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 Dear Hans, 

 

IASB Discussion Paper DP/2014/2 Reporting the Financial Effects of Rate 
Regulation 

 

 On behalf of the Accounting Standards Committee of Germany (ASCG) I am writing to comment 
on the IASB Discussion Paper DP/2014/2 Reporting the Financial Effects of Rate Regulation 
(herein referred to as ‘DP’). We appreciate the opportunity to comment on the DP. 

 In general we are supportive of the development of an accounting standard for rate regulated 
activities (herein referred to as ‘RRA’), in particular within the proposed narrow scope of ‘defined 
rate regulation’ limited to the financial effects of the so-called revenue requirements. We 
identified the effects from these true-up mechanisms as a main trigger for the actual discussion 
within our constituency about misleading accounting of RRA and the presentation mismatch in 
financial performance over multiple periods. 

 However we would like the IASB to keep in mind that a narrow-scoped standard might cause 
unintended consequences. Within our constituency, in most cases RRA do not cover all but only 
a particular type of transactions of the reporting entity or group (herein referred to as 'mixed 
businesses'). This is a very important factor when considering the cost/benefit-constraint of a 
proposed standard for RRA. In particular in vertically integrated mixed businesses the 
preparation of additional information on RRA in the primary financial statements might be 
burdensome and might not necessarily provide users with useful information as it only affects a 
(minor) part of the overall business activities of the group. 
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 Having said that, we would like to summarise our remaining comments as follows: 

a) We generally support the recognition and presentation of regulatory deferral accounts in 
the statement of financial position and the statement of profit or loss for a pure regulated 
entity, accompanied by certain disclosure requirements. For a reporting entity with mixed 
businesses the evaluation might be different (see above). We currently do not see a 
proper solution for presenting cash flows from RRA. 

b) The German regulatory legal environment is very different in the individual industry 
sectors and so are the tasks of the regulator and the rate-setting frameworks (if any). We 
have provided some basic comments on the past and present accounting treatment of 
regulatory deferral balances in certain industries. 

c) We agree with the IASB to focus on a defined type of rate regulation in order to provide a 
common starting point for a more focused discussion. In this context we have not received 
requests to develop specific accounting requirements for pure incentive-based types of 
schemes, such as market regulation. 

d) Regarding the proposed definition of defined rate regulation we noticed that some of the 
items of that definition are not necessarily triggering the accounting impact. Instead they 
are of a more descriptive nature to elaborate on the motivations or reasons for the 
existence of a regulatory environment. We would instead define the scope of RRA 
transactions leading to specific accounting requirements as follows: Defined rate 
regulation involves a regulatory pricing (i.e. rate-setting) framework that includes rights 
and obligations arising from recovering a revenue requirement that are enforceable on the 
rate-regulated entity (ensuring that the entity recovers no more than its revenue 
requirement) and on the rate regulator or the customer of the regulated service (ensuring 
that the entity recovers no less than its revenue requirement). Any other features proving 
a very high certainty of the future recoverability of the charged rate components from true-
up mechanisms shall be evaluated as part of recognition or measurement principles. 

e) From the alternative accounting approaches presented in the DP, we would like the IASB 
to further develop the thinking about specific IFRS requirements to defer/accelerate the 
recognition of costs and/or revenue in the context of our proposed definition. However, we 
see some merits to having a look into the accrual approaches in other IFRSs like IFRS 15 
and IAS 12.  

f) From our constituency we learned about specific operational issues the IASB should 
consider if it decides to develop any specific accounting guidance or requirements. Those 
particularly relate to the economic entity approach in a group with a mixed business 
model. We would like to refer to our response to Question 8 for the details. 
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g) We do not consider the existence of a regulator as a necessary feature for the accounting 
consequences of RRA. It is an important indicator to consider when analysing what rights 
and obligations established by the rate regulation are enforceable but the non-existence of 
a rate regulator is not relevant as long as there exist substantive rights or obligations. 

h) We understand that it is premature to present an analysis of the interaction with other 
standards or suggestions for their resolution at this time. However we think that the list of 
interaction needs to be elaborated. We also see close interactions with at least IFRS 8, 
IAS 36, IFRS 5 and IAS 7. 

 For more details on the technical analysis we refer to our responses to the individual questions 
in the Appendix of this letter. 

 If you would like to discuss our comments further, please do not hesitate to contact me. 

  

 Yours sincerely, 

  

 Liesel Knorr 

 President
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 Appendix – Answers to the questions of the Discussion Paper 

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? 

General remarks 

 We have learned from our constituency that a main trigger for the actual discussion about 
misleading accounting of RRA is a presentation mismatch in financial performance over multiple 
periods resulting from so-called true-up mechanisms. (For more details we refer to our answer 
to Questions 5 and 6.). Based on that assumption, the starting point for any discussion about 
the desired accounting impact of RRA shall be the effect in the statement of profit or loss. 
However, we acknowledge that recognition of income and expense from RRA is interrelated to 
the accounting of some kind of regulatory balance sheet items as well. 

 We would like the IASB to keep in mind that the ideas in the DP might tentatively lead to a 
narrow-scoped standard. Although we basically agree with the scoping as it fits to the above 
described accounting issue (For more details on our comments on the proposed definition we 
refer to Questions 3 and 4.) it might cause the following unintended consequences: 

a) The new standard would most likely become an industry-specific standard on a country-
by-country basis covering certain industries depending on the legal environment in one 
country but not in another. For the German environment we would like to give you a first 
indication in Question 2.  

b) As a lot of regulatory frameworks are dynamic and might change from time to time, the 
scope of entities covered by the definition might change over the years. A scope-in/scope-
out for certain industries every few years shall be avoided. 
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c) In most cases RRA as currently defined in the DP do not cover all but only a particular 
type of transactions of the reporting entity or group when it has a mixed business model. 
This is a very important factor when considering the cost/benefit-constraint of a proposed 
standard for RRA. 

Example: We have learned from our constituency that entities in the electricity sector are 
most likely affected in business models as transmission or distribution service operators 
(TSO and DSO). However, in large groups of vertically integrated electricity providers 
(which are also covering the rest of the value chain like production, storage, sales and 
trading) the RRA as currently defined might only cover a minor part of their overall 
activities, as all these other transactions in Germany are most likely not covered by the 
proposed definition if no true-up mechanism exists. 

We would like the IASB to carefully consider the benefit of a new standard on RRA in this 
context. This becomes even more important if the standard allows and requires a specific 
accounting treatment only – and only for the defined RRA without optionality. 

Furthermore we have identified some operational challenges for mixed businesses. We 
refer to our answer to Question 8. These issues might not only cause a significant burden 
on the preparer’s side but also lead to an unchanged quality of financial information about 
RRA without significant improvement on the user’s side.  

 Having addressed our views with regard to mixed businesses, we would like to comment on the 
usefulness of financial information in the individual financial statements under the assumption of 
a reporting entity in a pure RRA environment, as follows: 

Question a): Preparing financial information about rate-regulated activities 

i. Statement of financial position 

 If RRA true-up mechanisms have a significant impact on the reporting entity, the recognition of 
a corresponding asset or liability might be appropriate. A deferral asset or liability arising from 
RRA claims and obligations from a past event seems useful and important to show, how the 
regulatory framework will affect the overall financial position. This shall be limited to the right to 
recover the revenue requirement, ie not cover the exclusive right to supply essential goods or 
services. We refer to our answer to Question 6. 

 Furthermore a separate presentation within the statement of financial position of these items 
allows interpreting how RRA affect the entity in terms of working capital management. 
Separation of various effects can be important to determine and also to prove cost of capital 
towards users and the regulator. Furthermore this allows an entity to show these positions in 
comparison to other elements or it easily enables users to eliminate the figures if they are not 
important for specific purposes.  
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ii. Statement(s) of profit or loss and other comprehensive income 

Referring to our general remark at the beginning, the ASCG has the view that the RRA effects 
in the statement of profit or loss shall be at the center of discussion. We have learned that a 
proper presentation of the financial performance of a regulated entity is based on the ‘allowable 
revenue’ or ‘authorised revenue’. They reflect the total consideration to which the entity is 
entitled in exchange for carrying out specified RRA over a period of time. 

We share the DP’s argument that the most distinguishable feature of defined rate regulation is 
the entity’s right to recover the revenue requirement, using the rate-setting mechanism to adjust 
for under-billings or over-billings over time. Consequently, the rate-setting mechanism is an 
important aspect of the effectiveness of the defined rate regulation in ensuring that the entity 
recovers no more and no less than its revenue requirement. 

 Due to the fact, that current IFRS do not allow the recognition of regulatory positions, it is widely 
agreed within our constituency, that the statement of profit and loss of regulated entities is not 
presented fairly and in a proper way. Therefore, a recognition of the RRA revenues ‘as allowed 
or authorised’ seems reasonable. 

 Again, a separate presentation of the revenue requirement within the statement of profit or loss 
allows interpreting how RRA affect the performance of the entity (e.g. items which are based on 
a ‘pass-through’ idea over multiple periods).   

 These effects depend on the useful life of assets and on the compensation schemes or 
amortisation periods set out by the regulatory framework. Effects of regulation, that have impact 
on regulated entities’ figures often belong to periods of the past or – sometimes – to future 
periods. Some effects are realised long term, other short term, but all are following a strict and 
binding system set out by law or the regulator. A variety of different schemes exists in various 
regulated systems; therefore it has to be paid attention to their effects in a separate line item in 
the statement of profit or loss. 

iii. Statement of cash flows 

 The ASCG would also support the separate presentation of cash flows from RRA in the 
Statement of Cash Flows. Cash flows are a key performance indicator for most investors and 
cash flows from RRA in particular might be important in the context of a regulated entity. 

 However, we acknowledge that a separation of cash flows from movements in regulatory 
deferral account balances might not be possible or does not provide useful information as it only 
reflects the accrued ‘true up’-part in the business model of a regulated entity and does not even 
represent separate cash flows. 

 In general, it might be quite difficult to designate a specific type of cash flows as “RRA-related”. 
For a regulated entity it might be argued that all operating, investing and financing cash flows 
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relate to rate regulation. On the other hand, for mixed business a separation might provide 
additional information about regulated and non-regulated businesses, if the regulated part is 
significant. 

 We therefore encourage the IASB to further think about presentation principles on rate 
regulated activities. 

iv. Note disclosures 

 Disclosures on rate regulation should give additional information about the items accounted for 
in the primary financial statements, i.e. should in our view be limited to disclosures on regulatory 
deferral accounts and the revenue requirement. They can deliver more details about the 
financial effects in the reporting period and give additional forecast information about future 
financial effects caused by the regulatory scheme. 

 For further details we would like to refer to our response to Question 9. 

v. Management commentary 

 [Pending] 

Question b): Using financial information about rate-regulated activities 

 Mirroring our comments on the preparer’s side, we have the expectation that the same 
arguments are valid for the usage of financial information about RRA. 

It is expected that financial information about the regulatory scheme and the revenue 
requirement in particular are relevant and important for long term investment decisions in a 
regulated entity as they are needed to evaluate its sustainable net result for a period. They will 
improve the financial reporting of that entity and the view on the entity and its value drivers. 

However, we would like the IASB to remind our general remarks above. In the (in our 
environment common) case of mixed businesses the relevance of financial information provided 
might be unchanged or even lower under the ideas of the DP. Investors might have difficulties 
to understand all the various impacts in a large groups of vertically integrated activities where 
only (minor) parts are subject to rate regulation as defined in the DP. 
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Question 2 

 Are you familiar with using financial statements that recognise regulatory deferral account 
balances as regulatory assets or regulatory liabilities, for example, in accordance with US 
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? 

 Due to US-GAAP being no longer applied by dual filers and IFRS 14 not being endorsed in the 
EU, the recent practical experience of our constituency with regulatory deferral account 
balances is basically limited to the provisions of German GAAP (commercial code and/or tax 
law). There is a vast majority of preparers and auditors acknowledging that current IFRSs do 
not allow the accounting of assets for such balances, liabilities only in cases of provisions for 
onerous contracts. 

Regulatory frameworks 

Our Federal Network Agency (Bundesnetzagentur – BNetzA) is working as a regulator for 
Germany’s core regulatory frameworks and covers the four industry sectors: ‘Energy and Gas’, 
‘Tele-communications’, ‘Postal service’ and ‘Railway’. In its capacity it covers several regulatory 
tasks like accessability and quality control, as well as consumer protection with regard to the 
network infrastructure and rate-settings ex ante or rate-adjustments ex-post.  

The regulatory legal environment is very different in the individual sectors and so are the tasks 
and the rate-setting frameworks (if any). At this stage we would like to provide some basic 
comments on the past and present accounting treatment of regulatory deferral balances (where 
they occur in these frameworks) under German GAAP and IFRS which we have collected from 
our constituency: 

i. Energy and Gas 

 [Input ASCG working group] 

ii. Telecommunications 

 [Input ASCG working group] 
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iii. Postal service 

 [Input ASCG working group] 

 

iv. Railway 

 [Input ASCG working group] 

Investment and lending decisions 

 Regarding the impact on users of financial statements when evaluating investment or lending 
decisions, we have learned that German GAAP measures of RRA are sometimes relevant for 
dividend policies. 

 Furthermore, there is clear evidence that in case of a business acquisition of a regulated entity 
the value of regulatory deferral accounts is taken into consideration when evaluating the entity 
value at the closing date. They reflect an economic advantage or disadvantage for the future, as 
the entity has the right or obligation with regard to an economic resource (future rates). 

 
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 agree with the IASB to focus on a defined type of rate regulation 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. 

 In particular, we agree with the IASB seeking to determine whether rate regulation creates 
distinguishable rights and obligations that support recognition of ‘regulatory assets’ or 
‘regulatory liabilities’ in addition to the assets and liabilities already recognised in accordance 
with IFRS for non-rate-regulated activities. 
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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? 

 The ASCG has not received requests to develop specific accounting requirements for pure 
incentive-based types of schemes, such as market regulation. We share the IASB’s view 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. 

 Generally speaking, we do not support specific disclosure requirements for market regulation for 
the same reasons. However, a disclosure might provide useful information in the case where 
RRA transactions were made on terms not equivalent to those that prevail in arm’s length 
transactions (if such terms can be substantiated) or that are not equivalent to those of other 
regulated entities in the same regulatory framework. 
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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. 

 Considering the conceptual background as described in Section 3, the ASCG understands the 
basic reasoning for the proposed definition in Paragraphs 4.4-4.6. However, we noticed that 
some of the items of that definition are not necessarily triggering the accounting impact. Instead, 
they are of a more descriptive nature to elaborate on the motivations or reasons for the 
existence of a regulatory environment. 

 We are particularly thinking about the following three proposed criteria of a regulatory pricing 
(i.e. rate-setting) framework of defined rate regulation: 

a) applying in situations in which customers have little or no choice but to purchase the 
goods or services from the rate-regulated entity (i.e. no effective competition to supply; 
and the rate-regulated goods or services are essential to customers). 

b) establishing parameters to maintain the availability and quality of the supply of the rate-
regulated goods or services and other rate-regulated activities of the entity. 

c) establishing parameters for rates that provide regulatory protections (i.e. support greater 
stability of prices for customers; and support the financial viability of the rate-regulated 
entity.) 

 In our understanding, these parts were added to the definition to ask for a very high certainty of 
the future recoverability of the effect from true-up mechanisms. In our view, this recoverability 
threshold should not be part of the definition, but should instead be discussed as part of 
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recognition and measurement of a regulatory asset or liability (like indicators for a recognition or 
measurement threshold). 

On the other hand, we think that the existence of rights and obligations that are enforceable on 
the rate-regulated entity and on the rate regulator is the core criteria. Furthermore, we would 
like the definition limited on a specific type of right, which is the right to recover the revenue 
requirement as proposed in Paragraph 4.72. 

Referring to our answer to Question 6, we think that this type of right is the basis for the current 
discussion about accounting mismatches and for the lack in faithful representation of the 
financial performance of a rate-regulated entity. We do not see a general information mismatch 
for all rate-regulated activities. This is why we would like the definition and the scope of the new 
standard to be focused on this specific item (true-up mechanism). 

Summarising our comments, we would define the key features of defined rate regulation, i.e. the 
scope of RRA transactions leading to specific accounting requirements as follows: 

Defined rate regulation involves a regulatory pricing (i.e. rate-setting) framework that 
includes rights and obligations arising from recovering a revenue requirement that are 
enforceable on the rate-regulated entity (ensuring that the entity recovers no more than 
its revenue requirement) and on the rate regulator or the customer of the regulated 
service (ensuring that the entity recovers no less than its revenue requirement). 

Any other features proving a very high certainty of the future recoverability of the 
charged rate components from true-up mechanisms shall be evaluated as part of 
recognition or measurement principles. 

 Question 6 

 Paragraphs 4.62–4.72 contain an analysis of the rights and obligations that arise from the 
features of defined rate regulation. 

(a) Are there any additional rights or obligations that you think the IASB should consider? 
Please specify and give reasons. 

(b) Do you think that the IASB should develop specific accounting guidance or 
requirements to account for the combination of rights and obligations described? Why 
or why not? 

 The ASCG did not identify any additional rights or obligations that the IASB should consider. 

 Regarding the ‘Exclusive right to supply essential goods or services’, we share the IASB’s 
evaluation that the essential nature of the rate-regulated goods or services and the lack of 
effective competition do not appear to create distinguishable rights or obligations for which 
specific accounting guidance is needed. 
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 Similarly, regarding the ‘Obligations to achieve the defined minimum service level’ it seems 
reasonable to conclude that such obligations do not create a special environment for which 
specific accounting requirements need to be developed for rate-regulated entities. This is 
because these regulatory obligations can be found in many competitive environments and, 
therefore, are not exclusive to entities that are subject to defined rate regulation. 

 As envisaged in our response to Question 5, we would like the IASB to focus its further work on 
the ‘Right to recover the revenue requirement’. We consider this as the most distinguishable 
feature of defined rate regulation, using the rate-setting mechanism to adjust for under-billings 
or over-billings over time: 

a) This right ensures that the entity (and its capital providers) can rely on the rate regulation 
to recover its reasonable costs over the operational life of the assets that are used in 
providing the rate-regulated goods or services 

b) However, defined rate regulation also ensures that the entity has a right to recover only 
the amount of its revenue requirement. Defined rate regulation seeks to do this by 
prohibiting the entity from retaining any excess amounts billed to customers. 
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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. 

Question a): Approach which best portrays and is most relevant for investors/lenders 

i. Conceptual Framework and the asset and liability debate 

 Noting the intense discussion and strong concerns within our constituency on whether the 
regulatory account balances meet the definition of an asset or a liability under the existing 
framework, we believe that the existing framework does not sufficiently support the recognition 
of these items. In our view, the Conceptual Framework should provide a clear basis for the 
assessment of whether regulatory deferral accounts meet the definition of assets and liabilities. 

 Notwithstanding any clarification or changes in the Conceptual Framework, an individual 
accounting standard might be required to address the complexity of the issue with sufficient 
clarity. 
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ii. The specific approaches suggested 

 ‘Recognising the package of rights and obligations established by the regulatory agreement as 
an intangible asset’ (e.g. a licence) does in our view not best portray the financial effects of rate 
regulation. We agree with the counterarguments to this approach presented in the DP. The 
potential complexity and associated costs of applying such modified requirements to the 
regulatory licence, or components of it, raise questions about whether the benefits of such an 
approach would outweigh the costs. 

 Also, we do not believe that ‘Reporting using regulatory accounting requirements’ best portrays 
the financial effects of rate regulation. Among other reasons presented in the DP, the different 
accounting regimes may be incomplete, substantially different from IFRS and incompatible or 
contradictory which will also result in less comparability of financial statements of companies. 

Coming back to our comments on a reporting entity with mixed businesses, it is likely that these 
larger groups have rate-regulated entities with activities in different locations that are subject to 
defined rate regulation. The regulatory accounting requirements for similar items may differ, 
depending on the details of the rate regulation in each location. 

In addition, the argument that preparing financial statements on two bases is onerous could be 
applied equally to many entities when the financial statements required for tax or other 
compliance purposes differ from general purpose financial statements. The regulatory 
accounting requirements for similar items may differ, depending on the details of the rate 
regulation, in each location. 

 From the alternative approaches presented in the discussion paper, we favour ‘Developing 
specific IFRS requirements to defer/accelerate the recognition of costs and/or revenue’ and 
encourage the IASB to further elaborate on this approach.  

 We can see the advantages of developing specific IFRS requirements for reporting the financial 
effects of defined rate regulation, instead of relying on the regulatory accounting requirements. 
Retaining general IFRS requirements as the starting point, and using the principles of IFRS to 
identify the extent to which the general requirements of IFRS are modified to reflect the 
consequences of rate regulation, would help to maintain the quality, transparency and 
comparability of the information provided in general purpose financial statements. 

 However, we acknowledge that specific IFRS requirements will add complexity to dealing with 
the interactions between the regulatory requirements and the general IFRS requirements (e.g. 
adjustments to the revenue requirement related to the acquisition or construction of rate-
regulated tangible assets), but this would not outweigh the benefits. 
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 Furthermore, we do not believe that ‘Prohibiting the recognition of regulatory deferral accounts’ 
best portrays the financial effects. In our view it is not appropriate to focus on disclosures only. 
We do not share the arguments in the DP that suggest that the IASB should not develop any 
specific accounting requirements for defined rate-regulated activities. 

iii. Other approaches 

 Considering the discussion in the DP on the interaction with IFRS 15, we see some merits in the 
idea that rate regulation may be considered to be an implied or quasi-contract between the rate-
regulated entity and the collective customers (‘customer base’).  

We would therefore encourage the IASB to spend further thinking on the core elements of the 
revenue recognition approach under IFRS 15 in an RRA context, which are the definition of a 
customer base, the quasi-contract, the regulated performance obligation and its way of 
satisfying as well as the transaction price. 

On the other hand, if the IASB decides to develop specific IFRS requirements involving the 
deferral or acceleration of revenue, it should consider whether and, if so, how the principles of 
IFRS 15 could be adapted to form the basis of a tailored revenue recognition model for rate-
regulated activities. 

 Furthermore, we wonder whether there are some similarities between timing concepts for 
deferred taxes and the accounting issues from revenue requirements in relation to RRA. These 
timing concepts in various accounting jurisdictions basically aim to reflect the effects from 
income tax as expenses from a ‘tax performance’ perspective (nominal tax rate vs. effective tax 
rate) and ask for corresponding deferral adjustments (DTA/DTL), as well as disclosures (tax 
reconciliation).  

 Although we acknowledge that IAS 12 is based on a temporary concept where the similarities 
might be less straight forward, we think it might be worth to consider the principles of deferred 
taxes in the further development, as it was not done so in the DP. 

iv. Additional advantages or disadvantages 

 We did not identify additional advantages or disadvantages on a conceptual basis. However we 
would like to remind you that all the evaluation above is based on a reporting entity with all or at 
least a significant part of its business within the scope of the DP. E.g. for an entity with mixed 
businesses a disclosure-only approach might deliver appropriate information for materiality 
reasons. Also, for these entities it could be easier argued that the cost of a specifically 
developed IFRS requirement outweighs the benefits. 
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Question 8 

 Does your organisation carry out activities that are subject to defined rate regulation? If so, 
what operational issues should the IASB consider if it decides to develop any specific 
accounting guidance or requirements? 

 The ASCG does not carry out activities subject to rate regulation. From our constituency we 
learned about specific operational issues the IASB should consider if it decides to develop any 
specific accounting guidance or requirements. Those relate to:  

i. Economic entity approach in a group with a mixed business model 

 The DP is silent on any consolidation procedures. However, we would like the IASB to consider 
the impact of ‘group-internal’ regulatory assets and liabilities in a vertically integrated business. 
Under an economic entity approach one would expect any intra-group RRA transactions to be 
eliminated on group level. However, we have learned from our constituency that handling these 
items is not clear in every case and needs further guidance: 

(a) While there is a 100% regulatory asset in the regulated subsidiary’s separate financial 
statements, this might be significantly diluted from a group perspective (maybe to 10% or 
less). We question whether the complexity of recognising the asset and then considering 
all future intra-group services justifies the outcome which might be some sort of 
‘proportionate asset’. Furthermore, judgement will be needed in cases where the ratio of 
internal vs. external RRA revenue changes over the years. 

(b) The measurement or even the existence of a regulatory asset from a group perspective is 
dependent on the pricing arrangements and risk sharing within the value chain of the 
group. For example: 

(i) Case 1: Pass-through arrangement, no market risk from RRA: Changes in rates of 
RRA can be charged to external customers when the regulated services are 
internally purchased (e.g. group DSO) and externally sold as part of an integrated 
services (e.g. supply of energy).   

(ii) Case 2: Market risk from RRA: Fixed or market prices for the integrated services 
including the regulated services 
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ii. Segment reporting in a mixed business model 

 The DP is silent on segment reporting. Further guidance might be needed for the management 
of the reporting entity on how to deal with RRA within segment reporting. Again, we are thinking 
about intra-group RRA transactions between regulated and non-regulated segments in mixed 
businesses and the impacts on impairment testing as well as the reporting of segment revenue 
or segment assets and liabilities (reconciliation between internal Non-GAAP and IFRS 
measures). 

iii. Interim or inter-period reporting 

 The DP is silent on interim reporting. Interim and even year-end reporting might require some 
guidance on the basis for estimates when recognising and measuring regulatory deferral 
balances. In our environment, we found many regulatory regimes providing only annual or even 
multi-annual revenue requirements. 

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. 

 If the IASB decides to prohibit the recognition of regulatory deferral account balances, 
disclosures might be helpful to understand 

(a) the extent to which the profit or loss in the current period was affected by regulatory 
deferrals; and  

(b) the impact of regulatory deferrals on future periods' results. 

 Two cover these two objectives, it might be reasonable to disclose the development of the 
aggregate amount of regulatory account balances in the current and future periods (maturity 
analysis). 

 However, the complexity of regulatory regimes requires careful balancing between disclosure 
needs and the quality and reliability of information provided. We refer to our above comments 
on estimates and operational issues. 

 Again, disclosure requirements might be evaluated as more valuable for a pure regulated entity 
compared to a group with mixed businesses. 
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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. 

 Considering our other responses in this letter, the ASCG very much appreciates that 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. 

 So far we have no practical experience with IFRS 14, due to IFRS 14 not being endorsed in the 
EU. Generally speaking, we do not think that financial statements based on the exceptions and 
exemptions for first-time adopters meet the information needs of investors and lenders for more 
than a transition period. We would therefore maintain our recommendation to develop specific 
accounting requirements as a long-term solution.  

 [Evaluation of disclosure requirements of IFRS 14?] 
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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? 

Referring to our response to Question 1, we would support presenting regulatory deferral 
account balances and their movements as separate line items in the statement of financial 
position as well as in the statement of profit or loss as this presentation is necessary to get 
information about the financial effects of rate regulation on the face of the primary financial 
statements. 

However, we are not convinced that a requirement to present any regulatory deferral account 
balances that have been recognised separately from the assets and liabilities recognised in the 
statement of financial position in accordance with other standards is necessary. Similarly, we 
have doubts whether the net movements in regulatory deferral account balances shall be 
presented separately from the items of income and expense recognised in the statement(s) of 
profit or loss and other comprehensive income. 
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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? 

 In our response on Question 5 relating to the definition of rate regulation, we did not consider 
the existence of a regulator in our revised definition. In our view, the existence of a rate 
regulator whose role and authority is established by legislation or other formal regulations is an 
important indicator to consider when analysing what rights and obligations established by the 
rate regulation are enforceable. However, it is not a necessary feature. Putting it the other way 
round: The non-existence of a rate regulator is not relevant as long as there exist substantive 
rights or obligations. This is the case when the regulatory rate-setting framework is based on 
legal grounds (i.e. enforceable by law). 

 So far, we have limited experience with the accounting of cooperatives under IFRS. However, 
we have the view that the above principles should apply in a similar way for all entities. As long 
as there are substantive rights and obligations arising from a revenue requirement (‘true-up 
mechanism’) the accounting consequences should be the same when these rights and 
obligations are enforceable. In case of a cooperation, enforceability could be based on the 
individual contracts of the cooperation (i.e. again enforceable by law). On the other hand, it 
should be common sense that rates that can be changed or reversed by the management of the 
cooperation in its own judgement do not fulfill the enforceability criteria. 
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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? 

 The ASCG acknowledges the IASB’s deliberations on the interaction of accounting principles for 
RRA with IFRIC 12, IAS 20 and IFRS 3. The IASB may indeed need to consider if, as a result of 
the feedback from the DP, it decides to develop proposals for amending these IFRSs.  

 We understand that it is premature to present an analysis of the issues or suggestions for their 
resolution at this time. However, we think that the list of interaction needs to be elaborated. We 
also see close interactions with at least IFRS 8, IAS 36, IFRS 5 and IAS 7. 

 Finally, we would like to refer to our answer to Questions 8. Some of the operational issues 
described there are also related to the interaction of RRA with other standards and they ask for 
amendments or guidance. 
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