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@ EFRAG
Overview of the RRA model — Scope

That determines the
regulated rate charged
for goods and services

Part of compensation for

Party to an enforceable goods and services

charged to customers in

a different (past or future)
period

Companies
affected by
the
proposals

These differences in timing give a company :
* Right to add amounts to future rates because of goods and services already supplied
» Obligation to deduct amounts from future rates because of compensation already
charged
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@ EFRAG
Overview of the RRA model — Total Allowed Compensation

The full amount of compensation for goods or services
Total Allowed supplied that a regulatory agreement entitles an entity to
S I Il Charge customers through the regulated rates, in either
the period when the entity supplies those goods or
services or a different period

Over the life of the regulatory agreement

Total allowed
compensation

Revenue
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@ EFRAG
Overview of the RRA model — Regulatory Asset

» 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

Asset compensation for goods or services already supplied will be included

in revenue in the future

Reqgulatory

RL‘L{' L1 lr'.l]_[_‘JI"-," assets

Regulatory
asset

Total allowed

compensation

Revenue
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@ EFRAG
Overview of the RRA model — Regulatory Liability

» An enforceable present obligation, created by a regulatory
agreement, to deduct an amount in determining a

Regulato ry regulated rate to be charged to customers in future periods
: .- because the revenue already recognised includes an
Liabil Ity amount that will provide part of the total allowed
compensation for goods or services to be supplied in the
future

Regulatory liabilities

Total allowed
compen

Revenue

Total allowed
compensation
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Appendix: Differences in timing — an illustration*

Fact pattern

Company A is party to a regulatory agreement that
entitles it to recover the input costs it incurs in
supplying goods to customers.

The regulated rates for Year 1 are set to recover
estimated input costs of CU100.! However, actual input
costs for Year 1 amount to CU120.

To recover the CU20 input costs under-recovered in
Year 1, the regulatory agreement entitles Company A to
increase the regulated rates it will charge customers for
goods it will supply in Year 2.

The regulated rates for Year 2 are set to recover
estimated input costs of CU100 plus the input costs
under-recovered in Year 1 (CU20)—that is, a total of
CU120 (CU100 + CU20). Actual input costs for Year 2
amount to CU100. For simplicity, the example assumes
that the regulated rates only allow the company to
recover input costs without providing it with any profit.

Without the proposals

Revenue 100 120
Input costs (120) (100)
Profit (loss) (20) 20

What is the problem?

Without the proposals, investors might conclude
that Company A underperformed in Year 1 and then
overperformed in Year 2. This is because:

* revenue in Year 1 does not include compensation of
CU20 that relates to goods supplied in that year; and

+ revenue in Year 2 includes compensation of CU20
that relates to goods supplied in Year 1.

Comment

supplied to customers in Year 2.

The CU20 added to the regulated rates in Year 2 is part of the total allowed compensation for the goods
Company A supplied in Year 1, not for those supplied in Year 2.

The total allowed compensation for the goods supplied to customers in Year 1 is CUU120 and CU100 for the goods

1 Monetary amounts are denominated in ‘currency units' (CU).

* Slide extracted from the IASB snapshot: Regulatory Assets and Regulatory Liabilities

With the proposals

InCU Year1 Year 2
Revenue 100 120
Regulatory income

(regulatory expense) 20 (20)
Input costs (120) (100)
Profit (loss) = =
In CU Year1 Year 2
Regulatory asset 20 -

How would the problem be solved?
With the proposals, Company A would:

+ account for regulatory income of CU20 in Year 1 to
reflect compensation for goods supplied in Year 1
but to be included in the regulated rates charged to
customers in Year 2.

+ account for a regulatory asset of CU20 in Year 1 to
reflect Company A's right to increase the regulated
rates in Year 2.

+ account for regulatory expense of CU20 in Year 2
to reflect amounts in the regulated rates charged,
and hence in revenue, in Year 2 that provide
compensation for goods already supplied in Year 1.

* stop recognising the regulatory asset in Year 2 when
it increases the regulated rates to recover the input
costs it under-recovered in Year 1.

Snapshot | Exposure Draft Regulat ties | January 2021 | 3
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Appendix: Examples of circumstances giving rise to regulatory asse

and regulatory liabilities*

Regulatory assets

E>€E

Under-recovery of
compensation in the
current period creates a

regulatory asset (RA)

Regulatory liabilities

E>e

Over-recovery of
compensation in the
current period creates a

regulatory liability (RL)

Example RA1

The rate a company charges customers
during the current period includes an
estimated amount of input costs. Actual
input costs incurred in that period exceeded
this estimate.

The regulatory agreement gives the company
the right to add that under-recovery of input
costs in the rates to be charged to customers
in the future.

Example RI1

The rate a company charges customers
during the current period includes an
estimated amount of input costs. Actual
input costs incurred in that period were
lower than this estimate.

The regulatory agreement obliges the
company to deduct that over-recovery of
input costs in the rates to be charged to
customers in the future.

Example RA2

A company incurs an obligation for
environmental clean-up costs during the
current period.

The rates charged to customers during

the current period did not include the
environmental costs incurred. The
regulatory agreement gives the company the
right to recover those costs by adding them
in the rates only when it pays the related
cash in the future.

Example R12

Aregulatory agreement entitles a company
to recover part of the construction cost of an
asset through the rates charged to customers
(‘pre-funding’) in the current period.

The asset was not yet available for use in

the current period.

The regulatory agreement obliges the
company to deduct the amount of the
pre-funding in the rates to be charged to
customers in the future.

Example RA3

A regulatory agreement entitles a company
to a bonus because it met specified
performance criteria in the current period.

The rates charged to customers during the
current period did not include the bonus.
The regulatory agreement gives the company
the right to recover the bonus by adding it

in the rates to be charged to customers in
the future.

Example RI3

A regulatory agreement imposes a penalty on
a company because it failed to meet specified
performance criteria in the current period.

The rates charged in the current period

did not reflect the penalty. The regulatory
agreement obliges the company to deduct
the amount of the penalty in the rates to be
charged to customers in the future.

gend: g = compensation to which a company is entitled for goods or services already supplied. E = compensation included in the rates already charged.

* Slide extracted from the IASB snapshot: Regulatory Assets and Regulatory Liabilities
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EFRAG is co-funded by the European Union through
the Single Market Programme in which the EEA-EFTA
countries (Norway, Iceland and Liechtenstein), as well
as Kosovo participate. Any views and opinions
expressed are however those of the presenter only
and do not necessarily reflect those of the European
Union, the European Commission or of countries that
participate in the Single Market Programme. Neither
the European Union, the European Commission nor
countries participating in the Single market
Programme can be held responsible for them.
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