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Document No.31
July 29, 2021
To the International Accounting Standards Board
Accounting & Tax Committee

Japan Foreign Trade Council, Inc.
Comments on the Exposure Draft “Regulatory Assets and Regulatory Liabilities”

The following are the comments from the Accounting & Tax Committee of Japan Foreign
Trade Council (JFTC) regarding the International Accounting Standards Board
(TASB)’s Exposure Draft “Regulatory Assets and Regulatory Liabilities”. JFTC is a trade-
industry association with Japanese trading companies and trading organizations as its
core members, while the principal function of its Accounting & Tax Committee is to
respond to developments in Japanese and international accounting standards. (Member

companies of JFTC Accounting & Tax Committee are listed at the end of this document.)

Question 1—Objective and scope

Paragraph 1 of the Exposure Draft sets out the proposed objective: an entity should
provide relevant information that faithfully represents how regulatory income and
regulatory expense affect the entity’s financial performance, and how regulatory
assets and regulatory liabilities affect its financial position.

Paragraph 3 of the Exposure Draft proposes that an entity apply the [draft] Standard
to all its regulatory assets and all its regulatory liabilities. Regulatory assets and
regulatory liabilities are created by a regulatory agreement that determines the
regulated rate in such a way that part of the total allowed compensation for goods or
services supplied in one period is charged to customers through the regulated rates for
goods or services supplied in a different period (past or future). The [draft] Standard
would not apply to any other rights or obligations created by the regulatory
agreement—an entity would continue to apply other IFRS Standards in accounting
for the effects of those other rights or obligations.

Paragraphs BC78-BC86 of the Basis for Conclusions describe the reasoning behind
the Board’s proposals. They also explain why the Exposure Draft does not restrict the

scope of the proposed requirements to apply only to regulatory agreements with a

particular legal form or only to those enforced by a regulator with particular
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attributes.

(a) Do you agree with the objective of the Exposure Draft? Why or why not?

(b) Do you agree with the proposed scope of the Exposure Draft? Why or why not? If
not, what scope do you suggest and why?

(c) Do you agree that the proposals in the Exposure Draft are clear enough to enable
an entity to determine whether a regulatory agreement gives rise to regulatory assets
and regulatory liabilities? If not, what additional requirements do you recommend and
why?

(d) Do you agree that the requirements proposed in the Exposure Draft should apply
to all regulatory agreements and not only to those that have a particular legal form or
those enforced by a regulator with particular attributes? Why or why not? If not, how
and why should the Board specify what form a regulatory agreement should have, and
how and why should it define a regulator?

(e) Have you identified any situations in which the proposed requirements would affect
activities that you do not view as subject to rate regulation? If so, please describe the
situations, state whether you have any concerns about those effects and explain what
your concerns are.

(f) Do you agree that an entity should not recognise any assets or liabilities created by
a regulatory agreement other than regulatory assets and regulatory liabilities and
other assets and liabilities, if any, that are already required or permitted to be
recognised by IFRS Standards?

N/A

Question 2—Regulatory assets and regulatory liabilities

The Exposure Draft 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.

The Exposure Draft 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.

Paragraphs BC36-BC62 of the Basis for Conclusions discuss what regulatory assets

and regulatory liabilities are and why the Board proposes that an entity account for
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them separately.

(a) Do you agree with the proposed definitions? Why or why not? If not, what changes
do you suggest and why?

(b) The proposed definitions refer to total allowed compensation for goods or services.
Total allowed compensation would include the recovery of allowable expenses and a
profit component (paragraphs BC87-BC113 of the Basis for Conclusions). This concept
differs from the concepts underlying some current accounting approaches for the
effects of rate regulation, which focus on cost deferral and may not involve a profit
component (paragraphs BC224 and BC233-BC244 of the Basis for Conclusions). Do
you agree with the focus on total allowed compensation, including both the recovery of
allowable expenses and a profit component? Why or why not?

(c) Do you agree that regulatory assets and regulatory liabilities meet the definitions
of assets and liabilities within the Conceptual Framework for Financial Reporting
(paragraphs BC37-BC47)? Why or why not?

(d) Do you agree that an entity should account for regulatory assets and regulatory
liabilities separately from the rest of the regulatory agreement (paragraphs BC58—
BC62)? Why or why not?

(e) Have you identified any situations in which the proposed definitions would result

in regulatory assets or regulatory liabilities being recognised when their recognition

would provide information that is not useful to users of financial statements?

N/A

Question 3—Total allowed compensation

Paragraphs B3-B27 of the Exposure Draft set out how an entity would determine
whether components of total allowed compensation included in determining the
regulated rates charged to customers in a period, and hence included in the revenue
recognised in the period, relate to goods or services supplied in the same period, or to
goods or services supplied in a different period. Paragraphs BC87-BC113 of the Basis
for Conclusions explain the reasoning behind the Board’s proposals.
(a) Do you agree with the proposed guidance on how an entity would determine total
allowed compensation for goods or services supplied in a period if a regulatory
agreement provides:
(i) regulatory returns calculated by applying a return rate to a base, such as a
regulatory capital base (paragraphs B13-B14 and BC92-BC95)?

(ii) regulatory returns on a balance relating to assets not yet available for use
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(paragraphs B15 and BC96-BC100)?

(iii) performance incentives (paragraphs B16-B20 and BC101-BC110)?
(b) Do you agree with how the proposed guidance in paragraphs B3—B27 would treat
all components of total allowed compensation not listed in question 3(a)? Why or why
not? If not, what approach do you recommend and why?

(c) Should the Board provide any further guidance on how to apply the concept of total

allowed compensation? If so, what guidance is needed and why?

Under the proposed guidance, it would be difficult to determine what period the total
allowed compensation is for, and complicated accounting treatment would be required.
This could lead to diversity in practice among companies and reduce comparability. We
would prefer that in addition to supplying more detailed prerequisite information in
relation to the illustrative examples, the evaluation criteria be reviewed and an

expedient considered.

For example, a review of the following would be desirable:

» Concerning the calculation of the current regulated rate (unit price) based on past
average fuel costs, etc., it should be made clear that this will not give rise to a difference
in timing, because recovery of the past cost as allowable expenses is not necessarily
guaranteed.

= In relation to treating revenue relating to an asset not yet available for use (such as
construction in progress) that is included in calculation of the regulatory asset base as
giving rise to a difference in timing, given the fact, among others, that not all assets
subject to calculation are depreciable assets, adjustment in line with depreciation will
not necessarily be a faithful representation, so this should be deemed not to give rise to
a difference in timing.

= Because complicated estimates could result in the requirement of revenue information
that deviates from the actual situation, consideration should be given to establishing a
practical expedient with a more limited scope, such as making the subject of recognition
as regulatory assets or regulatory liabilities only critical differences in timing (more than

one year).

Question 4—Recognition

Paragraphs 25-28 of the Exposure Draft propose that:
* an entity recognise all its regulatory assets and regulatory liabilities; and

+ if it is uncertain whether a regulatory asset or regulatory liability exists, an entity

15

—RAEEA BEREBSR
Japan Foreign Trade Council, Inc.



JFTC

_——

should recognise that regulatory asset or regulatory liability if it is more likely than
not that it exists. It could be certain that a regulatory asset or regulatory liability
exists even if it 1s uncertain whether that asset or liability will ultimately generate
any inflows or outflows of cash. Uncertainty of outcome would be addressed in
measurement (Question 5).
Paragraphs BC122-BC129 of the Basis for Conclusions describe the reasoning behind
the Board’s proposals.
(a) Do you agree that an entity should recognise all its regulatory assets and
regulatory liabilities? Why or why not?
(b) Do you agree that a ‘more likely than not’ recognition threshold should apply when
it is uncertain whether a regulatory asset or regulatory liability exists? Why or why
not? If not, what recognition threshold do you suggest and why?

(a) N/A

(b) We do not agree.
The principles of recognition/measurement requirements should be the same as in IFRS

15: Revenue from Contracts with Customers.

In the case that a new recognition/measurement requirement is instituted, if the same
conditions as in a regulatory agreement were included in a (multi-year) contract with a
customer, the difference between the requirements in question might mean that
recognition of the regulatory asset and regulatory liability of the same component would
be required in addition to that under IFRS 15. This could result in complicated practice.
For example, while there is the constraint under IFRS 15 that the estimate of variable
consideration should include those for which it is highly probable that a significant
reversal will not occur, a “more likely than not” recognition threshold under the proposed

guidance may result in such a difference.

BC73 and BC74 note a fourth, similar, accounting approach that was considered but not
adopted. However, we think that comparability and definitions of asset/liability (not the
right to receive cash or obligation to supply goods or services) are not sufficient reasons
for requiring the above-mentioned accounting treatment rather than pursuing this

approach.

Question 5—Measurement
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Paragraph 29 of the Exposure Draft specifies the measurement basis. Paragraphs 29—
45 of the Exposure Draft propose that an entity measure regulatory assets and
regulatory liabilities at historical cost, modified by using updated estimates of future
cash flows. An entity would implement that measurement basis by applying a cash-
flow-based measurement technique. That technique would involve estimating future
cash flows— including future cash flows arising from regulatory interest—and
updating those estimates at the end of each reporting period to reflect conditions
existing at that date. The future cash flows would be discounted (in most cases at the
regulatory interest rate —see Question 6). Paragraphs BC130-BC158 of the Basis for
Conclusions describe the reasoning behind the Board’s proposals.

(a) Do you agree with the proposed measurement basis? Why or why not? If not, what
basis do you suggest and why?

(b) Do you agree with the proposed cash-flow-based measurement technique? Why or

why not? If not, what technique do you suggest and why?

If cash flows arising from a regulatory asset or regulatory liability are uncertain, the
Exposure Draft proposes that an entity estimate those cash flows applying whichever
of two methods—the ‘most likely amount’ method or ‘expected value’ method—better
predicts the cash flows. The entity should apply the chosen method consistently from
initial recognition to recovery or fulfilment. Paragraphs BC136-BC139 of the Basis
for Conclusions describe the reasoning behind the Board’s proposal.

(c) Do you agree with this proposal? Why or why not? If not, what approach do you

suggest and why?
N/A

Question 6—Discount rate

Paragraphs 46—49 of the Exposure Draft propose that an entity discount the estimated
future cash flows used in measuring regulatory assets and regulatory liabilities.
Except in specified circumstances, the discount rate would be the regulatory interest
rate that the regulatory agreement provides. Paragraphs BC159-BC166 of the Basis
for Conclusions describe the reasoning behind the Board’s proposals.

(a) Do you agree with these proposals? Why or why not? If not, what approach do you
suggest and why?

Paragraphs 50-53 of the Exposure Draft set out proposed requirements for an entity
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to estimate the minimum interest rate and to use this rate to discount the estimated
future cash flows if the regulatory interest rate provided for a regulatory asset is
insufficient to compensate the entity. The Board is proposing no similar requirement
for regulatory liabilities. For a regulatory liability, an entity would use the regulatory
interest rate as the discount rate in all circumstances. Paragraphs BC167-BC170 of
the Basis for Conclusions describe the reasoning behind the Board’s proposals.

(b) Do you agree with these proposed requirements for cases when the regulatory
interest rate provided for a regulatory asset is insufficient? Why or why not?

(c) Have you identified any other situations in which it would be appropriate to use a
discount rate that is not the regulatory interest rate? If so, please describe the
situations, state what discount rate you recommend and explain why it would be a

more appropriate discount rate than the regulatory interest rate.

Paragraph 54 of the Exposure Draft addresses cases when a regulatory agreement
provides regulatory interest unevenly by applying a series of different regulatory
interest rates in successive periods. It proposes that an entity should translate those
rates into a single discount rate for use throughout the life of the regulatory asset or
regulatory liability.

(d) Do you agree with the proposal? Why or why not? If not, what do you recommend
and why?

N/A

Question 7—Items affecting regulated rates only when related cash is paid or received

In some cases, a regulatory agreement includes an item of expense or income in
determining the regulated rates in the period only when an entity pays or receives the
related cash, or soon after that, instead of when the entity recognises that item as
expense or income in its financial statements. Paragraphs 59—66 of the Exposure Draft
propose that in such cases, an entity would measure any resulting regulatory asset or
regulatory liability using the measurement basis that the entity would use in
measuring the related liability or related asset by applying IFRS Standards. An entity
would adjust that measurement to reflect any uncertainty that is present in the
regulatory asset or regulatory liability but not present in the related liability or related
asset. Paragraphs BC174-BC177 of the Basis for Conclusions describe the reasoning
behind the Board’s proposals.

(a) Do you agree with the measurement proposals when items of expense or income
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affect regulated rates only when related cash is paid or received? Why or why not? If

not, what approach do you suggest for such items and why?

When these measurement proposals apply and result in regulatory income or
regulatory expense arising from remeasuring the related liability or related asset
through other comprehensive income, paragraph 69 of the Exposure Draft proposes
that an entity would also present the resulting regulatory income or regulatory
expense in other comprehensive income. Paragraphs BC183—BC186 of the Basis for
Conclusions describe the reasoning behind the Board’s proposal.

(b) Do you agree with the proposal to present regulatory income or regulatory expense

in other comprehensive income in this case? Why or why not? If not, what approach

do you suggest and why?
N/A

Question 8—Presentation in the statement(s) of financial performance

Paragraph 67 of the Exposure Draft proposes that an entity present all regulatory
income minus all regulatory expense as a separate line item immediately below
revenue. Paragraph 68 proposes that regulatory income includes regulatory interest
income and regulatory expense includes regulatory interest expense. Paragraphs
BC178-BC182 of the Basis for Conclusions describe the reasoning behind the Board’s
proposals.

(a) Do you agree that an entity should present all regulatory income minus all
regulatory expense as a separate line item immediately below revenue (except in the
case described in Question 7(b))? Why or why not? If not, what approach do you suggest
and why?

(b) Do you agree with the proposed inclusion of regulatory interest income and

regulatory interest expense within the line item immediately below revenue? Why or

why not? If not, what approach do you suggest and why?
N/A

Question 9—Disclosure

Paragraph 72 of the Exposure Draft describes the proposed overall objective of the
disclosure requirements. That objective focuses on information about an entity’s

regulatory income, regulatory expense, regulatory assets and regulatory liabilities, for

reasons explained in paragraphs BC187-BC202 of the Basis for Conclusions. The
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Board does not propose a broader objective of providing users of financial statements
with information about the nature of the regulatory agreement, the risks associated
with it and its effects on the entity’s financial performance, financial position or cash
flows.

(a) Do you agree that the overall disclosure objective should focus on information about
an entity’s regulatory income, regulatory expense, regulatory assets and regulatory
liabilities? Why or why not? If not, what focus do you suggest and why?

(b) Do you have any other comments on the proposed overall disclosure objective?

Paragraphs 77-83 of the Exposure Draft set out the Board’s proposals for specific
disclosure objectives and disclosure requirements.

(c) Do you have any comments on these proposals? Should any other disclosures be
required? If so, how would requiring those other disclosures help an entity better meet
the proposed disclosure objectives?

(d) Are the proposed overall and specific disclosure objectives and disclosure
requirements worded in a way that would make it possible for preparers, auditors,
regulators and enforcement bodies to assess whether information disclosed is

sufficient to meet those objectives?

(a) We do not agree.

We think that focusing only on regulatory assets and regulatory liabilities is sufficient.
Paragraph 83 requires disclosure of a reconciliation in the notes from the opening to the
closing carrying amounts of regulatory assets and regulatory liabilities, and
reconciliation items also include regulatory income and regulatory expense. The
quantitative information required in Paragraph 80 (a) contains information on

regulatory income and regulatory expense as well.

Focusing exclusively on regulatory assets and regulatory liabilities would therefore not
result in no information being provided on regulatory income and regulatory expense, so,
given the cost of disclosure, we think that focusing only on regulatory assets and

regulatory liabilities is sufficient.

Based on that thinking, as noted in our answer to (c), we also propose simplifying the

disclosure 1tems.

(b) N/A
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(c) We propose simplifying the disclosure items. Paragraphs 77 and 78 are considered
unnecessary, because as noted in our response to (a), we think focusing only on disclosure

of regulatory assets and regulatory liabilities is sufficient.

(d) We do not agree.

Paragraph 80 (a) requires that an entity disclose quantitative information, using time
bands, about when it expects to recover the regulatory assets and fulfil the regulatory
liabilities. However, IFRS 15 Paragraph 120 (ii) permits the entity to use qualitative
information about the transaction price allocated to remaining performance obligations
because requiring a quantitative disclosure of the remaining performance obligations,
scheduled into one-year time bands, would imply a degree of precision that may not exist.
For the same reason, we propose that this standard also permit the use of qualitative

information.

Question 10—Effective date and transition

Appendix C to the Exposure Draft describes the proposed transition requirements.
Paragraphs BC203—-BC213 of the Basis for Conclusions describe the reasoning behind
the Board’s proposals.

(a) Do you agree with these proposals?

(b) Do you have any comments you wish the Board to consider when it sets the effective
date for the Standard?

N/A

Question 11—Other IFRS Standards
Paragraphs B41-B47 of the Exposure Draft propose guidance on how the proposed

requirements would interact with the requirements of other IFRS Standards.
Appendix D to the Exposure Draft proposes amendments to other IFRS Standards.
Paragraphs BC252-BC266 of the Basis for Conclusions describe the reasoning behind
the Board’s proposals.

(a) Do you have any comments on these proposals? Should the Board provide any
further guidance on how the requirements proposed in the Exposure Draft would

interact with any other IFRS Standards? If yes, what is needed and why?

(b) Do you have any comments on the proposed amendments to other IFRS Standards?

N/A
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Question 12—Likely effects of the proposals

Paragraphs BC214-BC251 of the Basis for Conclusions set out the Board’s analysis of
the likely effects of implementing the Board’s proposals.
(a) Paragraphs BC222-BC244 provide the Board’s analysis of the likely effects of
implementing the proposals on information reported in the financial statements and
on the quality of financial reporting. Do you agree with this analysis? Why or why not?
If not, with which aspects of the analysis do you disagree and why?
(b) Paragraphs BC245-BC250 provide the Board’s analysis of the likely costs of
implementing the proposals. Do you agree with this analysis? Why or why not? If not,
with which aspects of the analysis do you disagree and why?
(c) Do you have any other comments on how the Board should assess whether the
likely benefits of implementing the proposals outweigh the likely costs of
implementing them or on any other factors the Board should consider in analysing the
likely effects?

N/A

Question 13—Other comments

Do you have any other comments on the proposals in the Exposure Draft or on the

Ilustrative Examples accompanying the Exposure Draft?

N/A
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