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Introduction  

 In July 2009, the IASB published for public comment the 

Exposure Draft (ED) Rate-regulated Activities.  
 

 After reviewing the responses to that ED, the IASB 

suspended the project in September 2010. 
 

 The IASB initiated a revised Rate-regulated Activities 

research project in September 2012. 
 

 The IASB has published the Discussion Paper ‘Reporting 

the Financial Effects of Rate Regulation’ as part of its 

active research programme in September 2014.  
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Introduction (cont’d)  

Discussion Paper 
 

 It considers the common features of rate regulation and 

explores which of them, if any, create a combination of 

rights and obligations distinguishable from the rights and 

obligations arising from activities that are not rate-

regulated.  
 

 It explores several possible approaches that the IASB 

could consider when deciding how best to report the 

financial effects of a defined type of rate regulation.   
 

 The deadline for comments on the Discussion Paper is 15 

January 2015. 
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 In preparation for the AOSSG annual meeting, the KASB 

asked the WG members to provide their views on 

respective questions of the DP. 
 

 But, this paper includes only the comments of two 

countries. 
 

 The KASB will endeavour to incorporate the views of the 

AOSSG members into the paper, reflecting on the views 

expressed during the AOSSG annual meeting in Hong 

Kong.  
 

 After receiving comments from the AOSSG members, 

the final comments on the DP will be submitted to the 

IASB by AOSSG.  

Objectives of this paper  
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Objectives of the Rate-regulated Activities research project 
 

 What information about the economic effects of rate 

regulation is most relevant to users of financial statements 

in making investment and lending decisions. 
 

 Which features of rate regulation have the biggest effect 

on the amount, timing and certainty of revenue, profit 

and cash flows. 
 

 Whether and, if so, how IFRS should be amended to 

provide relevant information in IFRS financial statements 

about the rate regulation to which the entity is subject. 

Summary of the Discussion Paper  
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Features of defined rate regulation 
 

 Customers have little or no choice about purchasing 

goods or services from the rate-regulated entity because : 

      - there is no effective competition 

      - the goods or services are essential (such as water, electricity) 
 

 Parameters are established to maintain the availability 

and quality of supply. 
 

 Parameters are established for rates that provide 

regulatory protections that : 

     - support greater price stability for customers 

     - support the financial viability of the rate-regulated entity 
 

 Enforceable rights and obligations apply to the rate-

regulated entity and the rate regulator. 

Summary of the Discussion Paper (cont’d)  
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The rate-setting framework for defined rate regulation 
 

 

 A ‘revenue requirement’ (sometimes called ‘allowable 

revenue’ or ‘authorised revenue’): this is the total 

consideration to which the entity is entitled in exchange 

for carrying out specified rate-regulated activities over a 

period of time. 
 

 A regulated rate, or rates, per unit that the entity charges 

to customers for delivering the rate-regulated goods or 

services during the regulatory period. 

Summary of the Discussion Paper (cont’d)  
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Rights and obligations of defined rate regulation 
 

 

 Exclusive right to supply essential goods or services 
 

 Obligations to achieve the defined minimum service level 
 

 Right to recover the revenue requirement 
 

 Enforcement of rights and obligations 

 

Summary of the Discussion Paper (cont’d) 
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Conceptual Framework 
 

 

 The IASB is currently reviewing and updating its 

Conceptual Framework. 
 

 This review includes consideration of the definitions of 

assets and liabilities. 
 

 Because the definitions of assets and liabilities are a 

central aspect of the Rate-regulated Activities project,    

the outcome of the Rate-regulated Activities project will 

be influenced by the outcome of the Conceptual 

Framework project. 

Summary of the Discussion Paper (cont’d) 
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Alternative financial reporting approaches 
 

 

 Recognising the package of rights and obligations 

established by the regulatory agreement as an intangible asset. 
 

 Reporting using the regulatory accounting requirements. 
 

 Developing specific IFRS requirements to defer/accelerate 

the recognition of costs and/or revenue. 
 

 Prohibiting the recognition of regulatory deferral account 

balances in IFRS financial statements. 

 

Summary of the Discussion Paper (cont’d) 
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Presentation and disclosure requirements in IFRS 14 
 

 

 Presentation of amounts recognised in the statements of 

financial position, profit or loss and other comprehensive 

income. 
 

 Disclosures about the activities that are subject to rate 

regulation. 
 

 Disclosures about the amounts recognised in the statements 

of financial position, profit or loss and other 

comprehensive income. 

 

Summary of the Discussion Paper (cont’d) 
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Discussion Paper 
 

 It describes a type of rate regulation that contains elements of 

both cost recovery and incentive approaches—this type of 

rate regulation is termed defined rate regulation.  
 

 It seeks comments on whether or not the distinguishing 

features of defined rate regulation, as identified by the 

IASB, sufficiently capture the type(s) of rate regulation 

that have the most significant financial effects.  
 

 It does not include any specific accounting proposals. 

Instead, it explores what information about rate-regulated 

activities is most useful to users of financial statements and 

outlines possible approaches that the IASB could consider in 

deciding how best to report the financial effects of rate regulation. 

Summary of the Discussion Paper (cont’d)  
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Discussion Paper 
 

 It also seeks comments on whether the presentation and 

disclosure requirements of IFRS 14 Regulatory Deferral 
Accounts should form the basis of any future proposals 

that the IASB may develop as a result of feedback from 

this consultation.   
 

 IFRS 14 was issued in January 2014 as a temporary 

measure until the IASB concludes this project. 

Summary of the Discussion Paper (cont’d)  
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 We think that it is necessary to present the regulatory deferral 

account balances associated with the rate-regulated 

activities and provide information related to income effects 

and cash flows. 
 

 

 

 

 

 

 This information would help them to understand the rate-regulatory 

factors that affect the amount, timing and certainty of the 

revenue, profit and cash flows related to an entity’s rate-

regulated activities. 

Comments from WG members: Question 1 

 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? 

 How do you think that information would be used by investors 

and lenders in making investment and lending decisions? 
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 We are of a view that a targeted scope should be set out 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 should be developed.  

From this perspective, we agree with the IASB’s approach to 

focus on a defined type of regulation. 

Comments from WG members: Question 2 

 Do you agree that, to progress this project, the IASB should 

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? 
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 One member agrees that the description of defined rate regulation captures an 

appropriate population of rate-regulatory schemes within its scope.  
 

 And the other member also agrees with the proposed characteristic of defined 

rate regulation, but believes that careful consideration would be necessary so as 
to capture the appropriate population of rate regulated activities, because if 

the characteristic is too robust, there will be no rate regulation within the scope. 

Comments from WG members: Question 3 

 Do you think that the description of defined rate regulation captures an 

appropriate population of rate-regulatory schemes within its scope? 
 

 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? 
 

 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? 
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 We are of a view that the DP explained rights and obligations 

that arise from the features of defined rate regulation well. 
 

 

 

 

 

 

 

 

 If the application of the existing standard is found to be 

difficult due to the specific nature of rights and obligations, it 

might be necessary to develop a specific standard to 

accommodate specific nature of those rights and obligations. 

Comments from WG members: Question 4 

 Are there any additional rights or obligations that you think 

the IASB should consider? 

 Do you think that the IASB should develop specific 

accounting guidance or requirements to account for the 

combination of rights and obligations described? 
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 One member thinks that the approach of deferring/accelerating the 

recognition of costs portrays the financial effects of defined rate regulation. This 

approach reflects well the financial effects of defined rate regulation in 

accordance with a ‘match’ principle for the revenue requirement of the 
regulated entities. And this approach is very familiar to the users and preparers of 

financial statements because of its similarity with the approach of the existing US 

GAAP. 

Comments from WG members: Question 5 

 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? 
 

 Is there any other approach that the IASB should consider? 
 

 Are there any additional advantages or disadvantages that the IASB 

should consider before it decides whether to develop any of these 

approaches further? 
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 The other member believes that the first question to ask is 

whether rights to recover or obligations to reverse regulatory 

differences between revenue requirements and amount to 

be claimed to customers would meet the definitions and the 

recognition criteria of assets and liabilities in the Conceptual 
Framework.   

    Therefore, they believe it would be necessary to consider this 

issue based on the asset/liability approach.  Given that it is 

unlikely that we will use OCI for this accounting requirement, 

determining recognition and measurement of assets and 

liabilities would be tantamount to the determination of profit 

and loss. 

Comments from WG members: Question 5 (cont’d)  
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 We think that the requirements of IFRS 14 are appropriate in 

meeting the information needs of users. 

Comments from WG members: Question 6 

 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? 
 

 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? 
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 In summary, the comments indicated that the financial 

effects of a defined type of rate regulation can provide 

the users of financial statements with useful information, 

although the comments came from only two members.  
 

 We agree that the discussion paper adequately focuses 

on the defined rate regulation and we need to develop a 

new approach if there is not an appropriate approach to 

portray the financial effects of defined rate regulation. 

We are of a view that recognition of regulatory assets 

and liabilities can reflect the financial effects of defined 

rate regulation.  
 

 It is necessary to form an opinion of all AOSSG members 

through active discussions. 

Summary and step forward  



 

 
23 

 AOSSG’s final comments on the discussion paper will be 

submitted to the IASB based on the below action plan by 

15 January 2015.  
 

AOSSG Rate-regulated Activities WG: Action Plan 

 

 

 

 

 

 

 

 

 

Summary and step forward (cont’d)  

Timing Proposed Actions Responsible party 

25~27 Nov Presentation at the AOSSG annual meeting KASB and ICAI 

5 Dec 

Based on the comments at the AOSSG annual meeting, 

The KASB will circulate revised draft comments to the 

AOSSG WG members. 

KASB and ICAI 

12 Dec 
The AOSSG WG members are asked to send their  

comments on the draft to the KASB by 12 Dec. 
AOSSG WG members  

22 Dec 
The KASB will circulate the near-final draft to all  

AOSSG members. 
KASB and ICAI 

5 Jan, 2015 
All AOSSG members are asked to send their comments 

on the near-final draft by 5 Jan, 2015. 
All AOSSG members  

15 Jan, 2015 

(Comment period) 
Submission to the IASB KASB and ICAI 
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