASB could consider modifying the definition of liabilities to be sufficiently broad to 

capture all forms of settlement that have similar economic substance as a transfer of 

economic resources. 

 

Moreover, we think there is a chance that some of the issues raised in previous debates on the 

recognition of regulatory balances could be somewhat resolved under this project. The 

previous debates had focused on the entity’s generic right (or obligation) to increase (or 

decrease) future rates, which the IFRS community generally believes does not create a 

resource that the entity controls (or a present obligation) because the recovery of deferred 

costs (or the refund of unearned revenue) is conditional on future sales. Besides, the current 

definition of assets and liabilities in the Conceptual Framework focuses on an expectation of 

an inflow or outflow of economic benefits, which creates a hurdle for the recognition of 

deferred costs or revenue. We therefore think that the IASB’s current focus on DRR – 

particularly its mechanism that ensures the entity earns no more and no less than the 

allowable revenue – in conjunction with the suggested modification to the definition of assets 

and liabilities under the Conceptual Framework project, has the potential to address some of 

these conceptual issues.  

 

In addition, we are inclined to disagree that the right (or obligation) to increase (or decrease) 

the rate chargeable for future sales merely constitutes a possible future asset (or liability), and 

the existence of an asset (or a liability) will only be confirmed by the occurrence of a 

sufficient volume of future sales. We think that this view might not align well with the 

suggested modification to the definition of assets and liabilities. This is because the right to 

increase the regulated rates in the future results from past events, which is the performance of 

specified rate-regulated activities, and is capable of generating inflows of economic benefits. 

Conversely, the obligation to decrease the regulated rates in the future results from the entity 

billing the customers before specified rate-regulated activities have been performed, and for 

which the entity has no practical ability to avoid settlement. The Discussion Paper for the 

Conceptual Framework project also suggested that the probability of an inflow or outflow of 

economic benefits is not relevant to the definition or recognition assessment, but rather is a 

measurement consideration. 
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Approach A – Recognition of intangible asset 

 

We can see some merits in the revaluation model, i.e. to modify IAS 38 Intangible Assets to 

permit the revaluation of regulatory licence in the absence of an active market. In particular, 

this method would allow changes in the value of the regulatory licence, arising from the right 

or obligation to increase or decrease future prices, to be recognised without having to address 

whether this right or obligation represent an economic resource or an obligation that is 

separable from the underlying regulatory licence.  

 

However, we share the concerns in the DP about the conceptual and practical issues of 

reporting changes in the value of the regulatory licence. We agree that these changes could 

incorporate changes in the value of internally generated goodwill, and that reporting these 

changes would not align well with the fundamental principle that general purpose financial 

statements are not designed to show the value of the entity. We also appreciate that these 

changes could be attributable to many factors other than the right or obligation to adjust 

future rates, and hence, might not provide relevant information about the financial effects of 

rate regulation and the variability that is adjusted through the rate-setting mechanism.  

 

Besides, recognising changes in the value of the regulatory licence in other comprehensive 

income, without subsequent recycling to profit or loss, would create accounting mismatches, 

and more fundamentally, bring into question the appropriateness of expanding the scope of an 

accounting requirement that is inconsistent with the IASB’s latest thinking on other 

comprehensive income. We also have reservation about presenting in profit or loss only 

changes that are attributable to the rate-setting mechanism. If the IASB were to continue 

exploring the method, we think that a more conceivable solution could be to modify IAS 38 

to require all changes in the value of the regulatory licence to be recognised in profit or loss. 

This approach has more conceptual merits and would eliminate the complexity of separating 

changes related to the rate-setting mechanism from other changes in value.  

 

Furthermore, we are considerably less supportive of applying the revaluation model only to 

components of the regulatory licence, representing the entity’s right or obligation to adjust 

future rates. At the heart of our concerns about the complexity of separating the resulting 

changes from other changes in value, it is unclear whether the right or obligation to adjust 

future rates is indeed separable from the underlying regulatory licence to justify its 

recognition, measurement and presentation as a separate unit of account. As a consequence, it 

is also unclear as to the nature of the intangible asset when an obligation to decrease future 

rates gives rise to cumulative negative changes in value.  

 

With regard to the alternative model of analogising the component accounting under IAS 16, 

we do not support this model because each successive layer of capitalised components 

represents neither costs of acquiring an identifiable component of the regulatory licence nor 

costs of adding to, or replacing part of, the regulatory license. We also share the concern that 

the amortisation requirement, which is intended to reflect the expected consumption of an 

asset’s economic benefits, does not seem suited to reflecting originating differences that 

could be negative (i.e. an obligation to decrease future rates). 
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Approach B – Reporting using regulatory accounting requirements 

 

We consider the reporting of DRR using regulatory accounting requirements to be 

inappropriate. We disagree, in principle, with creating exceptions to the principles and 

requirements of IFRS only to accommodate regulatory reporting. This approach lacks 

conceptual merits, impairs comparability of financial statements, and risks producing 

information that is not suited for general purpose financial statements. We are also concerned 

about its implications on other regulated activities, such as the consideration of prudential 

regulation in the expected credit losses model for financial institutions, and are wary that this 

approach would open the floodgates for future departures from the principles and 

requirements of IFRS to accommodate regulatory reporting.  

 

Approach C – Deferring/accelerating the recognition of costs and/or revenue 

 

We think that there are merits in deferring/accelerating the recognition of revenue (Revenue 

Adjustment approach) or a combination of costs and revenue (Combination approach). In 

particular, we think that these models have the potential of faithfully representing the rights 

and obligations under DRR as well as providing relevant information about the amount, 

timing and certainty of future cash flows. In contrast, we do not have much support for 

deferring/ accelerating the recognition of costs (Cost Adjustment approach). 

 

In terms of the Revenue Adjustment approach, we think that such an approach to revenue 

recognition would lead to more faithful representation of the rate regulatory mechanism. This 

is because the rate regulatory mechanism assures an entity of a determinable amount of 

allowable revenue in exchange for performing the specified rate-regulated activities, which 

include indirect activities that support the delivery of regulated goods or services to 

customers and other objectives of the regulator, but do not in themselves result in the transfer 

of any goods or services to the customers or the regulator. Besides, we are not convinced that 

the Revenue Adjustment approach is necessarily less appropriate for indirect activities that 

result in changes to the entity’s property, plant and equipment that are used in rate-regulated 

operations, even though we agree that the entity should not be entitled to a consideration 

simply for enhancing its own assets. This is because we think that the most relevant activity 

is the consumption of additional economic benefits that result from changing the asset, rather 

than changing the asset per se, which would generate benefits to the customers only when the 

asset is used to deliver regulated goods or services to the customers. On this basis, we think 

that the Revenue Adjustment approach is not precluded from faithfully representing such 

indirect activities, if the entity is considered to have performed only when the economic 

benefits embedded in the asset are consumed for the delivery of regulated goods or services 

to the customers, which ought to align with the depreciation of the asset under existing IFRS 

requirements. 

 

Furthermore, we see merits in recognising the resulting regulatory balances to reflect the 

entity’s right (or obligation) to recover (or settle) amounts that arise from timing differences 

between when consideration is earned and when it could be billed to customers, on the basis 

that these amounts are akin to accrued revenue (or unearned revenue). We also think that the 

recognition of costs incurred in performing the rate-regulated activities in accordance with 

existing IFRS requirements would be conceptually superior to the deferral of costs to match 
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revenue recognised from the delivery of goods or services to the customers under the Cost 

Adjustment approach. 

 

Notwithstanding the above, we think that one of the key challenges to the Revenue 

Adjustment approach is its interaction with IFRS 15. In particular, there is a need for the 

IASB to consider whether or not the recognition of revenue from DRR should be included 

within the scope of IFRS 15. Depending on the conclusion, the IASB would have to 

determine the required modifications to IFRS 15 without conflicting with the principles 

therein, or to justify why revenue recognition from DRR should be excluded from the scope 

of IFRS 15. 

 

On the above interaction issue, we think there are merits in excluding DRR from the scope of 

IFRS 15. Under DRR, the entity has a regulatory obligation, in return for a right to receive 

consideration from the customers, to perform specified activities that do not involve the 

transfer, but are essential to the delivery, of regulated good or services to customers. We 

think that this regulatory obligation would distinguish DRR from other contracts with 

customers for which activity-based revenue recognition could be considered. Besides, we are 

concerned that accounting issues could arise if IFRS 15 were to be applied to DRR because 

the regulatory obligation to perform specified indirect activities does not align well with the 

‘control’ notion of transfer. 

 

With regard to the Combination approach, we appreciate that applying the requirements of 

the Cost Adjustment approach only to differences in the requirements for capitalising the 

costs of assets, such as property, plant and equipment, could be an alternative approach to the 

pure Revenue Adjustment approach. However, we think that the Combination approach 

might add complexity, and hence, cost-benefit analysis would be an important aspect of 

further work on this project. 

 

In terms of the Cost Adjustment approach, we do not have much support for this model 

because of our concerns with the following conceptual issues:  

(a) The amount billed to customers and the reported costs would not faithfully represent 

the consideration to which the entity is entitled and the costs incurred, respectively, for 

the rate-regulated activities that an entity has performed in a reporting period. This is 

because recognising revenue based on the regulated rate for each customer contract 

disregards the fact that the regulated rates are closely related and have been smoothed 

by the rate regulatory mechanism. Moreover, deferring/accelerating the recognition of 

incurred costs appears to be a departure from existing IFRS requirements that is merely 

motivated by the matching principle. We think there is no compelling reason for such a 

departure, given that DRR does not change when those costs were incurred. 

(b) It is unclear as to the nature of the regulatory asset or the past event that has given rise 

to the regulatory liability. The regulatory asset is conceptually not deferred costs since 

they would unlikely meet the definition of an asset, but is also not a right of recovery 

since the entity has a right to recover both the incurred cost and the allowable return on 

those costs. On the other hand, the regulatory liability arises because the regulated rate 

provides consideration, through current and future transfers of rate-regulated goods or 

services to the customers, for rate-regulated activities that the entity would perform 

only in the future. It is unclear how each successive transfer of rate-regulated goods or 
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services to the customers, together with the regulated rate, could be regarded as a past 

event that creates a present obligation on the entity to perform an incremental 

proportion of rate-regulated activities to which the regulatory liability relates. 

 

Besides, the Cost Adjustment approach does not appear suitable for incentive-based elements 

because the consideration that the entity is entitled to earn as a reward, or required to forfeit 

as a penalty, is typically not directly related to the amount of costs incurred by the entity. 

Hence, we are concerned that deferring/accelerating the recognition of incurred costs in profit 

or loss, to match the effects of incentive or penalty adjustments, is unlikely to faithfully 

represent the financial effects of DRR. 

 

Approach D – Prohibiting the recognition of regulatory balances 

 

We do not see much merit in prohibiting the recognition of regulatory balances arising from 

DRR. One of the primary reasons is that we think these regulatory balances have the potential 

of meeting the definition of assets or liabilities under the IASB’s latest thinking on the 

Conceptual Framework project (refer to the ‘definition of assets and liabilities’ sub-section 

above). Consistent with our comments on the Discussion Paper for that project, we support 

the recognition of regulatory balances, if and only if they meet the definition of assets or 

liabilities, unless recognition would provide information that is not relevant (or not 

sufficiently relevant to justify the cost) or no measure would result in the faithful 

representation of the rights and obligations in respect of the determinable amount of 

allowable revenue (or a sufficiently faithful representation to justify the cost). In addition, we 

appreciate the concerns that prohibiting the recognition of regulatory balances might not 

faithfully represent the financial effects of DRR, and could lead to the omission of useful 

information about the amount, timing and certainty of future cash flows.  

 

Besides, we are not convinced by the argument that specific accounting requirements should 

be precluded since rate regulation does not have a significant distinguishing economic impact 

when compared to a competitive market. Although we can appreciate this argument for many 

types of rate regulation, we think it is the combination of rights and obligations under DRR, 

in particular to recover a determinable amount of allowable revenue in exchange for 

performing specified rate-regulated activities, that distinguishes DRR from other types of rate 

regulation and has the potential to meet the definition of assets and liabilities. It is also on this 

premise that we think it is important for the IASB to consider how the application of any 

specified accounting requirements should be confined to those rights and obligations for 

which they are intended to faithfully represent. 

 

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? 

 

 

Except as mentioned elsewhere in our comments, we are not aware, at this stage of the 

project, of other significant operational issues that the IASB would need to consider if 

specific accounting guidance or requirements were to be developed.  
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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. 

 

 

As mentioned in our comments under Question 7 above, we do not see much merit in 

prohibiting the recognition of regulatory balances arising from DRR, and hence, we think that 

disclosure-only requirements cannot be a substitute for appropriate accounting requirements. 

That said, we consider certain information, such as those mentioned under Question 1 above, 

to be relevant for all types of rate regulation, irrespective of the accounting requirements. 

Therefore, we encourage the IASB to develop disclosure requirements that would provide 

relevant information about the effects of rate regulation on the financial position and 

performance as well as the amount, timing and certainty of future cash flows in respect of 

rate-regulated activities. 

 

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 see merits in the qualitative and quantitative disclosure requirements of IFRS 14 

Regulatory Deferral Accounts, and consider them to be a good starting point for the 

development of specific disclosures for DRR that would provide relevant information to help 

users of financial statements to: 

 better understand the relationship between the results reported for rate regulation and 

the results reported in financial statements; 
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 distinguish variability in performance that is adjusted through the rate-regulatory 

mechanism from variability for which there is no regulatory adjustment; and 

 more readily predict the amount, timing and certainty of future cash flows related to 

rate-regulated activities. 

 

Notwithstanding the above, we acknowledge that it is premature to assess the effectiveness of 

the disclosure requirements of IFRS 14, considering that IFRS 14 would only become 

effective for first IFRS financial statements that are for a period beginning on or after 1 

January 2016. Therefore, we strongly encourage the IASB to perform targeted outreach to 

identify additional disclosures, or existing IFRS 14 disclosures that should be modified, so as 

to achieve the above objectives without undue costs and burden to the reporting entities.  

 

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? 

 

 

On a whole, we are not convinced that the rate regulatory economic environment in itself 

would necessarily warrant a differentiated presentation in the financial statements. We think 

that comparability could be achieved, both amongst entities that engage in rate-regulated 

activities and with entities that do not, if the specific accounting requirements are applied 

only to those types of rate regulation that create distinguishing rights and obligations for 

which the specific accounting requirements are designed to faithfully represent. Furthermore, 

as mentioned in our comments under Question 7 above, we do not support accounting 

approaches that create artificial departures from existing IFRS requirements, such as 

reporting using regulatory accounting requirements or the Cost Adjustment approach to 

recognising regulatory balances. Following from the same line of reasoning, we similarly do 

not support a differentiated presentation approach, which in itself represents a departure from 

existing IFRS requirements, merely to allay concerns about reduced comparability that results 

from inappropriate accounting. 

 

Instead, we think that the presentation of regulatory balances in accordance with existing 

principles in IAS 1 Presentation of Financial Statements (e.g. the presentation of additional 

line items or further sub-classifications of line items when such presentation is relevant to an 

understanding of the financial position and performance), and supplemented by disclosures of 

additional information about rate regulation as mentioned under Question 1 above, has the 
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potential to provide relevant information about the effects of rate regulation on the financial 

position and performance as well as the amount, timing and certainty about future cash flows 

in respect of rate-regulated activities. 

 

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 do not support an explicit inclusion, within the scope of DRR, of self-regulation that has 

the same features as DRR. As mentioned in our comments under Questions 5 and 6 above, 

we think that one of the most important features of DRR is an enforceable right to a 

determinable amount of allowable revenue in exchange for fulfilling an enforceable 

obligation to perform specified rate-regulated activities. The enforceability of this 

combination of rights and obligations ensures that its distinction from the rights and 

obligations associated with other types of rate regulation or other commercial activities is 

substantive. In the case of self-regulated entities such as co-operatives, we are not convinced 

that self-regulation in itself would create enforceable rights and obligations in the absence of 

legal precedent that could supplement self-regulation. That said, if some form of regulatory 

oversight exists, we think that whether the regulatory oversight confers enforceability is a 

matter of fact that should be assessed when applying the principles of IFRS, rather than a 

scope issue related to the description of DRR. 

 

Accordingly, we think a principle-based approach to defining the scope of DRR would be 

sufficient to capture self-regulation within the population of DRR, if legal precedent or 

regulatory oversight confers the same enforceable rights and obligations as those under 

DRR.  
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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? 

 

 

Consistent with any other IASB technical projects, we agree that the IASB should consider 

interactions with existing IFRS requirements as part of further work on this project. We also 

agree that the issues identified in the DP form a good starting point for further analysis, once 

the IASB decides to develop specified accounting requirements for DRR. 

 

However, we think that it is premature to consider potential interactions at this early stage of 

the project, since the analysis of issues and solutions would depend on the technical 

developments in the project, including but not limited to the scope of DRR, the accounting 

requirements for DRR, and the IASB’s thinking on the nature of regulatory balances. We 

therefore think that a more comprehensive consideration and analysis of potential 

interaction issues would be only possible at the exposure draft stage of the project. 

 

We hope that our comments will contribute to the IASB’s deliberation on the DP. Should you 

require any further clarification, please contact our project manager Siok Mun Leong at 

Leong_Siok_Mun@asc.gov.sg. 

 

 

Yours faithfully  

 

 

Suat Cheng Goh  

Technical Director  

Singapore Accounting Standards Council   
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