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The Committee of European Securities Regulators (CESR), through its standing committee on 

financial reporting (CESR-Fin), has considered EFRAG’s draft comment letter on the IASB’s 

Exposure Draft (ED) Rate-Regulated Activities. 

 

We thank you for this opportunity to comment on your draft letter and set out our main observations 

below. 

 

CESR agrees that there is a need to address the divergence that occurs in practice in how entities 

treat the recognition of assets and liabilities arising from rate regulation.  

 

We concur with those EFRAG’s members who believe that the proposals in the ED do not represent 

an improvement to financial reporting and are not in line with the Framework’s definition of assets 

and liabilities. CESR finds it hard to understand why non-regulated entities should not be in a 

position under certain circumstances to recognise similar types of assets and liabilities within their 

activities. As a result CESR finds itself unable to agree with the proposed accounting in the ED and 

drawn more towards the position set out in the Alternative View. 

 

We are nevertheless of the view that regulated activities can have a significant impact on an entity’s 

financial position and performance and as such they should be properly reflected in its financial 

statements. As we believe it important to achieve a level playing field in this area, we would 

encourage the IASB to work together with the US FASB and other standard-setters having specific 

rate-regulation accounting requirements, to develop a more comprehensive project exploring whether 

there are robust grounds on which the recognition of regulatory assets and/or regulatory liabilities 

can be based.  

 

Furthermore, we believe the IASB should explore further whether standards which already exist 

might be able to provide an acceptable solution without the need either to deviate from the 

Framework or to issue a new standard.  

 

The IASB could help users in the short term by adding additional disclosures explaining the nature 

and extent of regulated activities and their effects on the financial position and performance of an 

entity.  Disclosures that are currently asked of regulated entities could be enhanced along the lines 

of those proposed in this ED by adding them for example to existing standards. 

 

I would be happy to discuss all or any of these issues further with you. 

 

 

Yours sincerely, 
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Fernando Restoy 

Chair of CESR-Fin 
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APPENDIX 1 

DOES RATE-REGULATION CREATE ASSETS AND LIABILITIES AS DEFINED IN THE 

FRAMEWORK? 

 

We concur with EFRAG that the proposals in the ED are not in line the Framework definition of an 

asset and a liability. We, like EFRAG, also find it hard to understand why non-regulated entities 

should not be in a position under certain circumstances to recognise similar types of assets and 

liabilities within their activities.  

 

CESR believes that the objective of general purpose financial statements is to portray a true and fair 

view of the financial and economic position and performance of an entity. If an entity incurs 

expenditure in year one which it expects to recover in year two, it would not in our opinion be a 

faithful presentation to report the expenditure and the recovery as happening in the same year. 

 

Financial reporting should not in our opinion mirror regulatory accounts. Financial statements are 

more useful if they reflect the actual result for each reporting period, rather than the result as 

expected or stabilised  by a regulator.  

 

We do not agree with the IASB proposal that assets or liabilities should be recognised solely as a 

result of rate regulation and concur therefore with the Alternative View that the proposals in the ED 

might result in regulated entities reporting only a stabilised rate of return allowed by the regulator 

in a particular period.  

 

Whilst acknowledging that stability is clearly a fundamental objective of the regulator, we do not 

believe that such a profit-smoothing mechanism is desirable for financial reporting purposes for 

similar reasons to those set out in the arguments in the dissenting views in AV11-AV12 of the ED. 

Similarly we do not believe that such a mechanism will result in decision-useful information to 

users, unless the IASB finds sufficient grounds to require the recognition of a regulatory asset or 

liability.  

 

 

Definition of an asset 

CESR does not think that a regulatory asset meets the definition of an asset as a “resource 

controlled by the entity as a result of past events and from which economic benefits are expected to 

flow to the entity” as defined in the Framework. 

 

In this ED, the IASB argues that entities subject to cost-of-service regulation have a right both to 

recover specific costs previously incurred and to earn a specific return.  In our view an entity will 

have such a right only where it can recover such costs independent of the level of demand or where it 

has the ability to control future demand.  In our opinion the circumstances dealt with in the ED fit 

into neither of these two cases. 

 

The IASB reasons that an undertaking by the regulator that the costs the entity incurs will result in 

future cash flows should be seen as a resource. Incurring such costs is then seen to create an 

enforceable right to set rates at a level that permits the entity to recover those costs plus, perhaps, a 

specified return, from an aggregate customer base. 

 

We think that similar undertakings may exist implicitly for some non-regulated activities as well. 

However, as such entities have activities which are of a lesser concern to the public interest, public 

authorities have decided that non-regulated entities can set rates at any level they like such that 

they are able to recover their costs plus a return.  

 

However, we do not believe that an undertaking by a regulator is a distinguishing factor. The 

regulator does not have any power or influence over customers’ intentions. An undertaking by a 

regulator has the same value as an undertaking by anyone else. What is relevant is whether the 
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customer base will accept higher rates without subsequently decreasing its demand for the product 

or service.  

 

The regulator can only impose rates and influence a specific amount of demand to the extent dictated 

by  the demand curve and the nature of the price elasticity for the product concerned. The regulator 

can only set a limit on the rate charged for the service or product hence placing a cap on the 

measurement of the regulatory asset concerned. As a result the regulator does not create the asset 

but only determines the maximum value of said asset.  

 

Consequently, the economic effect (i.e. the expected future cash flows) will be exactly the same 

whether “the regulator” is a public authority or an entity’s board of directors who have officially 

agreed in a meeting to set a rate strategy whereby the entity recovers costs incurred plus a specific 

rate of return through the entity’s selling prices. 

 

Therefore, the undertaking will only be an economic resource if the regulator has the power to 

compel customers to acquire the products or services i.e to influence the structure of the demand 

curve. If the regulator does not have this ability, then the undertaking is in substance not a resource 

and therefore cannot have an economic value. 

 

As the existence of an undertaking is generally irrelevant, the ability to recognise an asset based on 

the right to set higher rates in the future should be the same for a regulated and a non-regulated 

activity. Therefore, if the IASB is indeed concluding that where an entity expects to generate future 

inflows by setting higher rates in the future, an asset does exist, then such an asset should be 

recognised regardless of whether or not the activity is a regulated one. We are not therefore 

persuaded that such a right is unique to regulated entities, because it is really only a right to charge 

a specific price – a right which unregulated entities have too. 

 

In CESR’s view the event from which future cash flows arise is not a past event but a future one, in 

other words, the future sale of the product or rendering of the service to a customer. The IASB 

should explore whether alternative economic resources before concluding an asset exists. 

 

The criteria for derecognition contained in the ED also fall victim to the same inconsistencies. If an 

entity recognises certain regulatory assets and the regulator then changes the method for setting 

rates based on targeted costs such that the entity fails to meet criterion 3 (b), then paragraph 21 of 

the ED requires the entity to derecognise the regulatory assets concerned, even in cases where such 

assets are still fully recoverable under the new methodology laid down by the regulator. 

 

In addition, we doubt whether a present obligation exists as such obligation is subject to the entity’s 

providing regulated activities in the future. An entity can always decide to cease performing 

regulated activities and change its business to providing non-regulated activities. In such 

circumstances, no amount is payable, which in our opinion is proof that a regulatory liability cannot 

be a present obligation, but is in fact a contingent liability subject to the entity’s rendering future 

sales. 

 

Therefore, in our view the arguments presented in the ED are not sufficiently persuasive to support 

the recognition of an asset or a liability.  

 

Analogies with existing IFRS 

CESR is however of the view that regulated activities can have a significant impact on an entity’s 

financial position and performance and that they should as a result be properly reflected in its 

financial statements. As we believe it important to achieve a level playing field in this area, we 

would encourage the IASB to work together with the US FASB and other standard-setters having 

specific rate-regulation accounting requirements, to develop a more comprehensive project exploring 

whether there are robust grounds on which the recognition of regulatory assets and/or regulatory 

liabilities can be based.  
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The best way for the IASB to deal with this project in the short term seems to us to be by adding 

additional disclosures requirements aimed at getting issuers to explain the nature and extent of 

regulated activities and the effects of such activities on their financial position and performance.  

Disclosures that are currently required of regulated entities could be enhanced by adding 

requirements along the lines of those proposed in this ED to existing standards.  

 

In order to find a robust solution, the IASB should perform further analysis and extensive 

investigation. We would ask the IASB to explore whether sufficient grounds for the recognition of 

regulatory assets can be found in existing standards that are fully in accordance with the 

framework. 

 

For instance, whilst not having considered all the possible consequences, we tentatively agree with 

the view expressed by some EFRAG members that an analogy can be drawn to an intangible asset 

under IFRIC 12 – Service Concession Arrangements. However, CESR believes that the distinction 

between a license and a regulatory asset is not always clear. The fair value of such  a license on 

initial and subsequent recognition will reflect expectations from future cash flows that would be 

affected by the rate strategy set by the regulator.  

 

If actual revenues exactly match the figures planned both in timing and amount such that the entity 

receives, as expected, the costs it has incurred plus an agreed rate of return, then the fair value of 

the license associated with the concession services will continue as planned and no regulatory asset 

or liability will arise. If revenues turn out to be insufficient to recover the costs incurred plus the 

specified rate of return, a regulatory asset will arise and the fair value of the license will decrease. 

The opposite is true if revenues turn out to be higher than those required to recover the costs 

incurred plus the specified rate of return. This situation could be resolved by recognising the license 

at fair value with changes in that value being taken through profit or loss instead of by the separate 

recognition of a regulatory asset or liability. As this approach would entail an amendment to IAS 38, 

the IASB should undertake further analysis to ensure that a high quality solution can be found, fully 

consistent with the conceptual framework. We believe that such an approach would better maintain 

the common goal of achieving principle-based standards and increase transparency both between 

regulated and non-regulated entities and across different rate regulated activities. 

 

We would encourage the IASB to undertake further investigation to ensure that the definition of 

regulatory liabilities is consistent with the definition of a liability in the framework such that they 

can be recognised in accordance with existing IFRSs, i.e. IAS 37. 

 

As stated above, we think it is important for users to understand the major impact that regulation 

can have on an entity, but believe that, at least in the short-term, this impact can be shown perfectly 

well through robust disclosure requirements alone.   
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APPENDIX 2  

ANSWERS TO THE SPECIFIC QUESTIONS 

 

Question 1 

The exposure draft proposes two criteria that must be met for rate-regulated activities to 

be within the scope of the proposed IFRS (see paragraphs 3–7 of the draft IFRS and 

paragraphs BC13–BC39 of the Basis for Conclusions). Is the scope definition appropriate? 

Why or why not? 

 

CESR is not convinced that the two criteria setting the scope (paragraph 3 of the ED) capture all 

appropriate entities. CESR also feels the proposed scope is rather narrow and would establish 

different accounting treatments for economic activities that are essentially the same: 

 

(a) On the nature and conditions of the regulator (paragraph 3(a)): 

 

- Looking at different rate regulated entities it seems not uncommon that revenue is 

regulated rather than rates (e.g. a regulator defines the total allowable revenue not the 

individual rate which generates such revenue). It seems to us that entities regulated in 

this fashion are currently scoped out of the standard. We believe that excluding entities 

where revenue is regulated rather than rates would result in different accounting 

treatments for similar economic activities reducing comparability between entities in 

different jurisdictions. 

 

We have also considered the case where a regulator sets a maximum rate but allows the 

rate regulated entity to lower the price set. Although the regulator will not object if the 

entity collects less than the maximum revenue open to it, that entity is unlikely to 

choose to do so as often it will be operating from a position of monopoly. We wonder 

whether it is indeed the IASB’s intention to scope out those entities in BC 31-32 for no 

more profound reason than that they are potentially allowed to collect less revenue than 

the maximum one open to them. 

 

- Appendix A states that a regulator is an authorised body empowered to set rates by 

contract and may even be the entity’s governing board. Therefore, it could be understood 

that any entity performing an economic activity in which the board of directors agreed 

by contract (e.g. in the articles of association of the entity) on a policy to set rates 

designed to recover costs plus a fix or variable return would be within the scope of the 

standard and would allow earnings management. The notions of both “interest of the 

customers” and “ensuring the overall financial viability of the entity” are subjective. 

CESR would therefore encourage the IASB to give more guidance on when those 2 

conditions are met.  

 

CESR believes that, if the IASB proceeds with the project, it should clarify who the 

counterparties of such a contract should be and whether or not these include public 

authorities which can delegate the ability to act on their behalf to other entities 

(including a governing board of a private entity). 

 

(b) On the price established by regulation (paragraph 3(b)): 

 

CESR thinks that the IASB should further explore alternative methods adopted by 

regulators other than the cost-of-service type referred to in the ED. We are concerned that 

some types of entity might be scoped out even though their regulated activities are similar 

from an economic perspective to those  scoped into the ED. Even though calculation methods 

might be different, we believe that regulatory assets and liabilities should be recognised for 

all regulatory systems that meet the criterion defined in paragraph 3(a) and where there 

exists a price/rate based on pre-fixed parameters. We consequently disagree with the strict 
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interpretation that an asset or liability will only arise where the price/rate is designed to 

recover the specific costs of the entity plus a specified return. 

 

For example, a pricing method based on targeted or assumed costs would also allow an entity 

to set higher rates in the future and could represent future cash inflows which might in turn 

lead to an asset being recognised. The fact that actual costs can differ from targeted costs will 

have an impact on the measurement of the asset but not necessarily on the recognition of the 

asset. 

 

In addition, we think that more guidance is needed regarding the rate of return. We note for 

instance that paragraph 3 allows a range of rates whilst paragraph 4 states that “the rate for 

each of those categories [...is] bound by the same rate”. Therefore, it seems that setting a 

range of rates is not appropriate in some circumstances, but such circumstances are not 

described in the ED. 

 

If the IASB decides to proceed with the scope as set out in the ED, it should certainly 

consider making allowances for certain types of regulation based on industry averages. 

Where industry average costs are the basis, and these are lower than an entity’s own costs, it 

seems hard to justify why such industry average costs cannot be viewed as “restricted entity 

specific costs”. 

 

As a final point we share EFRAG’s view that further guidance is needed for hybrid schemes. 

 

 

Question 2 

The exposure draft proposes no additional recognition criteria. Once an activity is within 

the scope of the proposed IFRS, regulatory assets and regulatory liabilities should be 

recognised in the entity’s financial statements (see paragraphs BC40–BC42 of the Basis 

for Conclusions). Is this approach appropriate? Why or why not?  

 

CESR sees merit in the rationale developed in the ED by the IASB justifying why it believes 

recognition criteria are unnecessary (i.e. once rate-regulated activities are scoped in, it is 

unreasonable to assume that no economic benefits will flow to, or from, the entity because of the 

“expected actions” of the regulator and because regulatory assets and regulatory liabilities relate to 

specifically identifiable amounts previously expended or collected by the entity.) 

 

We believe that for these types of asset or liability probability should be taken into account when 

measuring the asset or liability but not at initial recognition. However, we believe that if the IASB 

proceeds further with this project it should explore in more detail if it can achieve a solution 

consistent with the conceptual Framework. 

 

Finally we note along with EFRAG that the proposals in the ED seem to be internally inconsistent. 

The ED proposes omitting recognition criteria for regulatory assets. However, paragraph 16 of the 

ED sets out that, when for rate-setting purposes an entity is required to capitalise costs (that might 

otherwise be expensed under existing IFRS), it can only include those “regulatory costs” as part of 

other assets (for example IAS 16 – Property, Plant and Equipment), if it is “highly probable” that the 

regulator will allow those costs to be included in the rate-setting process for the entity. We 

understand from the ED, that if an entity fails to meet the “highly probably” recognition threshold, it 

should recognise a separate regulatory asset instead. CESR finds it difficult to understand the 

IASB’s reasons for requiring different recognition thresholds for similar types of regulatory costs, 

especially as these end up in both cases being recognised as assets under the ED. 

 

 

Question 3 

The exposure draft proposes that an entity should measure regulatory assets and 

regulatory liabilities on initial recognition and subsequently at their expected present 
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value, which is the estimated probability-weighted average of the present value of the 

expected cash flows (see paragraphs 12–16 of the draft IFRS and paragraphs BC44–BC46 

of the Basis for Conclusions). Is this measurement approach appropriate? Why or why 

not? 

 

CESR believes that the expected value approach proposed in the ED is the most correct 

measurement basis from a theoretical point of view as it faithfully reflects the entity’s expectations 

of future cash flows, taking into consideration all possible scenarios. An expected value approach 

seems to work well for portfolios (such as insurance liabilities) and we believe such an approach is 

also consistent both with the new thinking developed by the IASB in its amendments to IAS 37 – 

Provisions, Contingent Liabilities and Contingent Assets regarding individual items, as well as with 

how impairment eventually would be subsequently calculated in accordance with the notion of value 

in use in IAS 36 – Impairment of Assets. 

 

 

Question 4  

The exposure draft proposes that an entity should include in the cost of self constructed 

property, plant and equipment or internally generated intangible assets used in 

regulated activities all the amounts included by the regulator even if those amounts 

would not be included in the assets’ cost in accordance with other IFRSs (see paragraph 

16 of the draft IFRS and paragraphs BC49–BC52 of the Basis for Conclusions). The Board 

concluded that this exception to the requirements of the proposed IFRS was justified on 

cost-benefit grounds. Is this exception justified? Why or why not? 

 

Regulatory assets and liabilities are in our opinion defined differently to assets and liabilities as 

currently defined in the Framework and we think the IASB should not mix these definitions up.  

 

The best presentation in CESR’s view would be to combine the two assets under one balance sheet 

heading. A regulated entity should then be required to segment an asset into an “IFRS asset” and a 

“regulatory asset” and present these two assets separately (but within the same categories of assets) 

in the financial statements. We think that this presentation drawing distinction between “IFRS 

assets” and “regulatory assets” whilst presenting both within the same category would better serve 

users of financial statements. The “IFRS amount” would not include any amounts related to rate-

regulated activities. 

 

However, if the presentation suggested above is not considered possible and we were forced to choose 

between the proposal as set out in the ED and the Alternative View (as described in AV 7 – AV9), we 

would prefer the treatment as set out in the Alternative View as we think that regulatory assets do 

not have the same characteristics as other assets recognised in IFRSs and should therefore be 

presented separately from such other assets. 

 

 

Question 5 

The exposure draft proposes that at each reporting date an entity should consider the 

effect on its rates of its net regulatory assets and regulatory liabilities arising from the 

actions of each different regulator. If the entity concludes that it is not reasonable to 

assume that it will be able to collect sufficient revenues from its customers to recover its 

costs, it tests the cash-generating unit in which the regulatory assets and regulatory 

liabilities are included for impairment in accordance with IAS 36 Impairment of Assets. 

Any impairment determined in accordance with IAS 36 is recognised and allocated to the 

assets of the cash-generating unit in accordance with that standard (see paragraphs 17–

20 of the draft IFRS and paragraphs BC53 and BC54 of the Basis for Conclusions). Is this 

approach to recoverability appropriate? Why or why not? 

 

CESR agrees with EFRAG that it is unclear why impairment should be necessary if regulatory 

assets are measured at their expected present value at each reporting date.  
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We think that it is unclear whether it is a question of impairment or a question of re-measurement. 

For instance, an entity recognises a regulated asset of 100 because it expects additional revenue of 

50 in year 1 and 50 in year 2 due to change in regulated prices. If at the end of year 1, additional 

revenue received is only 40 and expectation for revenue in year 2 is revised to 45, what should be the 

accounting treatment for the experience adjustment on year 1 and for the revision of assumptions on 

year 2? Should the experience adjustment be considered as impairment or as a re-measurement?  

 

Finally, we agree with the IASB that any assessment of the recoverable amount should be done on a 

discounted basis in accordance with IAS 36, as the rate of return agreed with the regulator can be 

determined on different bases and it would thus not be appropriate for it to be used as the discount 

rate for impairment purposes. 

 

 

Question 6 

The exposure draft proposes disclosure requirements to enable users of financial 

statements to understand the nature and the financial effects of rate regulation on the 

entity’s activities and to identify and explain the amounts of regulatory assets and 

regulatory liabilities recognised in the financial statements (see paragraphs 24–30 of the 

draft IFRS and paragraphs BC59 and BC60 of the Basis for Conclusions). Do the proposed 

disclosure requirements provide decision-useful information? Why or why not? Please 

identify any disclosure requirements that you think should be removed from, or added to, 

the draft IFRS. 

 

CESR thinks the disclosures that are currently required of regulated entities could be enhanced and 

that the disclosures proposed in the ED are appropriate and helpful for users. We also agree with the 

IASB’s proposal of presenting the information in a tabular format believing such an approach would 

help users’ understanding. We consequently do not share EFRAG’s concerns on this particular point. 

Additionally, CESR thinks that disaggregating the gross revenue figure into the several components 

proposed by EFRAG to help users to estimate recurring future cash flows is a useful extra step. 

 

CESR does not believe that the ED represents an improvement in financial reporting and thinks 

that additional disclosure requirements for rate-regulated entities should be considered in the 

shorter term whilst the IASB considers a more comprehensive joint project with the FASB and other 

standard-setters having specific rate-regulation accounting requirements on whether specific 

measurement and recognition criteria are necessary. 

 

 

Question 7 

The exposure draft proposes that an entity should apply its requirements to regulatory 

assets and regulatory liabilities existing at the beginning of the earliest comparative 

period presented in the period in which it is adopted (see paragraph 32 of the draft IFRS 

and paragraphs BC62 and BC63 of the Basis for Conclusions). Any adjustments arising 

from the application of the draft IFRS are recognised in the opening balance of retained 

earnings. Is this approach appropriate? Why or why not? 

 

Like EFRAG, CESR’s general view is that retrospective application of IFRSs is preferable to other 

transitional arrangements, because retrospective application ensures comparability and enhances 

understandability. However, we agree with EFRAG that for some of the proposals in the ED 

retrospective application is impossible and consequently support the IASB proposal not to require 

full retrospective application. 

 

 

 

 

 



 

 

 

 

 

 

10 

 

Question 8 

Do you have any other comments on the proposals in the exposure draft? 

 

CESR has the following additional comments: 

 

- CESR finds it hard to follow the logic behind the proposed derecognition criteria. If an entity 

has recognised a regulatory asset but the regulator subsequently changes the method of 

setting rates based on targeted costs which results in that entity failing to meet the price 

criterion described in paragraph 3(b), then according to paragraph 21 of the ED, the entity 

should derecognise the regulatory asset, even if that asset is still fully recoverable based on 

the new price-setting methodology introduced by the regulator. We believe that in such cases 

an entity should indeed be prevented from recognising new regulatory assets but that those 

already recognised but which no longer meet the criteria in paragraph 3 of the ED should be 

retained subject to impairment. 

 

- We believe that further clarification is needed regarding whether changes in the carrying 

amount of an asset or liability arising from re-measurement should be recognised through 

profit or loss or OCI. 

 

       

 


