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Dear Mr Hoogervorst 

Comment Letter on DP/2014/2 Reporting the Financial Effects of Rate Regulation  

We appreciate the opportunity to comment on the International Accounting Standards Board’s 
(IASB) Discussion Paper DP/2014/2 Reporting the Financial Effects of Rate Regulation (the DP). 
We have consulted with, and this letter represents the views of, the KPMG network.  

We support the continuation of the IASB’s comprehensive project on reporting the financial 
effects of rate regulation (the comprehensive project). We believe that the project has the potential 
to resolve the long-running debate as to whether regulatory timing differences should be 
recognised as assets and liabilities, or otherwise reflected, in general purpose financial statements 
prepared under IFRS. Whether the ultimate output of the project is a new or amended IFRS on 
accounting for rate-regulated activities, or a clear statement that regulatory deferral account 
balances should not be recognised as assets or liabilities, the resulting clarity will help promote 
consistency in financial reporting. We urge the IASB to move forward with the project quickly, 
to secure this clarity and consistency.   

Of the possible financial reporting approaches to account for the financial effects of rate 
regulation that are discussed in the DP, we recommend that the IASB further develops the 
approaches to (i) recognise the package of rights and obligations as an intangible asset and (ii) 
develop specific IFRS requirements to defer or accelerate the recognition of costs and/or revenue. 
We do not support an exemption to the general requirements of IFRS for rate-regulated activities, 
as this would reduce the comparability and transparency of IFRS financial statements. 

We agree that focusing the project on a specific, defined type of rate regulation is helpful. We 
believe that the version of defined rate regulation set out in the DP is appropriate for this purpose 
at this stage in the project. As the IASB develops its analysis further, a key requirement will be 
that the scope of the proposals is articulated clearly and robustly. Given the broad range of 
regulatory frameworks seen in practice, and the evolving nature of rate regulation, developing a 
scope proposal will be a key focus in the later stages of the project.  
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The ongoing debate as to whether regulatory deferral account balances should be recognised 
under IFRS has primarily focused on the Conceptual Framework for Financial Reporting 
definitions of assets and liabilities. As the IASB is currently reviewing and updating the 
Conceptual Framework, the further development of proposals for the comprehensive project will 
be influenced by developments in the Conceptual Framework project. Given the centrality of the 
definition of assets and liabilities to both the comprehensive project and the Conceptual 
Framework project, it will be important that the emerging thinking and ultimate outcomes of the 
two projects are aligned.    

The Appendix to this letter contains our detailed responses to the specific questions raised in the 
DP. 

Please contact Mark Vaessen or Phil Dowad at +44 (0)20 7694 8871 if you wish to discuss any 
of the issues raised in this letter. 

Yours sincerely 
 

 
 
KPMG IFRG Limited 
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Appendix: KPMG’s responses to specific questions posted by the Board  

Question 1: Information in financial statements and accompanying documents 

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. 

How do you think that information would be used by investors and lenders in making 
investment and lending decisions?  

The possible financial reporting approaches presented in the DP will result in different 
information about the entity’s rate-regulated activities and the rate-regulatory environment being 
included in the statement of financial position, the statement(s) of profit or loss and other 
comprehensive income, the statement of cash flows, and the note disclosures. Of the possible 
financial reporting approaches to account for the financial effects of rate regulation that are 
discussed in the DP, we recommend that the IASB further develops the approaches to (i) recognise 
the package of rights and obligations as an intangible asset and (ii) develop specific IFRS 
requirements to defer or accelerate the recognition of costs and/or revenue to reflect regulatory 
adjustments arising from the application of defined rate regulation to an entity. Depending on the 
outcome of these approaches, the location and form of the information required by investors and 
lenders in making investment and lending decisions may differ. 

Question 2: Comparability of financial statements 

Are you familiar with using financial statements that recognise regulatory deferral account 
balances as regulatory assets or regulatory liabilities, for example, in accordance with US 
generally accepted accounting principles (GAAP) or other local GAAP or in accordance with 
IFRS 14? If so, what problems, if any, does the recognition of such balances cause users of 
financial statements when evaluating investment or lending decisions in rate-regulated entities 
that recognise such balances compared to: 

(a) non-rate-regulated entities; and 

(b) rate-regulated entities that do not recognise such balances? 
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We are familiar with financial statements that recognise regulatory deferral account balances as 
regulatory assets or regulatory liabilities. We believe that the recognition of such balances may 
reduce the comparability of financial statements when users are evaluating investment and 
lending decisions in rate-regulated entities compared to non-rate-regulated entities and to rate-
regulated entities that do not recognise regulatory deferral account balances. 

On the other hand, when regulatory deferral account balances are not recognised, users of 
financial statements may experience difficulty in distinguishing variability of an entity’s 
performance that is adjusted through the rate-regulatory mechanism from variability for which 
the mechanism provides no adjustment, as compared to financial statements in which such 
balances have been included. 

In addition to recognition or non-recognition of items presented separately as regulatory assets or 
regulatory liabilities, lack of comparability may arise due to the inclusion of certain indirect 
overheads in the initial cost of an asset for rate-regulatory purposes that would otherwise be 
recognised immediately in profit and loss under IFRS or the recognition of an allowance for funds 
used during construction (AFUDC) based on regulatory decisions that would otherwise not be 
recognisable under IFRS to the extent that the AFUDC does not represent actual interest costs 
incurred. This difference may be particularly notable for rate-regulated entities given the typically 
capital intensive nature of their operations. In addition, the recognition of regulatory deferral 
account balances may result in differences in the timing of costs and revenue recognised in the 
statement of profit or loss, and overall results from operations from other entities.   

Question 3: Starting with defined rate regulation 

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 that in order to progress this project, focusing on a defined type of rate regulation 
provides a common starting point for a more focused discussion on potential ‘distinguishing’ 
features of rate regulation rather than jumping immediately into developing accounting 
requirements for regulatory balances. The Request for Information Rate Regulation highlighted a 
wide variety of rate-regulatory frameworks and schemes. We therefore also agree that applying 
the common terms ‘rate regulation’ and ‘rate-regulated activity’ without first establishing a 
common understanding of their underlying features can create confusion in the conceptual debate 
as views expressed may be based on different fact patterns.  
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As the IASB develops its analysis further, a key requirement will be that the scope of the proposals 
is articulated clearly and robustly. Given the broad range of regulatory frameworks seen in 
practice, and the evolving nature of rate regulation, developing a specific scope proposal will be 
a key focus in the later stages of the project. 

Question 4: Different types of rate regulation 

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? 

We agree that limited or ‘market’ rate regulation does not create a significantly different economic 
environment from that in which non-regulated entities operate and, therefore, does not require 
any specific accounting requirements to be developed. We are also not aware of significant 
demand from users or preparers for such guidance.  

(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? 

We do not think that the IASB should develop specific disclosure requirements for this particular 
type of rate regulation. Consistent with the focus of the IASB’s Disclosure Initiative, we believe 
that the type and extent of disclosures should be considered as part of the entity’s comprehensive 
and integrated business reporting.  

Question 5: Features of defined rate regulation 

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? 

At this stage of the project, we believe the description of defined rate regulation is appropriate, 
except for the point noted in the paragraph below. The reactivated comprehensive project has 
undertaken a public consultation through the Request for Information Rate Regulation and input 
from a consultative group and has captured the perspective and views of relevant parties. 
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However, as noted in our response to Question 3, we believe that the IASB will need to undertake 
additional work to develop clear and robust scope proposals as the project develops. 

Regarding the current description of rate regulation, we believe that it would be useful to clarify 
the relationship between paragraphs 4.4(c) and 4.6. The former refers to the regulatory framework 
supporting the financial viability of the rate-regulated entity, whereas the latter refers to 
adjustment mechanisms intended to ensure that the rate-regulated entity earns no more or less 
than the revenue requirement and so implies a narrower focus. It is important that the IASB’s 
intention be stated clearly. 

(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. 

With respect to questions 5(b) and (c), we do not think the features described should be modified 
or that any additional features should be included – at this time. The IASB has stated that the 
description of defined rate regulation is not intended to permanently define the scope of the 
project. 

Question 6: Rights and obligations that arise from defined rate regulation 

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. 

We have not identified additional rights or obligations that arise from the features of defined rate 
regulation that the IASB should consider. We note that the IASB appears to have concluded that 
neither an exclusive right to supply essential goods or services, nor obligations to achieve a 
defined minimum service level, individually create distinguishable rights and obligations. As the 
IASB develops its thinking further, it will be important that it articulates the distinguishable rights 
and obligations that drive its detailed accounting proposals.   

(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? 
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See our response to question 7 below.   

Question 7: Potential financial reporting approaches 

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? 

Of the possible financial reporting approaches presented in the DP, and using the notation of 
paragraph 5.1 of the DP, we recommend that the IASB further develops proposed options (a) to 
recognise the package of rights and obligations as an intangible asset and (c) to develop specific 
IFRS requirements to defer or accelerate the recognition of costs and/or revenue to reflect 
regulatory adjustments arising from the application of defined rate regulation to an entity. 

We do not support an exemption to the general requirements of IFRS for rate-regulated activities 
(option (b)). We believe such an exemption would reduce the comparability and transparency of 
financial statements, both between entities that do and do not have rate-regulated activities, and 
amongst entities that do have rate-regulated entities given the variety of regulatory accounting 
requirements by jurisdiction. This approach would also reduce the access of investors and lenders 
to the information that is typically included in general purpose IFRS financial statements, 
reducing the relevance of the information provided.  

We recognise that developing further the intangible asset and revenue/cost deferral approaches 
may or may not result in new IFRS guidance. It is too early to predict the likely outcome of the 
IASB’s further deliberations. However, we urge the IASB, on completion of the comprehensive 
project, to make a clear statement of the outcome. For example, if an overall conclusion on an 
appropriate financial reporting approach cannot be reached, then in order to bring the project to a 
close and avoid diversity in practice, the IASB should state clearly that regulatory deferral account 
balances should not be recognised (option (d)).  

(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. 

We have not identified any other approaches that the IASB should consider. 
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(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. 

With respect to the intangible asset approach, an additional advantage is that it builds on existing 
conceptual thinking in IFRS and would avoid the development of industry-specific accounting 
standards. However, further consideration will be needed with respect to how such a model would 
apply to regulatory deferral account balances in a net liability position. It will also be necessary 
to consider the interaction with other IFRSs – see Question 13. In addition, a potential 
disadvantage to the revaluation model under this approach is that the application of such an 
accounting treatment may be restricted in certain jurisdictions.  

With respect to developing specific IFRS requirements, an additional disadvantage to this 
approach is that the introduction of industry-specific requirements will put additional pressure on 
the scope of a potential standard. 

Question 8: Other operational issues to consider 

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? 

We are not an organisation subject to defined rate regulation and therefore have not provided a 
response to this question.  

Question 9: Developing specific disclosure-only requirements 

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 in IFRS 
financial statements, we recognise that users will continue to seek information about the financial 
effects of rate regulation. We believe investors and lenders want to understand the key features 
of the rate regulation and the impact of rate regulation on the entity’s business model. They are 
looking for information that helps them determine the financial viability of a rate-regulated entity, 
such as information that helps them distinguish variability in performance that is adjusted through 
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the rate-regulatory mechanism from variability for which the mechanism provides no adjustment. 
This information will inform, for example, their expectations of cash flows in future periods.  

Accordingly, if regulatory deferral account balances were not permitted to be recognised, we 
believe reporting on the effects of rate regulation on the entity’s financial position, financial 
performance and cash flows would be relevant to investors and lenders.  

In the first instance, we should expect entities to provide, in the normal course of their 
communications with investors, within their financial statements or related communications, key 
information about their business model and business risks. In the case of an entity with rate-
regulated activities, this would include information about the impact of rate regulation. Consistent 
with the focus of the IASB’s Disclosure Initiative, we believe that the type and extent of reporting 
should be considered as part of the entity’s comprehensive and integrated business reporting.  

Question 10: Using IFRS 14 for future accounting requirements 

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. 

The possible financial reporting approaches presented in the DP will result in different accounting 
treatments. In our responses to the preceding questions, we have given our recommendations on 
the alternative approaches identified in the DP that we believe warrant further analysis. We 
recognise that certain of the approaches may include elements consistent with IFRS 14, 
particularly with respect to presentation of the effects of rate regulation on an entity, and 
understand that users value information that helps them distinguish the variability created by rate 
regulation. However, at this stage in the project, we believe that these alternatives should be 
evaluated on their merits without being constrained by the requirements of IFRS 14.  

Accordingly, the applicability and appropriateness of the requirements of IFRS 14 will vary 
depending on the outcome of the next stage of the project and should be revisited at that time. 
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Question 11: Separate presentation required by IFRS 14 

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? 

Users of financial statements have indicated that they value information that helps them to 
distinguish variability in performance that is adjusted through the rate-regulatory mechanism 
from variability for which the mechanism provides no adjustment. Separate presentation would 
help them to understand the effect of rate regulation on the assets, liabilities, revenue, profit and 
related cash flows of the entity, and to assess how reliable the rate regulation is in ensuring that 
the entity can earn its targeted returns through its billings to customers.  

Separate presentation would also benefit the comparability of rate-regulated and non-rate-
regulated entities by transparently reporting the impact of recognising regulatory deferral account 
balances.  

However, as noted in our response to Question 10, the applicability and appropriateness of the 
requirements of IFRS 14 will vary depending on the outcome of the next stage of the project and 
should be revisited at that time. 

Question 12: Necessary conditions in order to create enforceable rights and obligations 

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 
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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? 

The financial reporting approach that is taken may affect the scope of any accounting guidance 
or requirements that are developed. For example, an intangible asset approach could be applicable 
to all entities, not just rate-regulated entities. Therefore, we recommend that the IASB further 
explores some of the proposed approaches before concluding on potential scope restrictions such 
as self-imposed rate regulation.   

Question 13: Other issues 

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? 

We agree that if it continues to progress the project, the IASB may need to consider the issues 
highlighted in paragraphs 7.11–7.22. In addition to these issues, accounting for the effect of the 
time value of money may need to be considered depending on the financial reporting approach 
taken. 

Further clarification may also be required relating to the interaction of any proposed accounting 
requirements with the following standards: 

• IFRS 5 Non-current Assets Held for Sale and Discontinued Operations  
• IAS 1 Presentation of Financial Statements  
• IAS 19 Employee Benefits 
• IAS 21 The Effect on Changes in Foreign Exchange Rates 
• IAS 36 Impairment of Assets  

The interactions will depend on the accounting approach(es) that the IASB chooses to develop. 
For example, development of an intangible asset approach may require additional consideration 
of the calculation and allocation of impairment losses. 
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