
 
Agenda Paper 6.1 

Introduction 

1. In September 2014, the IASB has published the Discussion Paper Reporting the Financial 
Effects of Rate Regulation as part of Rate-regulated Activities research programme. The 
Discussion Paper considers the common features of rate regulation and explores which of 
them, if any, create a combination of right and obligations distinguishable from the rights and 
obligations arising from activities that are not rate-regulated. The IASB received comments 
from stakeholders on the Discussion Paper by 15 January 2015. Most respondents agreed 
with the description of the type of rate regulation, termed ‘defined rate regulation’ and the 
recognizing the regulatory deferral account balances as assets and liabilities in IFRS financial 
statements. 

2. The IASB discussed issues related with the Rate-regulated Activities project based on 
received comments at the IASB Meeting and Consultative Group Meeting. The IASB also 
decided to retain the Research Programme and to publish a second Discussion Paper. 

3. The IASB provided and discussed illustrative examples for developing an accounting model 
for rate-regulated activities at the ASAF Meeting and IASB Meeting in July 2015. 

Objective  

4. We would like to discuss and share views on accounting models that would appropriately 
reflect the financial effects of rate-regulation with AOSSG members before the second DP is 
published. 

5. Moreover, the KASB wish to introduce the rate-regulation practice in Korea and discuss with 
other AOSSG members various rate-regulation characteristics of each country. By doing so, 
we hope to share the need for developing a Standard on rate-regulated activities. 

Illustrative Example 

6. The IASB suggested the Illustrative Examples to discuss accounting for rate-regulated 
activities at the July ASAF Meeting and IASB Meeting. We used the same set of Illustrative 
Examples as below to ask for comments from the AOSSG members. 

7.  Entity W provides household water services (provision of clean water and removal of waste 
water) to 200,000 customers in its local jurisdiction. It is the only provider of such services in 
that jurisdiction and is subject to defined rate regulation. 
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8.  The rate regulator has established that its revenue requirement for the year ended 31 
December 20X4 is made up as follows: 

 

   

CU'000 CU'000 

Regulatory depreciation of the regulatory asset base 

(RAB)    

50,000 

Allowable rate of return on the RAB  
  

4,000 

    

Fixed costs:  
   

 
Labour  

 

16,000 

 

 
Repairs and maintenance (minimum level)  

 

5,000 

 

 
Other fixed overheads  

 

3,000 

 

    

24,000 

Variable costs:  
   

 

Waste water treatment 

 

10,000 

 

 

Other variable overheads 

 

2,000 

 

    

12,000 

    
Funding for development of environmentally-friendly 

water treatment processes(*1) 
  

1,500 

Construction of new water treatment plant(*2) 

  

8,000 

Total revenue requirement 

  

99,500 

Estimated volume of water to be transferred to 

customers 
500,000 units 

  

Customer rate per unit (CU99..5m/500,000 units) CU 0.199 

  

Notes 

(*1) The rate regulator has allocated CU1.5 million per annum for three years to the revenue requirement, 
starting in 20X4, for Entity W to carry out research and development work to reduce the environmental 
impact of the chemicals that it uses in its water treatment plant. The regulator has set a quantifiable 
target for the reduction, to be achieved by the end of 20X6. Failure to meet the target will result in the 
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reduction of future revenue requirements to ‘refund’ all or part of the funding. Entity W commenced 
work on the project in March 20X4 and expects to achieve the target reduction within the allocated 
time frame. During 20X4, Entity W incurred costs on the project of CU250,000, which have been 
recognised as expenses (as research costs) in the period.  

 

(*2) During 20X3, the rate regulator approved plans for Entity W to build a new water treatment plant to 
expand its capacity to process waste water. The expansion is required because the local government 
plans to build a new town within the jurisdiction to deal with an expected population increase related to 
the development of new industrial and business parks. The rate regulator has allocated CU8 million 
per annum for two years to the revenue requirement, starting in 20X4, to help fund the construction, 
which commenced in March 20X4 and is expected to be completed during 20X5.  

 

Additional note:  
During 20X4, there was major unexpected flooding in the jurisdiction. As a result, Entity W incurred 
additional clean-up (water treatment costs) of CU500,000 and additional repairs and maintenance costs 
of CU1.5 million. The rate regulator has confirmed that these additional costs will be included in the 
calculation of the revenue requirement for 20X6. 
 

⑴  Flood damage costs 

 

9. It is a prime example of the difference between the adjusted cost of claims and costs incurred 
by customers through the necessary revenue. 

10. The regulatory agreement includes a clause that confirms that Entity W will be able to 
recover, through future revenue requirements, all costs that are reasonably incurred in 
repairing unavoidable damage to the network, such as that caused by the unexpected flooding 
during 20X4. The CU2 million flood damage costs incurred during 20X4 were recognised as 
expenses in full in profit or loss because they related fully to clean-up and repair costs, with 
no enhancement of the network.  

 

Questions  1 

Flood damage costs—should Entity W:  

(a) defer the recognition of the CU2 million costs incurred until it recovers the amount 

through bills to customers in 20X6, which is recognised as revenue in 20X6?  

(b) recognise the CU2 million costs incurred as an expense in 20X4 and also recognise CU2 

million income in 20X4 in order to recognise Entity W’s right to recover this amount 

through bills to customers in 20X6? If so, should this income be described as ‘revenue’ 

or some other form of income?  

(c) make no adjustment to the existing predominant practice, which is to recognise the CU2 

million costs in profit or loss in 20X4 and recognise the related amounts billed to 

customers in 20X6 as revenue in 20X6?  
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[Comments of AOSSG members] 

 

Country Response 

Japan 

- In our view, the method (c) is appropriate.  It seems that the IASB Staff is exploring if 

the notion of a transaction price can be accommodated so as to reflect the tri-party 

relationship under IFRS 15.  However, we think that it is difficult to justify the 

deviation of a transaction price from the price that is charged to customers.  In our 

view, this would have significant knock-on effects to other standards, and would be 

very difficult to implement.        

Korea 

- We think the method (a) is appropriate. The flood damage costs that are not 

included in the calculation of the revenue requirement for 20X4 will be recovered 

through the future bills to customers on the basis of the rate-regulated agreement. It 

is appropriate to defer the recognition of costs until the amount is recovered 

through bills to customers and recognize the costs when recovered in 20X6. 

Malaysia 
- (a) defer the recognition of the costs until it recovers the amount through bills to 

customers in 20X6, which is recognised as revenue in 20X6.  

New 

Zealand 

- We consider that Entity W should make no adjustment to the existing predominant 

practice, which is to recognise the CU2 million costs in profit or loss in 20X4 and 

recognise the related amounts billed to customers in 20X6 as revenue 20X6.   

- The flood damage costs do not meet the definition of an asset and, therefore, should 

be expensed in the reporting period in which they are incurred.   

- We consider that Entity W should not recognise its right to recover flood damage 

costs through profit or loss in 20X4 through bills to customers in 20X6.  We consider 

that the existence of a “customer base” is inadequate to justify the recognition of 

regulatory assets and liabilities as this approach relies too heavily on the assumption 

that a group of customers will use a given level of service at a given price in the 

future when there is no assurance to that effect.  In addition, the rate allowed by a 

regulator is not necessarily the rate the customers will be willing or able to pay and, 

therefore, the desired level of demand may not be achieved. 

 

⑵ Research costs 

 

11. As noted in Note 1 to the illustrative example, Entity W will bill customers CU1.5 million per 
annum for three years, starting in 20X4, in order to fund a research project. Failure to meet 
the rate regulator’s required target for the results of the project by the end of 20X6 will result 
in the reduction of future revenue requirements to ‘refund’ all or part of the funding. In 
setting the funding level, the rate regulator has assessed available technical and market 
evidence and determined that the required target is achievable within the estimated cost being 
funded through the revenue requirement.  
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12. Entity W incurred research costs of CU250,000 for which it has received funding of CU1.5 
million during the year. The CU250,000 was recognised as an expense in profit or loss in 
accordance with IAS 38 Intangible Assets. Entity W expects, but is not committed, to incur 
further costs of CU4.25 million during 20X5 and 20X6, which equals the total amount of 
funding to be provided through the revenue requirement (3 × CU1.5 million). At this time, the 
criteria for capitalising the expenditure as development costs have not been met.  

 

Questions  2 

Research costs—should Entity W:  

(a) defer the recognition of revenue/income equal to the CU1.25 million shortfall between 

the CU1.5 million funding billed to customers and recognised as revenue in 20X4 

compared to the CU250,000 research expenditure that was recognised as an expense in 

the 20X4 profit or loss until Entity W carries out the pre-funded activities?  

(b) recognise an expense to create a provision for CU1.25 million shortfall in the research 

costs that it is expected to incur to match the funding provided through the revenue 

requirement in 20X4?  

(c) make no adjustment to the existing predominant practice, which is to recognise the 

CU1.5 million billed as revenue in profit or loss in 20X4 and recognise the CU250,000 

research costs incurred as an expense in 20X4?  

 

 [Comments of AOSSG members] 

 

Country Response 

Japan 

- In our view, the method (c) is appropriate.  Approaches (a) and (b) seem to be trying 

to match income and expenses in the same periods.  However, in our view, it would 

be significantly difficult, if not impossible, to have a clear link between the 

expenditure and incremental benefits in the practice.  In addition, we find it 

significantly difficult to justify recognition of a relevant asset or liability against the 

Conceptual Framework. 

Korea 

- Method (b) is appropriate. CU1.5million allocated to this period is recognized as cost 

and CU1.25million which is the difference between the planned costs and the 

incurred costs is recognized as deferral account balance. The deferral account 

balance is deducted in the future when it actually incurs. 

- In the case of KOGAS, a representative rate-regulated entity in Korea, the expenses 

that are expected to incur in the future are not prioritized to be reflected in the rates 

for the purpose of funding. When there is a need for funding for the expense items 

to be reflected in bills to customers, it is externally funded. In that case, the rates are 

calculated taking the cost of funding into consideration and billed in the year that 

the expense items are executed. 
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Malaysia 

- (a) defer the recognition of revenue/income equal to the CU1.25 million shortfall in 

the CU1.5 million funding included in the 20X4 revenue requirement compared to 

CU250,000 research expenditure expensed in the 20X4 profit or loss until Entity W 

carries out the pre-funded activities. 

New 

Zealand 

- We consider that Entity W should make no adjustment to the existing predominant 

practice, which is to recognise the CU1.5 million billed as revenue in profit or loss in 

20X4 and recognise the CU250,000 research costs incurred as an expense in 20X4.   

- We consider that there is no obligation to provide goods or services to customers 

and any requirement to carry out research results in both an inflow of economic 

benefits (the research activities – even if they do not meet the criteria for recognition 

as an asset when conducted, there is still an inflow of economic resources) and an 

outflow (payment for the research activities).  Hence, it is akin to an executory 

contract.   

- We consider that a distinction needs to be drawn between a present obligation and 

a future expectation; the expected future action of a regulator does not give rise to a 

present obligation. 

 

⑶  Construction costs 

 

13. As noted in Note 2 to the illustrative example, the revenue requirement for 20X4 includes an 
amount of CU8 million and will include a further CU8 million in 20X5 (CU16 million in total) 
to help fund the construction of a new water treatment plant to expand the capacity of the 
network. Construction commenced in March 20X4 and is expected to be completed during 
20X5.  

14. Entity W incurred construction costs of CU4.5 million during 20X4, which have been 
capitalised in accordance with IAS 16 Property, Plant and Equipment. Entity W expects to 
spend a further CU16.5 million during 20X5 (CU21 million in total), which will again be 
capitalised in accordance with IAS 16. The CU5 million shortfall in funding (total 
expenditure of CU21 million compared to the CU8 million funding in each of 20X4 and 
20X5) will be added to the RAB. The rate regulator has confirmed that this will be recovered 
through the regulatory depreciation commencing in 20X6, together with the allowed rate of 
return. 

15. This pattern of funding creates a difference between the amount of construction costs being 
capitalised into the RAB and those capitalised in the IFRS financial statements.  

(a) In the regulatory accounts—the construction costs of CU4.5 million and CU11.5 million (a 
total of CU16 million) will be recognised as expenses in 20X4 and 20X5 respectively, with 
CU5 million being capitalized into the RAB in 20X5. 
 

 (b) In the IFRS accounts—the construction costs of CU4.5 million and CU16.5 million (a total 
of CU21 million) will be capitalised into property, plant and equipment in 20X4 and 20X5 
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respectively, with no costs recognised in profit or loss account, in accordance with IAS 16. 
The costs will subsequently be recognised through depreciation starting in 20X6.  

 

Questions  3 

Construction costs—should Entity W:  

(a) defer the recognition of revenue/income equal to the CU3.5 million shortfall between 

the CU8 million funding billed to customers and recognised as revenue in 20X4 

compared to the actual construction costs of CU4.5 million incurred until Entity W 

carries out the future construction activities?  

(b) defer the recognition of the whole of the CU8 million funding billed to customers and 

recognised as revenue in 20X4 until Entity W completes the construction of the new 

water plant and brings it into use to provide water services to customers? If yes, over 

what period should this income be recognised in profit or loss; immediately or over the 

useful economic life of the asset?  

(c) make no adjustment to the existing predominant practice, which is to capitalise the 

CU4.5 million costs in property, plant and equipment in 20X4 and recognise the CU8 

million included in bills to customers as revenue in 20X4?  

 

[Comments of AOSSG members] 

 

Country Response 

Japan 

- In our view, the method (c) is appropriate.  Approaches (a) and (b) seem to be trying 

to match income and expenses in the same periods.  However, in our view, it would 

be significantly difficult, if not impossible, to have a clear link between the 

expenditure and incremental benefits in the practice.  In addition, we find it 

significantly difficult to justify recognition of a relevant asset or liability against the 

Conceptual Framework. 

Korea 

- We think the method (b) is appropriate. The purpose of the water plant expansion is 

to supply services to a new town. It would be appropriate to recognize the costs 

(depreciation and amortization) and profits at the point when benefit is produced 

from the usage of the asset. 

- In the case of KOGAS, a representative rate-regulated entity in Korea, the funding 

that is expected to be needed for asset acquisition is not raised prior to the asset 

acquisition by reflecting it in bills to customers; it is funded through external loans. 

As for the interest expense that incurs in relation to the funding, its recovery is 

guaranteed through its inclusion in bills to customers. Furthermore, from the 

moment the customers gain benefits from usage of the asset after its acquisition, the 

depreciation expense is recovered by inclusion in bills to customers. 

Malaysia 
- (a) defer the recognition of revenue/income equal to the CU3.5 million (CU8 million-

4.5 million) shortfall in the amount of funding included in the revenue requirement 



 

8 

compared to the actual construction costs incurred until Entity W carries out the 

future construction activities. 

New 

Zealand 

- We consider that Entity W should make no adjustment to the existing predominant 

practice, which is to capitalise the CU4.5 million costs in property, plant and 

equipment in 20X4 and recognise the CU8 million included in bills to customers as 

revenue in 20X4. 

Summary of comments 

16. With regard to the Illustrative Example presented, Korea and Malaysia agreed on the 
defer/accelerate the recognition of costs and/or revenue approach. Also, they agree to the 
second DP for developing a separate accounting model to replace the tentative standard IFRS 
14, and to the development of a separate standard that is differentiated from other standards. 
Furthermore, Korea believes that development of a standard that reflects the need for faithful 
information through recognizing regulatory deferral accounts and the accounting practice of 
the rate-regulated industry in IFRS adoption countries would help prevent confusion among 
the users as there currently exist interested parties’ needs for financial information of 
regulatory activities. Moreover, considering that the Rate-regulated activities project has been 
suspended and resumed, there is concern over the possible delay of the project by the 
issuance of the second DP.  

17. Pakistan expressed that there is strong support for developing principle-based, specific 
accounting requirement that will lead to the recognition of at least some regulatory deferral 
account balances in IFRS financial statements. They think it would be more appropriate to 
bring to the accounting and disclosure requirements through existing standards instead of a 
separate standards.  

18. By contrast, Japan and New Zealand expressed that provision of information in the notes to 
the F/S is appropriate in terms of the financial reporting method of the effects of rate-
regulation and that it is desirable not to amend the current IFRS standard. Also, New Zealand 
thinks that the IASB needs to develop a standard relating to the disclosures in the notes 
regarding the effects of rate-regulation. 

Discussion Points 
 

Discussion  

1. Does the combination of the distinct rights and obligations under the ‘defined rate-
regulation’ meet the definition of assets and liabilities under the current Financial Reporting 
Conceptual Framework  or the Conceptual Framework under revision? 

 

(View 1)  It meets the definition of assets and liabilities in accordance with Conceptual 
Framework. Under the ‘defined rate-regulation’, the regulated entity is guaranteed 
the right to recover revenue requirements and bears the obligations that come with 
the business operation, based on the legally enforceable authority and regulation 
agreement of the regulator. Such rights and obligations arise from the supply of 
regulated goods and services in accordance with the regulation agreement and 
meet the definition of assets and liabilities in accordance with the Conceptual 
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Framework.   

(View 2)   It does not meet the definition of assets and liabilities in accordance with 
Conceptual Framework. There may be controversy over the fact that the point of 
recovering cost through bills to customers and the point of returning the excess of 
the recovered resources are future points in time, that is, they are ‘past event’ and 
‘present obligation’. It is difficult to view they meet the definition of assets and 
liabilities according to the Conceptual Framework because the requirements are 
met when the cost is recovered or returned through decided rates.    

2. If they meet the definition of other assets and liabilities in the financial accounting 
Conceptual Framework, then which of the following two methods is more appropriate – 
deferred/early recognition of cost or deferred/early recognition revenue?  

 
(View 1) Defer/accelerate the recognition of costs is appropriate. Of the presented 

accounting models in the Illustrative Examples, it is desirable to account for the 
excess or shortfall of costs as the costs reflected in the rate at the time of billing 
customer.   

(View 2) Defer/accelerate the recognition of revenue is appropriate. Of the presented 
accounting models in the Illustrative Examples, it is desirable to account for the 
excess or shortfall of costs by adjusting the revenue at the time of the occurrence 
of the excess or shortfall since the excess or shortfall of costs will be restored at a 
later point in time.  

3. In a case where the actual funds for acquisition of assets such as the facility expansion in 
Q3 of Illustrative Example are reflected in bills to customers, which accounting model is more 
appropriate – the one that accounts for the funds when the funds are executed to acquire the 
asset; or the one that accounts for the funds when depreciation arises from the usage of the 
asset?  
 

(View 1) The part of the funding, which was reflected in bills to customers, actually spent 
for acquiring the asset is recognized as revenue, and the amount spent to acquire 
the asset, e.g., PP&E, and the funding raised through bills to customers are 
accounted for as regulatory deferral accounts. It would be desirable to recognize 
the deferred revenue when the amount for asset acquisition is executed.  

(View 2) It is desirable to recognize the amount funded by billing customers when the actual 
benefit arises from the usage of the asset after the facility expansion and asset 
acquisition are completed, according to the economic life of the asset. 

4. Are there any features of your jurisdiction’s rate-regulatory environment that you would 
like to discuss or present? 
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Appendix : Rate Regulation in Korea  

Rate Regulation in Korea 

Natural Gas Market in Korea 

A1. The natural gas market in South Korea is divided into the wholesale market and the retail 
market, depending on the scale of consumers, and the exclusive business rights for each of 
the markets are formed by the regulators. 

A2. In the LNG market in Korea, the supply of natural gas relies on foreign imports and Korea 
Gas Corporation (KOGAS) has a monopoly on natural gas imports. The entity supplies 
natural gas to large-scale consumers (21 power generation companies and 31 city gas 
companies), and in the natural gas retail market, 31 regional monopolistic gas companies 
supply natural gas to end consumers in regional units (residential and industrial, etc.). 

A3. Thus, Korea's natural gas market environment that is mostly dependent on imports 
inevitably results in fluctuations in the price depending on the oil price and exchange rate 
fluctuations. Thus, the Korean government works through KOGAS to act as an importer of 
natural gas and, by regulating the natural gas price, maintains a stable supply of natural gas 
and improves the quality of the lives of its citizens and public welfare. 

A4. KOGAS is Korea’s representative public energy company, established in accordance with 
the Korea Gas Corporation Act to safely and reliably supply natural gas to the public. Direct 
and indirect public ownership interests account for approximately 54.56% in KOGAS, with 
the government owning 26.15% and Korea Electric Power Corporation owning 20.47% 

A5. KOGAS, as a monopolistic wholesale company in Korea’s LNG market, imports and 
supplies approximately 96% of the total LNG demands. The entity also builds and operates 
gas tanks and pipes for supplying gas. 

Rate regulation in Natural Gas Market  

A6. Natural gas rates are classified into wholesale charges and retail charges and determined by 
the approval of the government or local authorities. The retail rate (end-customer charge) 
consists of the wholesale rate (government approved rate) and retail city gas companies’ 
supply costs. The supply costs are deliberated by the city’s or province’s Inflation Measures 
Review Committee and then approved by the mayor or governor.  
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A7. The current natural gas wholesale rates assume the appropriate costs and fair remuneration 
as the necessary revenue based on the cost-of-service regulation. 

A8. The wholesale gas rate consists of the raw material costs (LNG price + incidental cost) and 
supply cost. The supply cost is generally deliberated by the Natural Gas Wholesale Rate 
Review Committee of the Ministry of Trade, Industry and Energy; consulted with the 
Minister of Strategy and Finance; and then approved by the Minister of Trade, Industry and 
Energy.  

A9. The raw material cost of natural gas is adjusted in accordance with the Enforcement 
Guidelines on Indexation of Raw Material Cost1 which calculate the raw material cost based 
on the import costs that fluctuate according to oil price and exchange rate changes. 

ㅇ The raw material cost for city gas rate is calculated every two months (in the odd months) 
in accordance with the Enforcement Guidelines on Indexation of Raw Material Cost of 
City Gas Rate. The raw material cost of city gas is calculated by adding taxes and the 
public utilities’ charge, such as tariff, to the import price. The import price is calculated 
by applying the estimated weighted average of the amount of oil prices and exchange 
rates to the estimated contract pricing formula of each import contract. 

ㅇ The raw material cost for power generation are adjusted monthly according to the 
Enforcement Guidelines on Indexation of Raw Material Cost of Power Generation Gas 
Rate, applying the expected raw material cost for the month. Raw material cost for 
power generation for the month is calculated by summing up individual costs such as the 
LNG import price, incidental cost, and loss probability price based on the total planned 
LNG import for the month.  

ㅇ Based on the Enforcement Guidelines on Indexation of Raw Material Cost of City Gas 
Rate and of Power Generation Gas Rate, the difference between the ‘raw material cost 

                                                 

1 Depending on the purpose, it is adjusted in accordance with the enforcement guidelines for raw material 
cost indexation and with the Enforcement Guidelines on Indexation of Raw Material Cost. In the 
guidelines, exogeneous variables that the entity (KOGAS) cannot control, such as the oil price and 
exchange rate, are externalized to prevent the effect of deteriorating the entity’s operation regardless of 
its management efficiency. Furthermore, the city gas raw material cost indexation was implemented from 
August 1998 for efficient resource allocation according to price signals. The guideline sets out to 
calculate the raw material cost every other month in line with the import cost which fluctuates according 
to the oil price and exchange rate. It is adjusted if the calculated raw material cost exceeds the standard 
raw material cost by +/-3%, but there exists a regulation on deferring indexation in order to promote 
efficient and effective conduct of public lives and economy. 
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applied when billing’ and the ‘actual raw material cost’ is calculated every year; verified 
by a certified accounting firm; approved by the Minister of Trade, Industry and Energy; 
and reflected to the next year’s rates as adjustment. 

A10. As for the supply cost, the total cost (a concept similar to revenue requirements; sum of the 
reasonable costs consisting of total operating expenses and part of the entity’s earnings, i.e., 
reasonable investment returns) exclusive of the raw material cost is referred to as the 
wholesale supply cost, and this is adjusted once a year based on the pertinent year’s budget. 

 

 

ㅇ The total cost refers to the sum of the reasonable costs consisting of total operating 
expenses and part of the entity’s earnings, i.e., reasonable investment returns. The 
reasonable cost refers to the sum of operating expenses including the raw material cost, 
plus non-operating expenses and corporate taxes on the reasonable investment returns 
and less non-operating income. The reasonable investment returns refer to the reasonable 
remuneration for genuine and valid assets that are directly provided by the operator to 
produce and supply gas. 

ㅇ The supply cost, i.e., the total cost consisting of the reasonable costs and reasonable 
investment returns less the raw material cost, is classified into 7 different functions, i.e., 
import, sales, unloading,  storage, vaporization and delivery, piping and valve station, 
and aggregated to determine the rates for different areas (e.g., for city or power 
generation) and purposes according to the distribution criteria.  
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Regulator’s role and enforcement  

A11. To operate a wholesale city gas business in Korea, the operator must obtain a permit from 
the Minister of Trade, Ministry and Energy in accordance with Article 3 of the Urban Gas 
Business Act2. The permit may be canceled or the business operation may be suspended or 
restricted in accordance with Article 9 of the same Act.  

A12. As mentioned earlier, the natural gas rates are classified into wholesale and retail rates. 
Wholesale rates consist of the raw material cost (import price of LNG + incidental cost) and 
supply cost of KOGAS, and are determined by the approval of the Minister of Trade, 
Industry and Energy in accordance with Article 20 of the Urban GAS Business Act3 
regarding gas supplies. 

A13. The part of the wholesale rate that corresponds to the raw material cost is calculated 
according to the Enforcement Guidelines on Indexation of Raw Material Cost and the part 
that corresponds to the supply cost is calculated according to the Criteria for Calculating 
Supply Prices of Natural Gas4. These are determined by the approval of the Minister of 
Trade, Industry and Energy according to Article 20 of the Urban Gas Business Act 
regarding gas supplies. 

A14. Public utility charges including gas rates are calculated in a manner to determine rates of a 
reasonable level which would compensate the overall cost incurred in the operation or in 
supplying the goods in accordance with The Criteria for Calculating Public Utility Charges5 
and the Price Stabilization Act6. 

                                                 

2 The Urban Gas Business Act, Article 3 (Permission for business)  
①  Those who intend to engage in gas wholesale business shall obtain permission from the Minister 

of Trade, Industry and Energy. The same shall apply to cases where changes are to be made in the 
important matters prescribed by Ordinance of the Ministry of Knowledge Economy from among 
permitted matters. 

3The Urban Gas Business Act, Article 20 (Supply Regulation) 
①  Urban gas business operators shall prepare supply regulations with respect to charges for gas and 

other terms of supply (hereinafter referred to as "supply regulations") and obtain approval of such 
regulations from the Minister of Trade, Industry and Energy or the Mayors/Do Governors. The 
same shall apply to modification of approved matters. 

② General urban gas business operators shall prepare supply regulations and obtain approval of 
such regulations from the Mayors/Governors. The same shall apply to modification of approved 
matters.  

4 The Criteria for Calculating Supply Prices of Natural Gas, Article 2 (Level of charges)  
①  Gas charges consist of raw material cost and supply cost, and shall be determined at a level that 

would compensate the overall cost based on the historical cost incurred during the service of 
supplying natural gas.  

②  The overall cost shall be the sum of reasonable costs incurred during the service of supplying natural 
gas and the reasonable investment returns from the genuine and valid assets provided to the service 
of supplying natural gas, under a faithful and efficient management. 

5 The Criteria for Calculating Public Utility Charges, Ministry of Strategy and Finance Instruction, No. 137 
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1. The competent Ministers shall prepare regulations on calculating each public utilities charges 
and the relevant standards and guidance in accordance with this set of criteria. 

2. The competent Ministers shall seek ex ante consultation with the Minister of Strategy and Finance in 
order to set or amend the regulations on calculating each public utilities charge. 

3. All public utilities charges shall be determined in accordance with this set of criteria, the 
regulations on calculating each public utilities charges, and the relevant standards and guidance. 
However, when it is not reasonable to follow the calculation method set out in this set of  criteria when 
taking the characteristics of the industry and market into comprehensive consideration, another 
method of calculation may be followed in consultation with the Ministry of Strategy and Finance, 
other this set of criteria. 

6The  Price Stabilization Act, Article 4 (Determination of Public Utilities Charges and Fees)  
① When the competent Minister intends to determine or change the projects, prices of 

commodities or charges (hereinafter referred to as "public utilities charges") which he/she 
determines, approves, authorizes, or permits, as prescribed by other Acts, he/she shall consult with 
the Minister of Strategy and Finance in advance. 

 


