




















To: "'ed.accounting@cica.ca'" <ed.accounting@cica.ca> 
From: "Fraser, Sheila" <fraserss@oag-bvg.gc.ca> 
Date: 11/26/2009 02:00PM 
Subject: AcSB Exposure Draft - Rate-regulated Activities 

   
26 November 2009  
  
Mr. Peter Martin, CA 
Director, Accounting Standards 
Accounting Standards Board 
277 Wellington Street West 
Toronto, Ontario    M5V 3H2  
  
Dear Mr. Martin: 
  
Thank you for the opportunity to comment on the Accounting Standards Board’s Rate-regulated 
Activities exposure draft. 
  
The Office of the Auditor General of Canada has concerns with the appropriateness of rate 
regulated accounting. 
  
We do not support the requirements of the proposed standard as it challenges the principles of the IASB’s 
Framework for the Preparation and Presentation of Financial Statements and the exposure draft does not 
clearly demonstrate how the presence of regulation confirms an entity’s ability to control benefits 
expected to flow from the recognized asset as at the financial reporting date.  Although we appreciate that 
the recognition of regulatory assets provides useful information to regulators in setting rates, regulators 
are not the sole users of the financial statements of regulated entities.  Information useful to regulators 
may be provided by means other than financial statements prepared in accordance with international 
financial reporting standards, which should maintain the integrity of the principles of the accounting 
framework. 
  
Regulatory assets represent capitalized costs for which future economic benefits are considered 
to be assured from the presence of regulation. Recognition of these items is unique to rate 
regulated accounting and challenges the traditional tests of control and future economic benefits 
for recognizing an asset.  The incurrence of expenditures in a regulatory environment does not 
necessarily coincide with the generation of an asset.  In the absence of specific guidance for rate 
regulated entities, it is our opinion that amounts presented as regulatory assets would be unlikely 
to qualify for recognition on the statement of financial position. 
  
The proposed standard does not require the regulator to be independent of the regulated entity 
and we question the appropriateness of self-regulated entities applying rate regulated accounting 
if they are not truly subject to regulation by an independent third party.  In the absence of an 
independent body, it is questionable whether the regulator is acting on behalf of the customers 
and whether the entity is truly constrained in its price setting.     
  
Lastly, we are concerned that the proposed standard has not considered the impact of customer 
rate subsidies or government appropriations in assessing whether rates are designed to recover an 



entity’s cost of providing a regulated service or in measuring regulatory assets.  In evaluating 
whether regulation is designed to provide recovery of costs plus a sufficient return, we consider 
the presence of appropriations and/or customer subsidies to be a significant consideration and 
indicator that rate regulated accounting is not appropriate.  Further, regulated entities that do not 
generate cash flows from customers alone may inappropriately factor amounts anticipated to be 
received from governments into the measurement of regulatory asset.   
  
I hope these comments are of assistance to you as you complete this project.  Should you have 
any questions, please do not hesitate to contact Stuart Barr, Assistant Auditor General, 
Professional Practices Group at (613) 995-3708. 
  
Yours sincerely, 
  
Sheila Fraser, FCA 
Auditor General | Vérificatrice générale 
Office of the Auditor General of Canada | Bureau du vérificateur général du Canada 
C.D. Howe Building, 240 Sparks Street, West Tower | Édifice C.D. Howe, 240, rue Sparks, tour ouest 
Ottawa, Canada K1A 0G6 
sheila.fraser@oag-bvg.gc.ca 
Telephone | Téléphone 613-992-2512  
Facsimile | Télécopieur 613-957-4023 
Teletypewriter | Téléimprimeur 613-954-8042 
 




