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The Heads of Treasuries Accounting and Reporting Advisory Committee welcomes the
opportunity to comment on the Australian Accounting Standard Board's Exposure Draft
ED 185 Rate-regulated Activities.
The scope of the ED is limited to entities whose activities are subject to cost-of-service
regulation. It explicitly excludes other price regulatory r'egimes, such as those based on
targeted or assumed costs and those employing price caps. HoTARAC assumes that this
means price regulation based on assumed efficient costs, rather than actual past costs or
regulated prices that include inflation adjustments, would be outside the scope of this ED.
HoTARAC has significant conceptual concerns with thiS ED, including the following:
II

Ho T ARAC does not think that the pmspect of cost-recovery is sufficient reason for
recognising a cost as an asset when it would otherwise be expensed. To do so would
be a departure from the Framework for the Preparation and Presentation of Financial
Statements;
flo T ARAC considers that, where an entity measures its property, plant and equipment
at fair value or recoverable anlOunt, the effects of price regulation may already be
captured in HIe values of those assets;
Ho TARAC believes that there is a greater need to focus on guidance for the appropriate
valuation of the property plant and equipment assets engaged In the delivery of
rate-reg ulated activities:
HoTARAC doubts that a mere promise by a regulator or an antiCipated action by a
regulator In the circumstances described in the ED would give rise to an asset or
liability. Recognising assets or liabilities in anticipation of a future action outside the
control of the entity, rather than a past event. also appears to be in conflict with the
mework; and
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Ho T ARAC strongly opposes the ED permitting the requirements of existing Standards
to be disregarded (on cost~benefit grounds) in cet1aln circumstances. There is no
conceptual basis for allowing this. The Board should not endorse convenience as a
reason for non~compliance with its Accounting Standards.
The ED is ambiguous regarding the exact nature of a regulatory asset and a regulatory
liability It is therefore unclear how these items meet the definitions of asset and liability in the
mework HoTARAC considers that the ED should clarify exactly what controlled resource
and past event give rise to a regulatory
and exactly what present obligation and past
event give rise to a regulatory liability.
HoTARAC has reservations about whether a regulatory asset or regulatory liability can ever
arise under the present Framework. However, if they can, HoTARAC is not convinced that it
can happen prior to the sale of goods or services at the new prices approved by the
regulator. Assets and liabilities do not normally arise from trading activities until delivery of
the goods or services in question at the contractual (in this case, regulated) rate. The ED's
proposals appear to create the ability to smooth revenue recognition, to which HoTARAC is
opposed on conceptual grounds.
HoTARAC endorses the alternative views as set out after the ED's Basis for Conclusions
Comments by HoTARAC on the questions from the ED are provided in Attachment 1.

If you have any queries regarding Ho TARAC's comments, please contact Robert Williams at
NSW Treasury on 02 9228 3019.
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HoTARAC has several significant conceptual concerns with the Exposure
Draft. HoTARAC is not convinced that assets or liabilities would, in fact, arise
in relation to price regulation. All of HoTARAC's comments should be read
subject to this concern.

1
exposure draft proposes two criteria that must be met for rate·,regulated
to be within the scope of the proposed IFRS (see paragraphs 3-7 of
draft IFRS and paragraphs BC 13-BC39 of the Basis for Conclusions).

Is the scope definition approp~late? ~hy ()~ wh~_~()P
HoTARAC considers that part of the scope definition is inappropriate
Under the scope criteria in Paragraph 3, the ED would apply where a supplier
must sell goods Of services at a price determined by a I'egulator and the
customers are bound by that price. However, HoTARAC notes that, while a
supplier is compelled to sell to all custorners at the regulated price, customers
are not compelled to buy from that supplier and therefore to pay the regulated
price. In response to changes in regulated prices, customers have the option
to alter their consumption or, in some cases, to switch to a different supplier
Customers should not be considered to be bound by a regulated price if their
purchases are optional.
Ho T ARAC therefore suggests that the scope criteria should indicate that the
regulated price binds the supplier rather than its customers. The binding
nature of the price on the customers does not appear to be an essential part
of the scope and should be deleted.
HoTARAC notes that the scope of the ED is limited to entities whose actiVities
are subject to cost-of-service regulation and that it explicitly excludes
price-regulatory regimes based on targeted or assumed costs. HoTARAC
believes that many price-regulated activities in Australia would be outside the
scope of the ED as prices are based 011 recovering estimated efficient future
costs rather than based on recovery of previously incurred costs.
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Appendix A defines regulatory asset and regulatory liability and paragraph 8
requires an entity to recognise them in certain circumstances. Paragraphs
BC 16 and BC H also discuss the nature of regulatory assets and regulatory
liabilities. However, the ED does not satisfactorily explain how a regulatory
asset and a regulatory liability meet the definitions of asset and liability as set
out in Paragraph 49 of trle Framework. The ED is also inconsistent when
describing the nature of the regulatory asset and regulatory liability.
Para~jraph 49(a) of the Framework defines an
as "a resource controlled
by the entity as a result of past events and from which future economic
benefits are expected to flow to the entity".

The exact nature of the controlled resource and the past event are therefore
unclear.
The ED indicates variously that a regulatory asset is:

<II

II
II

a r-ight to increase rates [Appendix A];
a right to recover specific previously incurred costs and earn a
specified return [Appendix AJ;
a promise by the regulator [B 16];
an enforceable right to set rates [BC 16J,
an assurance that future economic benefits will result [BC17]: and
the cause-and-effect relationship between an entity's costs and its
rate-based revenue [BC 17J.

Paragraph 49(b) of the Framework defines a liability as
present obligation
of the entity arising from past events, the settlement of which is expected to
result in an outflow from the entity of resources embodying economic
benefits"
The exact nature of the past event giving rise to the present obligation
therefore unclear.

IS

The ED indicates variously that a regulatory liability arises from:
collecting amounts in excess of costs [BC23]; and
actual or expected actions of the regulator [Appendix A].
This ambiguity could affect the timing of recogniSing the

or liability.

HoTARAC requests tile F30ard
clarify exactly how the elements of the
definition of an asset and liability apply. This would ensure consistency with
the Framework. remove ambiguity and obviate the potential for diverse
practice to arise in applying the ED.
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Paragraph BC 16 indicates that the resource controlled by the entity, giVing
rise to the regulatory asset, "is a promise by the regulator that the costs the
entity incurs will result in future cash flows". Paragraph BC10 states that "the
regulator acts on behalf of the customers who individually would have no
bargaining power with the entity".
HoTARAC doubts that a regulator's promise can qualify as an asset or liability
of the supplier. especially when it also represents a promise to the customers
for whom the regulator' is an advocate. It seems to be equally arguable that
trle regulator's promise is an asset of the customet', especially where the
regulated rate represents a partial refund to them.
The supplier does not appear to have any means of forcing the regulator to
fulfil its promise that the entity will recover its previously incurred costs
Likewise, the regulator has no power to require customers to enter into
transactions after any rate adjustment takes effect. The supplier's recovery of
previously incurred costs therefore appears to be contingent on customer
actions, in making further purchases, rather than the regulator's action.
It is therefore unclear how a supplier coule! mcognise a regulator's promise as
a regulatory asset or regulatory liability where the supplier has no enforceable
right or obligation prior to further sales occurring and where the regulator has
no coercive powel-s over the customers. If a regulatory asset or liability does
arise, HoTARAC considers that it can only do so when the customer
purchases the goods or services at the adjusted rate.
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Paragraph 8 requires an entity to recognise a regulatory asset or a regUlatory
liability arising as a result of the actual or expected actions of the regulator.
An expected action of the regulator
be uncertain and unenforceable.
recognisable asset or liability would
are merely anticipated future actions

appears to be a future event, which may
HoTARAC is not convinced that a
arise in relation to rate adjustments that
of the regulator.

ragraph 58 of the Framework states that "transactions or events expected
to occur in the future do not, of themselves, give rise to assets". Sinlilarly,
ragraph 49 of the Framework defines a liability as a present obligation.
Further, if an entity recognises a regulatory asset or regulatory liability based
on the expected action of the regulator and tile regulator ultimately acts
differently from the way anticipated the entity would have misstated the asset
or liability In the Interim
Ho TARAC therefore does not consider that a supplier could recognise a
regulator's expected action as a regulatory asset or regulatory liability.
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Paragraph BC38 notes that a regulatory asset is an intangible asset.
However, there is no corresponding guidance on how a regulatory liability
should be described.
It would be helpful if the Standard arising from this ED indicated how a
regulatory liability should be classified.
would

ex

Paragraph 10 notes that:
''An effect of applying the requirements in Paragraph 8 lie the right to
recover previously-incurred costs and the obligation to refund
previously-collected amounts] is to recognise as an asset (liability)
initially amounts that would otherwise be recognised in that period In
the statement of comprehensive incorne as an expense (revenue) .. "
Recoverability of costs should not determine whether those costs are
expensed or capitalised. This would be a departure from the Framework.
Fecoverability of an expense may give rise to a corresponding income iterT1
HoTARAC considers that a cost should be classified as an expense or an
asset according to its nature rather than tbe possibility that it will be
recovered.
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Paragraph '10 also states that:
this [dr-aft] IFRS is not applicable:: when items related to regulated
operating activities have been recognised as assets or liabilities in
accordance with other- IFRSs"
This requirement would prevent the proposed Standard frorn being applied if
another Standard applied, even if the former was not in conflict with the latter.
To allow for situations where the proposed Standard might cornplement
existing applicable Standards, it may be better to state the proposed
paragraph thus:
"This [draft] IFRS is not applicable to the extent that items related to
regulated operating activities have
n recognised as assets or
liabilities in accordance with other IFRSs",
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Paragraph '12 gives initial and subsequent measurement reqlmements for
regulatory assets and regulatory liabilities. Hovvever, the ED g
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The exposure draft proposes that an entity should include in the cost of
self-constructed property, plant and equipment or internally generated
intangible assets llsed in regulated activities all the amounts included by the
regulator even if tllose 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
cos~benefitgrounds.

Is the exception justified?
---,._..

not?

HoTARAC does not think the proposed exception is Justified.
Requirements of Standards should not be ignored on cost-benefit grounds.
There is no conceptual basis for dOing so. The ED would set an inappropriate
precedent. endorsing departures fraln Accounting Standards where
compliance would be inconvenient for operational/pricing purposes. It would
also reduce cornparability between like assets among entities
Moreover, the permission to depart from other Standards under paragraph 16
appears to be inconsistent with the requirement to give priority to other
Standards under paragraph 10.
Ho T ARAC is of the view that the lAS B should explore whether a "rateable
asset value" (being the property, plant and equipment asset cost that
regulators use) is in fact the most appropriate value for financial accounting
purposes. Refer to comments under Question 3.

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 lAS 36 Impairment of Assets.
· Any irnpairment determined in accordance with lAS 36 is recognised and
· allocated to the assets of the casll-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

thl~31Pp-,,-oach

to recoverability aPe

riate? Why or why not?

Ho TARAC agrees 'with the proposed approach to recoverability.
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However. HoTARAC notes that, where an entity measures its property, plant
and equipment at ir value or remeasures its assets to reflect an impairment
loss, those measurements (wllere based on expected future cash flows) may
capture the financial effects of cost~of-service regulation. Where an
impairment loss arises, the separate recognition of regulatory assets and
regulatory liabilities would be unacceptable
- - . - - ......

~-.---
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The exposure draft proposes disclosure I"equirements to enable users of
financial statements to unclerstand 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
i statements (see paragraphs 24--30 of the draft I FRS 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.
HoTARAC believes the proposed disclosures are reasonable in respect of
rate-regulated activities.
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The exposure draft proposes that an entity should apply its requirements to
regulatory
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 dr-aft 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 appro~Eiate? Why or why not?
Ho T ARAC has concerns about the impracticability of the retrospective
approach proposed, particularly in the context of the requirements of
ragraph 10(f) of lAS 1 Presentation of Financial Staternenis.
Therefore, if the disclosure required by paragraph 10(f) of lAS 1 would be
invoked by this ED's proposed retrospective application, HoTARAC is of the
view that this needs to be made clear III the eventual Standard.
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Paragraph 1 states the core principle, thus:
"An entity shall recognise the effects on its financial statements of its
operating activities that provide goods or services whose prices are
subject to cost-of-service regulation,"
HoTARAC considers that the ED does not sufficiently justify how this principle
can be applied within the existing Framework and Standards,

