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Companies that would be affected by the proposals would be subject to a particular type of 
rate regulation. 

These companies would be a party to an enforceable regulatory agreement that 
determines the regulated rate the companies can charge for goods or services supplied to 
customers in such a way that in some cases the compensation for goods or services supplied 
in one period is charged to customers through the regulated rate in a different period.  In other 
words, the way in which the rate is set causes differences in timing to arise.

Consequently, the ED deals with a specific sub-set of rate regulation:  regulation that sets the 
regulated rate in a way that causes differences in timing to arise. This type of rate regulation 
is common in some industries, including the utilities and public transport industries.

Those differences in timing will give a company:

• rights to add amounts to future rates because of goods or services already supplied; or

• obligations to deduct amounts from future rates because of compensation already charged. 

The ED defines a regulatory agreement as ‘a set of enforceable rights and obligations that 
determine a regulated rate to be applied in contracts with customers’. Only some regulatory 
agreements are capable of creating regulatory assets or regulatory liabilities. For example, 
some regulatory agreements place a cap on the price that companies can charge customers 
for their goods or services. Such agreements do not create regulatory assets or regulatory 
liabilities if they do not give rise to: 

• rights to increase future rates because of goods or services already supplied; or 

• obligations to decrease future rates because of amounts already charged to customers. 
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Background

Entities within the scope of the ED will be subject to regulatory agreements that establish: 
(a) the amount that the company is entitled to charge to customers for the goods or services supplied; and

(b) when (ie in which periods) that amount can be included in the rate(s) charged to customers.

Timing of compensation for goods or services supplied coincides with the amounts charged to customers

Typically, regulatory agreements will allow a company to charge customers compensation for goods or services 
supplied during the same period in which the company supplies those goods or services. 

Timing does not coincide—differences in timing
In some cases, the regulatory agreement will require the company to include in the regulated rate for one period 
compensation for goods or services supplied in a different period.

This intervention of the regulation in the rates causes differences in timing between the period when a 
company supplies the goods or services and the period when the related compensation is included in the 
rates charged to customers.

When such differences in timing occur, the amount of revenue recognised in one period:
(a) includes compensation for goods or services that were supplied in a different period (past or future period);

or
(b) does not include all the compensation that the company is entitled for the goods or services it supplied in the

period, because part of this compensation was already included in revenue in the past, or will be included in
revenue in the future.

When differences in timing arise, a company has a right to increase or obligation to decrease the regulated rates in 
the future. Existing IFRS Standards do not require a company to:
• recognise those rights or obligations in its balance sheet; or 
• report how those rights or obligations affected its financial performance.

As a result, the information provided by applying IFRS 15 in the income statement is incomplete. This makes it 
difficult for users to understand the relationship between revenue and expenses. Differences in timing 
represent rights to increase or obligations to decrease the regulated rates in the future. Because those rights and 
obligations are currently not recognised, the information in the balance sheet is also incomplete.
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By applying the proposals, companies would be required to recognise regulatory assets, 
regulatory liabilities, regulatory income and regulatory expense. This would enable them to 
reflect the total compensation to which they are entitled for the goods or services supplied in a 
period as part of their reported financial performance for that period.
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The ED defines a regulatory asset as an enforceable present right, created by a regulatory 
agreement, to add an amount in determining a regulated rate to be charged to customers in 
future periods because part of the total allowed compensation for goods or services 
already supplied will be included in revenue in the future (slide 12).

A regulatory asset is not a financial asset—it does not entitle a company to require customers 
or any other party to pay the company cash: the company ultimately receives cash when
customers pay the increased regulated rate.

What will the recognition of a regulatory asset tell investors?
By applying the proposals, a company would recognise all its regulatory assets (and the 
related regulatory income). This would tell investors that: 

• the company has a right to add an amount to the rates it will charge customers when it 
supplies goods or services in the future. 

• that right exists only because that amount is part of the total allowed compensation for 
goods or services the company has already supplied. 

• the company has not yet charged that amount to customers. 

• that amount will be revenue in the future.
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The ED defines a regulatory liability as an enforceable present obligation, created by a 
regulatory agreement, to deduct an amount in determining a regulated rate to be charged to 
customers in future periods because the revenue already recognised includes an amount that 
will provide part of the total allowed compensation for goods or services to be supplied in 
the future (slide 12).

A regulatory liability is not a financial liability—it does not oblige a company to pay cash to 
customers or to any other party: the company, in effect, ultimately pays cash by receiving less 
cash when customers pay the decreased regulated rate.

What will the recognition of a regulatory liability tell investors?
By applying the proposals, a company would recognise all its regulatory liabilities (and the 
related regulatory expense). This would tell investors that: 

• the company has an obligation to deduct an amount from the rates that it will charge 
customers when it supplies goods or services in the future. 

• that obligation exists only because the company has already charged customers that amount 
and hence already recognised that amount in revenue. 

• that amount will be part of the total allowed compensation for goods or services that the 
company will supply in the future. 

• that amount will decrease revenue in the future.
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As a reminder, the Exposure Draft uses the term total allowed compensation for the full amount 
of compensation for goods or services supplied that a regulatory agreement entitles a company 
to charge customers through the regulated rates— in either the period when the company 
supplies those goods or services or a different period.
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The proposals do not override the presentation requirements of other IFRS Standards.

Statement of financial position 

The proposals require regulatory assets and regulatory liabilities to be presented in the 
balance sheet in separate line items. If a company presents a classified balance sheet, it 
would present current regulatory assets, non-current regulatory assets, current regulatory 
liabilities and non-current regulatory liabilities as separate line items in the balance sheet.

Statement(s) of financial performance 

Regulatory assets and regulatory liabilities arise when a company supplies goods or services in 
one period but part of the compensation relating to those goods or services are charged to 
customers through the rates and, are therefore, recognised and presented as revenue, in a 
different period. The proposals require the net movement between opening and closing 
balances of regulatory assets and regulatory liabilities to be presented as a regulatory 
income minus regulatory expense line item immediately below the revenue line item.

Statement of cash flows

The proposals would not affect the cash flows companies report in the cash flow statement. If a 
company uses the indirect method for reporting cash flows from operating activities, the 
company would determine their amount by deducting regulatory income from, or adding 
regulatory expense to, profit or loss for the period.
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Applying IFRS 15, the Revenue line mostly includes compensation for goods supplied in the 
year, but:  
• may not include part of compensation, for goods supplied in the year, that is charged in other 

years (past or future)—CU20 of Year 1 compensation charged in Year 2; or
• can also include compensation for goods supplied in other years (past or future)—CU20 of 

Year 1 compensation included in revenue for Year 2.

Applying the proposals, the ‘Regulatory income minus regulatory expense’ line item would 
reflect:
• compensation included in revenue of other years (past or future)—for goods supplied in the 

year; less
• compensation included in revenue for the year for goods supplied in other years (past or 

future).

Applying IFRS Standards, all ‘Expenses’ incurred are recognised in the year for goods supplied 
in this year.
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The questions for CMAC members have been included on this slide for convenience. 

The staff will ask all questions for CMAC members at the end of the presentation.
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The proposals would require a company to give investors information about: 

• enforceable rights to increase future rates as a result of goods or services it has already 
supplied to customers; 

• enforceable obligations to decrease future rates as a result of an amount it has already 
charged customers and hence included in revenue already recognised; 

• amounts included in revenue in the current period for goods or services it supplied to 
customers in previous periods;

• amounts included in revenue in previous periods for goods or services it supplied to 
customers in the current period;

• regulatory interest income on regulatory assets and regulatory interest expense on 
regulatory liabilities; and

• other items affecting measurement of regulatory assets or regulatory liabilities such as 
changes in estimates of future cash flows.
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The questions for CMAC members have been included on this slide for convenience. 

The staff will ask all questions for CMAC members at the end of the presentation.
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The question for CMAC members has been included on this slide for convenience. 

The staff will ask all questions for CMAC members at the end of the presentation.
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The questions about Presentation on this slide also appear on slide 23.



The questions about Presentation on this slide also appear on slide 27.

The question about Transition on this slide also appears on slide 32.





38





40


