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Dear Sir/Madam 
 

Exposure Draft DP/2014/2 Reporting the Financial Effects of Rate Regulation  

Norsk RegnskapsStiftelse (the Norwegian Accounting Standards Board) welcomes the opportunity to 

submit its views on the Discussion Paper Reporting the Financial Effects of Rate Regulation.  

 

We support the initiative to provide guidance on the accounting for rate regulated activities 

 

Definition of rate regulation/Scope 

There is a wide variety of rate-regulatory schemes. The DP classifies those schemes into three broad 

categories: 

 Cost-of-Service or return-on-base-rate 

 Incentive-based/market regulation 

 Hybrid rate regulation 

 

The DP introduces the concept of “defined rate regulation” to scope which rate regulation schemes 

that potentially should be subject to specific accounting treatment. Given the variety in practice, we 

find it appropriate that a final standard includes a definition in line with what is proposed in the DP.   

 

We understand that the pure market regulation, only setting a cap on the price per unit, is not 

considered to be “a defined rate regulation scheme”, and that no specific accounting treatment is 

under consideration for these schemes. We agree with this limit of scope.  

  

We understand that “defined rate regulation” in general covers the Hybrid rate regulation, having 

elements from both the “cost-of-service” and “incentive-based” regulatory scheme, and agree that 

these should be included. However, we are uncertain to whether the proposed definition of “defined 

rate regulation” as described in section 4.4. includes the pure “cost of service” rate regulation 

schemes. We believe that these schemes also create rights and obligations that should be within 

scope if specific accounting requirements are developed for certain rate regulation schemes. 

 

Framework – asset and liability definitions 

We believe that rate regulation schemes create rights and obligations, but think that regulatory assets 
and liabilities should only be recognised if they meet the definition of assets or liabilities in the 
framework. We do not believe that they meet the asset or liability definition in the current framework.  
 
The IASB is currently revising the Conceptual Framework and the preliminary findings suggest that the 
definitions of assets and liabilities, and the supporting guidance about their meaning, are likely to 
change from the current Conceptual Framework. We believe that the IASB should consider different 
regulatory deferral account balances when finalising the new definitions of assets and liabilities.  
In some rate regulation schemes the regulatory deferral account balances constitute differences 
between the amount of consideration to which the entity is entitled in exchange for performing its rate-
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regulated activities and the amount of revenue billed to customers. The entity has a present right to 
recover, or an obligation to refund, amounts that have been under-billed or over-billed, which implies 
that the regulatory deferral account balances should be viewed as assets and liabilities.  
 
 

Alternative financial reporting approaches 

Section 5 of the DP outlines four alternatives to reporting the financial effects of rate regulation: 

1. Recognising the package of rights and obligations established by the regulatory agreement as an 

intangible asset (i.e., a licence) 

2. Adopting the regulatory accounting requirements 

3. Developing specific IFRS requirements to defer or accelerate the recognition of costs and/or 

revenue 

4. Prohibiting the recognition of regulatory deferral account balances in IFRS financial statements. 

Under this approach, the Board explores whether specific disclosure requirements should be 

further developed to explain the financial effects of rate regulation to users of IFRS financial 

statements. 

 

We do not find approach 1 appropriate as we have difficulty with the concept of rate regulation being 

adjustments to the carrying amount of the licence. The rate regulation is a result of an application of a 

term in the license and does not enhance the licence itself. In addition, the rate regulation can be both 

positive and negative, which creates further practical challenges, including how to apply this approach 

to regulatory deferral credit balances (i.e regulatory liabilities).   

 

We do not find approach 2 appropriate as IFRS general purpose financial statements have different 

objectives from regulatory accounting requirements. This approach might result in revenues and costs 

in general being subject to different recognition and measurement criteria than in IFRS. The regulatory 

requirements can also vary between jurisdictions. This approach would significantly reduce the 

usefulness of the financial reporting and the comparability of financial statements between entities 

subject to rate regulation in different jurisdictions and between rate regulated entities and other 

entities.  

 

We support the third financial reporting approach – recognising the impact of rate regulation through 

specific IFRS requirements, but only to the extent that regulatory deferral accounts meet the 

definitions of assets or liabilities. This means that it will not be necessary to modify the general IFRS 

requirements, and that a new standard will cover the “regular” topics: measurement, presentation and 

disclosure.  

 

If the regulatory deferral accounts do not meet the forthcoming and revised definitions of assets or 
liabilities, we support approach 4, to prohibit the recognition of the regulatory deferral account 
balances in IFRS financial statements. Disclosures should be required.  
 

Please do not hesitate to contact us if you would like to discuss any specific issues addressed in our 

response.  

 

 
Yours faithfully,  
 
Erlend Kvaal 
Chairman of the Technical Committee on IFRS of Norsk RegnskapsStiftelse 
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