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1. Introduction 

 
1.1. The Association of Accounting Technicians (AAT) is pleased to have the opportunity to 

respond to the discussion paper on Reporting the Financial Effects of Rate Regulation, 
released in September 2014. 

 
1.2. We are submitting this response on behalf of our membership and from the wider public 

benefit of achieving sound and effective administration of taxes. 
 
 
2. Executive summary 

 
2.1. AAT recognises that the proposals contained in this Discussion Paper represent a 

fundamental change in accounting concepts for entities subject to rate regulation which, if 
introduced, would necessitate further significant development and sophistication in the 
future. 

 
2.2. Rate-regulated activities represent special contractual or statutory constraints, 

responsibilities and benefits which impact on an entity’s operations and reflect, possibly the 
basic raison d’etre of the entity and therefore AAT is of the view that financial statements 
for rate-regulated entities require sufficient disclosure of those constraints, responsibilities 
and benefits in financial statements to enable readers to fully understand the results 
disclosed without recourse to other sources of information. 

 
2.3. The creation of accounting balances, especially in respect of regulatory assets, by its 

nature is a highly subjective exercise, very much akin to internally generated goodwill (i.e. 
creating assets to reflect the value of future anticipated profits) but probably without any 
certainty as to future profits. The creation of such balances may not be helpful to readers in 
their interpretation of the financial statements, being intangible in nature and not readily 
realisable or transferrable to a third party. 

 
2.4. Where customers of a rate-regulated entity may have a limited, or no, choice of supplier 

where there is lack of competition are still able to influence that entity’s results by other 
commercial pressures, such as by varying the volume or quality of goods or services 
purchased, or exercising their right to use a substitute from a different supplier (e.g. 
changing from electricity power to oil power, or from public transport to personal transport) 
so that the future benefits which can be generated by rate-regulated activities must be 
highly unpredictable. 

 
2.5. Rate-regulated entities are likely to be subject to penalties in the event of inadequate 

quality of services or goods delivered, or failure to meet delivery deadlines, which could in 
the worst situation result in the loss of the rate-regulated benefits to the entity. AAT 
considers it unlikely that preparers of rate-regulated financial statements will acknowledge 
worse-case-scenarios in their forecasts even though one may arise in practice. 

 
2.6. It is to be expected that the creation of regulatory assets and liabilities will impact on 

financial statements as timing differences which change the accounting period in which 
revenue or costs are recognised. However, it is not considered valid to argue that 
regulatory assets and liabilities are necessary to smooth the results disclosed over a 
number of accounting periods. If the risks taken by the entity create volatility in the 
disclosed results the financial statements should reflect that volatility at the time it arose 
and the financial statements completed to include sufficient information to enable readers 
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to understand the underlying risk(s).  In principle AAT considers that costs and revenue 
should be recognised in accordance with Financial Reporting Standards established for 
trading entities generally. 

 
2.7. In essence AAT believes that the effects of rate regulation should be reflected in the results 

disclosed in the financial statements ignoring regulatory balances. AAT considers that it 
should be adequate and more helpful to readers to provide disclosure of the main 
conditions of rate regulations borne by the entity rather than to introduce accounting 
adjustments. Furthermore, it is likely that the level of detail necessarily disclosed to enable 
readers to understand the effects of rate regulation on an entity will be individual to each 
reporting entity and, as such, will need to be addressed on a case by case basis. 

 
2.8. AAT recognises that, for financial statements beginning on or after 1st January 2016, IFRS 

14 will permit entities adopting IFRS for the first time to continue to account for regulatory 
deferral account balances. Furthermore, that IFRS 14 enables certain entities to maintain 
existing accounting policies until the IASB has completed a comprehensive review of 
accounting policies for rate-regulated entities and so should not be considered as setting a 
precedent. However there is also a danger that the introduction of the proposals for defined 
rate regulation entities contained in this Discussion Paper will be assumed as a precedent 
and that it will then prove difficult to develop more sophisticated and credible accounting 
policies in the future to provide a comprehensive standard for all rate-regulated entities. 

 
2.9. Although the Discussion Paper states that no view has been taken as to the way forward, it 

is written in a way which presents an expectation of creating regulatory assets and liabilities 
and an implied endorsement of IFRS 14. 

 
2.10. While the application of these proposals in the UK may be expected to have the greatest 

impact on a limited number of public utilities and former nationalised services they would 
also have a potential impact on many smaller entities, such as fast food franchise holders. 

 
2.11. However, in the answers to the questions raised in the Discussion Paper, where 

appropriate, AAT has accepted that the concept of creating regulatory balances may be 
developed further even though it is not considered desirable or helpful. 

 
 

3. AAT response to the discussion paper on Reporting the Financial Effects of Rate 
Regulation 
 
3.1. The following paragraphs outline AAT’s response to the proposals outlined in the 

Discussion Paper.  As noted in the Executive Summary above, where appropriate, AAT has 
accepted that the concept of creating regulatory balances may be developed further even 
though it is not considered desirable or helpful. 

 
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 of 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? 
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3.2. AAT considers that financial statements need to include information in sufficient detail to 
enable readers to understand the constraints and conditions imposed on the reporting 
entity by either contractual or statutory requirements which effectively counteract certain 
aspects of an otherwise free market. 

 
3.3. If sufficient information is disclosed, investors and lenders would be able to evaluate the 

potential risks and benefits arising from the rate regulation conditions imposed by a third 
party and the impact on results disclosed, as well as evaluating the constraints and 
commitments facing the entity in the future. 

 
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 recognises such balances compared to: 
 
(a) non-rate-regulated entities; and 
 
(b) rate-regulated entities that do not recognise such balances? 
 

 
3.4. As a professional body AAT has had no exposure to financial statements that recognise 

regulatory deferral account balances. 
 

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 summaries in Section 3? 
 

 
3.5. AAT is in support of the view that the IASB should focus on a defined type of rate regulation 

in order to provide a common starting point for a more focussed discussion about whether 
rate regulation 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? 
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3.6. AAT agrees that special accounting requirements do not need to be developed for the 
limited market rate regulation that is used to supplement the inefficient competitive forces in 
the market. 

 
3.7. On the basis that this form of rate regulation is intended to create a more open market the 

only need to develop specific disclosure requirements is in respect of the benefits and main 
constraints of rate regulation as a matter which undoubtedly has a material influence on the 
reporting entity’s activities and results. 

 
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. 

 
 

3.8. AAT considers that the description of defined rate regulation captures an appropriate 
population of rate-regulatory schemes within its scope as a basis for the initial development 
of appropriate Financial Reporting Standards. 

 
3.9. Modification of the features described is not considered necessary. 

 
3.10. There are no additional features which AAT considers should be included. 

 
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? 

 
 

3.11. There are no additional rights or obligations to be considered. 
 

3.12. The IASB does not need to develop specific accounting guidance or requirements to 
account for the combination of rights and obligations described as it is likely that the 
information necessarily disclosed to enable readers to understand the effects of rate 
regulation on an entity will be individual to each reporting entity and need to be addressed 
on a case by case basis. 
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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 
Discussions Paper, published in July 2013. 
 

 
3.13. AAT favours prohibiting the recognition of regulatory deferred account balances in IFRS 

financial statements for the reasons set out in the introduction above. 
 

3.14. AAT does not offer any suggestions for any other approach for the IASB to consider, other 
than a requirement for detailed disclosure notes in financial statements, also as referred to 
in the Executive Summary above. 

 
3.15. AAT has not identified any additional advantages or disadvantages that the IASB should 

consider before developing any approaches further, other than the matters referred to in 
the Executive Summary above. 

 
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? 
 

 
3.16. As a professional body, the AAT does not carry out any activities which are subject to 

defined rate regulations. 
 

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. 
 

 
3.17. AAT fully supports the development of disclosure only requirements as opposed to the 

difficulties of drafting comprehensive and effective policies for accounting adjustments 
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which can be consistently applied and readily interpreted by readers of financial 
statements. 

 
3.18. As indicated in the Executive Summary and the response to question 1 above, the level of 

information to be disclosed is probably different for each entity but would need to be at a 
level for the reader to understand the risks, responsibilities and benefits which have a 
material impact on the results disclosed by the financial statements. 

 
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 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.   

 
 

3.19. While AAT is not in favour of retaining IFRS 14, if the IASB were to develop specific 
requirements for all entities that are subject to defined rate regulations to account for 
regulatory assets and liabilities, AAT considers that it should be expected that the 
requirements of IFRS 14 would represent the minimum requirements to meet the needs of 
investors and lenders and, even so, would still leave investors and lenders with difficulties 
in the interpretation of financial statements. 

 
3.20. If regulatory balances are to be included in financial statements, AAT considers that it 

would be unacceptable to omit or modify any of the requirements of IFRS 14 simply to save 
implementation costs. 

 
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 IFRS14 was to 
be applied? 
 

 
 

3.21. AAT is of the view that if regulatory assets and liabilities are to be included in financial 
statements the separate disclosure of the net movement in regulatory deferred account 
balances required to comply with IFRS 14 has the advantage of enabling the reader to 
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readily identify those balances which may be subject to a significant element of subjective 
interpretation and intangible in nature, being not readily realisable or transferrable to a third 
party. However it is the difficulties in the interpretation of these balances which leads AAT 
to the conclusion set out in the introduction above, that financial statements should not 
include regulatory assets and liabilities but only fully detailed notes.   

 
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? 
 

 
3.22. AAT considers that if accounting guidance or requirements are to be developed for defined 

rate regulation entities it should encompass all situations where statutory requirements or 
contractual requirements with third parties have a material impact on the entity’s results 
whether as a benefit or as a liability. This would include all enforceable arrangement, as 
well as self-imposed rate regulation (such as co-operatives) even if the arrangements are 
capable of termination by the entities concerned. The primary consideration should be 
whether the rate regulation arrangements are a key element of the entity’s activities. 

 
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. 
 

 
3.23. There are no other issues which the IASB should consider if it decides to develop 

proposals for specific accounting requirements for rate-regulated activities other than to 
suggest that the IASB should avoid progressing the project to a position where it is difficult 
to retract prior pronouncements. For example, if the view supported by AAT that regulatory 
assets and liabilities should not be included in financial statements is accepted, it would be 
advisable to withdraw IFRS 14 before its implementation date of 1 January 2016. 

 
 

4. Conclusion 
 
While AAT supports the need for financial statements of rate-regulated entities to disclose 
adequate details of the constraints, responsibilities and benefits of rate regulation which impact on 
its results, it does not consider that it is desirable to establish accounting principles for the 
creation of regulatory assets and liabilities within financial statements on the basis that such 
requires excessive reliance on subjective evaluations on the part of preparers leading to 
difficulties for users to then interpret and compare published results consistently. There is a 
danger that accounting adjustments which are dependent upon forecasting future results, would 
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result in optimistic results disclosed in financial statements from activities which, by their nature, 
are likely to be a high risk for investors and lenders.  
 
 

5. About the AAT 
 

5.1. AAT is a professional accountancy body with over 49,800 full and fellow members and 
83,700 student and affiliate members worldwide. Of the full and fellow members, there are 
over 4,100 Members in Practice who provide accountancy and taxation services to 
individuals, not-for-profit organisations and the full range of business types (figures correct 
as at 31 December 2014). 

 
5.2. AAT is a registered charity whose objectives are to advance public education and promote 

the study of the practice, theory and techniques of accountancy and the prevention of crime 
and promotion of the sound administration of the law. 

 
5.3. Thank you for the opportunity to respond to the discussion paper on Reporting the 

Financial Effects of Rate Regulation. 
 
 

6. Further information 
 

If you have any questions or would like to discuss any of the points in more detail then please 
contact AAT at: 
 
email: consultation@aat.org.uk and aat@palmerco.co.uk 
 
telephone: 020 7397 3088  
 
Aleem Islan 
Association of Accounting Technicians 
140 Aldersgate Street 
London 
EC1A 4HY  
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