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(1 EFRAG
Disclaimer

This paper has been prepared by the EFRAG Secretariat for discussion at a public meeting of the EFRAG FR TEG.
The paper does not represent the official views of EFRAG or any individual member of the EFRAG FRB or EFRAG
FR TEG. The paper is made available to enable the public to follow the discussions in the meeting. Tentative
decisions are made in public and reported in the EFRAG Update. EFRAG positions, as approved by the EFRAG

FRB, are published as comment letters, discussion or position papers, or in any other form considered
appropriate in the circumstances.
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(W EFRAG
Overview

Introduction- recap of key aspects of model (slides 4 — 7)

Common differences in timing under IASB’s tentative decisions (slides 8 — 15)

Measurement differences (slides 16 — 18)

lllustrative examples - Allowable expenses and chargeable income (7
examples) (slides 19 — 42)

lllustrative examples - Performance incentives (slides 43 — 48)

lllustrative examples - Volume variances (slides 49 — 51)
Questions to EFRAG FR TEG members (slide 52)
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Introduction- Recap of key
aspects of model
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@ EFRAG
Recap: The problem today—Ilack of information about differences in

timing

A regulatory agreement establishes

HOW MUCH an entity can charge for supplying
goods or services to customers

WHEN the entity can charge that compensation
to customers through regulated rates

l

|

In the period of supply

In a different period from the period of supply

Past period

Current period Future period

% Compensation in rates

F

-

oh- Supply goods or services

o=

T

£ =

No difference in timing

Copyright of the IFRS Foundation.
All rights reserved.

Difference in timing arises—incomplete information about

financial performance and financial position
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@ EFRAG
Recap: Objective of prospective IFRS RARL

* Provide a better picture of the entity’s future cash flows arising from a subset of rights
and obligations created by a regulatory agreement and of the revenue an entity is
entitled to from its operating activities in a reporting period — applies to both cost-based
and incentive-based regulatory schemes

* Recognise regulatory assets and regulatory liabilities and corresponding regulatory
income and regulatory expense that are currently not recognised under IFRS Accounting
Standards*

* Report revenue arising from rate-regulated activities in the period revenue is earned
(the period in which an entity supplies regulatory goods or services) — supplementing
revenue recognised under IFRS 15 Revenue from contracts with customers

*In January 2014 the IASB issued an interim standard, IFRS 14 Regulatory Deferral Accounts, not endorsed in EU, that offered

the option to companies adopting IFRS for the first time to continue apply previous GAAP to regulatorx}deferral accounts
FR TEG meeting 19 September 2025 6



(W EFRAG
Recap: Main requirements of prospective IFRS RARL

* The main requirements of the prospective IFRS RARL were presented to EFRAG FR TEG at its June
2025 meeting

* According to the IASB’s tentative decisions, a difference in timing creates either a regulatory asset
or a regulatory liability

* 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 or all of the total allowed compensation for regulated goods or services
already supplied has not yet been included in IFRS 15 revenue

e Regulatory liability — an enforceable present obligation created by a regulatory agreement,
to deduct an amount in determining the regulated rate to be charged to customers in future
periods because part or all of the total allowed compensation for regulated goods or
services to be supplied in the future has already been included in IFRS 15 revenue

* The link to the June 2025 presentation can be found here.
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https://www.efrag.org/system/files/sites/webpublishing/Meeting%20Documents/1910281510095836/10-02%20-%20Prospective%20IFRS%20Standard%20-%20RARL-%20Main%20requirements%20-%20EFRAG%20FR%20TEG%20meeting%202025-06-12.pdf

Common differences in timing
under prospective IFRS RARL
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@ EFRAG
Total allowed compensation - differences in timing that give rise to

regulatory assets and regulatory liabilities

.~  Regulatory returns

. Inflation
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Types of compensation commonly included in regulated rates (gerrac

RA/RL only if
direct
relationship

\4

Items related to PPE

Allowable Related to RCB
expenses and

chargeable Items unrelated to PPE
income

RA/RL only if
able to track

Unrelated to RCB > Recognise RA/RL

Other regulatory returns > Recognise RA/RL
Regulatory
returns on the

v

Regulatory returns on assets not yet > Recognise RA/RL
RCB available for use*

Do not
recognise

Related to RCB RA/RL

Inflation

Unrelated to RCB > Recognise RA/RL

Related to RCB > RA/RL only if
able to track

Performance
incentives

Unrelated to RCB > Recognise RA/RL

Volume )
variances 4 Recognise RA/RL

. . T . ) . . . o FR TEG meeting 19 September 2025 10
*Only if the entity capitalises borrowing costs and the entity’s RCB has a direct relationship with its PPE



. . . . . . EFRAG
Direct relationship versus no direct relationship — RCB and W

PPE/Intangibles

Recognition of certain regulatory assets and regulatory liabilities depends on whether an entity’s Regulatory
Capital Base (RCB) has a direct or no direct relationship between its Property, Plant and Equipment (PPE)/

Intangible Assets
,

Direct e [tems in RCB related to PPE are similar to items in PPE;

ationship — < i
rspi?al fL?ar:it relcevery * Entity is able to track differences between items in

regulatation RCB and PPE

No direct e [tems in RCB related to PPE differ substantially from
relationship — < items in PPE; or
Wp'ca'f"”“‘:e”tr';’ge;'faatﬁﬁg e Entity is unable to track differences between items in

RCB and PPE
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@ EFRAG
Direct relationship versus no direct relationship — RCB and

PPE/Intangibles (continued..)

* To determine whether an entity’s regulatory capital base has, or does not
have, a direct relationship with its PPE/intangibles an entity should use its

judgement and consider all reasonable and supportable information that is
available without undue cost or effort

* |[FRS 20 is expected to provide indicators to help an entity determine
whether the relationship is direct or indirect

* The previous slide provides the requirements for an entity to have a direct

relationship between its RCB and PPE and some examples of a no direct
relationship.
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(W EFRAG

Regulatory capital base (RCB)
e Regulator uses RCB to determine compensation for the recovery of (and return
on) investment

 The RCB comprises investments in assets and other items for which a regulatory
agreement entitles the entity to add an amount in determining a regulated rate,
as for example items relating to:

e property, plant and equipment
* intangible assets
* inventory etc.

 Compensation related to the RCB could comprise:

* regulatory depreciation—the recovery of amounts included in the regulatory
capital base; and

* regulatory return—a return on amounts included in the regulatory capital
base.
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@ EFRAG
Example 1 — Direct relationship between RCB and PPE

Entity A is entitled to receive a compensation for the depreciation of its RCB.

Entity A's RCB and its PPEs are substantially similar, in fact:

* Most items and classes of RCB items related to PPEs coincide with those of PPEs and are
measured using the same measurement basis;

e Most items and classes of RCB items related to PPEs have the same useful lives as PPE items
in the balance sheet.

Entity A's RCB includes specific adjustments that the regulator determines for
efficiencies in the overall PPE investment.

Entity A is able to track differences by asset class (or a more granular level)
between RCB and its PPEs.

Therefore, Entity A concludes that there is a direct relationship between RCB and
its PPE.
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@ EFRAG
Example 2 — No direct relationship between RCB and PPE

e Entity A is entitled to receive a compensation for the depreciation of its RCB.

* The RCB is determined using a TOTEX approach, which involves applying a capitalization
rate defined by the regulator to Entity A's total expenses (opex + capex). Total expenses
include efficiency adjustments and other items not reflected in accounting such as
inflation. The capitalisation rate is not linked to the accounting ratio (capex/totex) and
may change from one year to another. As a result, the RCB is a rolling balance that
cannot be broken down into classes of items.

* The regulator defines a single depreciation rate for the entire RCB, thus not considering
the useful lives of the individual components.

e Since the RCB is disconnected from the PPE, Entity A is unable to trace the differences
between the RCB and the PPE.

* Therefore, Entity A concludes that there is no direct relationship between the RCB and
its PPE.
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Measurement differences
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(1 EFRAG
Measurement differences

* A measurement difference will arise when the total amount of compensation or
deduction for an allowable expense or chargeable income determined by the
regulatory agreement for all periods differs from the total amount of the expense
or income an entity will recognise for all periods applying IFRS Standards.

* Measurement differences do not reverse over time.

* For example, an entity recognises an expense of CU100 in year 1. The regulator
will provide compensation of CU110 for that expense in year 2. A regulatory
asset of CU110 arises in year 1. The measurement of that regulatory asset
includes a measurement difference of CU10.
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(W EFRAG

Example 3 — Measurement differences

* Entity A is entitled to receive a compensation for the depreciation of its RCB.

e Entity A's RCB and its PPEs are substantially similar (i.e., same classes of items,
same measurement basis and same useful life) and Entity A is able to track
differences between RCB and PPE.

 However, the regulatory depreciation is determined as follows:

v'The 60% of the total compensation is based on accounting depreciation determined in
accordance with IAS 16;

v the remaining 40% is based on benchmarks, i.e., the average depreciation expense of entities
operating in the same industry.

* Entity A concludes that there is a direct relationship between RCB and its PPE.

* Any difference between the regulatory depreciation and the depreciation
expense is a measurement difference (not a timing difference).
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Allowable expenses and
chargeable income —
illustrative examples
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@ EFRAG
Allowable expenses and chargeable income — recognition principles for

RA and RL

RARL recognised only if
entity’s RCB has a direct
relationship with PPE

Related to RCB

RARL recognised only if

entity is able to track

Allowable expenses and :
the compensation

chargeable income

Unrelated to RCB RARL recognised
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Example 1 (regulatory asset) - Allowable expenses and chargeable WEFRAG

income related to RCB (longer period that useful life under IAS 16) and
PPE — direct relationship

e Entity A’s RCB and PPE have a direct relationship

* RCB consists of one asset of CU 1.000 and is recovered over a period of 4
years

* Under IFRS 15 entity A recognises CU250 of revenue each year: year 1 —
year 4

* PPE is also CU 1.000 under IAS 16 but has a useful life of 3 years and Entity
A recognises depreciation on a straight line basis

* Entity A recognises CU 333 depreciation each year under IAS 16
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Example 1 (regulatory asset) continued... Allowable expenses and WEFRAG
chargeable income related to RCB (longer period that useful life under
IAS 16) and PPE — direct relationship

Regulatory capital base — compensation over 4 years

Year 1 Year 2 Year 3 Year 4 Total
Opening
1000 750 500 250 -
balance
Regulator
SRl (250) (250) (250) (250) (1000)

depreciation

Closing
750 500 250 - -
balance
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Example 1 (regulatory asset) continued... Allowable expenses and WEFRAG
chargeable income related to RCB (longer period that useful life under
|IAS 16) and PPE — direct relationship

IFRS PPE reported in statement of financial position — useful life 3 years

Year 1 Year 2 Year 3 Year 4 Total

IAS 16
933 — (334) (1000

Difference in

o 83 (333-250) 83 (333-250) 84 (334-250 (250) (0-250)
timing

Regulatory Asset 33 166 250 N
under IFRS RARL

(A) In year 4 the regulatory asset of CU 250 is derecognised with a corresponding regulatory expense 23



Example 1 (regulatory asset) continued... Allowable expenses and WEFRAG
chargeable income related to RCB (longer period that useful life under

|IAS 16) and PPE — direct relationship

IFRS statement of financial performance — before applying IFRS RARL

IFRS 15
revenue

Depreciation

Profit (loss)

Year 1

250

(333)

(83)

Year 2

250

(333)

(83)

Year 3

250

(334)

(84)

Year 4 Total
250 1000

- (1000)
250 -
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Example 1 (regulatory asset) continued... Allowable expenses and WEFRAG
chargeable income related to RCB (longer period that useful life under
|IAS 16) and PPE — direct relationship

IFRS statement of financial performance — after applying IFRS RARL

Year 1

IFRS 15

250
revenue
Regulatory

income 83
(expense)

Depreciation (333)

Profit (loss) -

Year 2

250

83

333

(333)

Year 3

250

34

334

(334)

Year 4 Total
250 1000
(250) -

- 1000

- (1000)
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Example 2 (regulatory liability) Allowable expenses and chargeable W EFRAG
income related to RCB (shorter period that useful life under IAS 16) and
PPE — direct relationship

Fact pattern is the same as example 1 except that the regulatory depreciation (recovery period) is
shorter that the useful life under IAS 16

e Entity A’'s RCB and PPE have a direct relationship

* RCB consists of one asset of CU 1.000 and is recovered over a period of 3
years

* Under IFRS 15 entity A recognises CU333 of revenue each year: year 1 —
year 3

* PPE is also CU 1.000 under IAS 16 but has a useful life of 4 years and Entity
A recognises depreciation on a straight line basis

* Entity A recognises CU250 depreciation each year under IAS 16
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Example 2 (regulatory liability) continued...Allowable expenses andW EFRAG

chargeable income related to RCB (longer period that useful life under
|IAS 16) and PPE — direct relationship

Regulatory capital base — compensation over 3 years

Year 1 Year 2 Year 3 Total
Opening balance 1000 667 334 -
Regulator
ek (333) (333) (334) (1000)

depreciation

Closing balance 667 334 - -
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Example 2 (regulatory liability) continued... Allowable expenses an

dﬂ EFRAG

chargeable income related to RCB (shorter period that useful life under

|IAS 16) and PPE — direct relationship

IFRS PPE reported in statement of financial position — useful life 4 years

Year 1
Opening balance 1000
IAS 16

. (250)

depreciation
Closing balance 750
Difference in (83) (250-
timing 333)
Regulatory
liability under (83)

IFRS RARL

Year 2

(83) (250-

Year 3 Year 4 Total
500 250 -

(250) (250) (1000)
250 - -

(84) (250- 250 (250-0)

334)

(250) - ¥

28

* In year 4 the regulatory liability of CU 250 is derecognised with a corresponding regulatory income



Example 2 (regulatory liability) continued... Allowable expenses andW EFRAG
chargeable income related to RCB (longer period that useful life under

|IAS 16) and PPE — direct relationship

IFRS statement of financial performance — before applying IFRS RARL

IFRS 15
revenue

Depreciation

Profit (loss)

Year 1

333

(250)

83

Year 2

333

(250)

83

Year 3

334

(250)

84

Year 4 Total

- 1000
(250) (1000)
(250) -
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Example 2 (regulatory liability) continued... Allowable expenses andw EFRAG
chargeable income related to RCB (longer period that useful life under
|IAS 16) and PPE — direct relationship

IFRS statement of financial performance — after applying IFRS RARL

Year 1

IFRS 15

333
revenue
Regulatory

income (83)
(expense)

Depreciation (250)

Profit (loss) -

Year 2

333

(83)

250

(250)

Year 3

334

(84)

250

(250)

Year 4

250

250

(250)

Total

1000

1000

(1000)
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(W EFRAG

Example 3 (regulatory asset) Allowable expense unrelated to PPE that is
added to RCB and can be tracked through regulatory depreciation

* Entity A recognises a maintenance expense of CU 200 in year 1

* The regulatory agreement treats the maintenance expense as an allowable
expense and a part of RCB which can be recovered over a 4 year period

* The allowable expense of CU 50 per year is included in the rates charged to
customers over a 4 year period
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@ EFRAG
Example 3 (regulatory asset) continued... Allowable expense unrelated
to PPE that is added to RCB and can be tracked through regulatory
depreciation
Regulatory capital base — compensation for expense recovered over 4 years
Year 1 Year 2 Year 3 Year 4 Total

Opening
200 150 100 50 -
balance
Regulatory
" (50) (50) (50) (50) (200)
depreciation

Closing balance 150 100 50 - -

Difference in

150 (200-50 50) (0-50 50) (0-50
- (200-50) (50) (0-50) (50) (0-50) (50) (0-50)
Regulatory
Asset - IFRS 150 100 50 -

RARL
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Example 3 (regulatory asset) continued... Allowable expense unrelat®EFRAC
to PPE that is added to RCB and can be tracked through regulatory
depreciation

IFRS statement of financial performance — before applying IFRS RARL

IFRS 15
revenue
Maintenance
expense

(150)

FR TEG meeting 19 September 2025 33



Example 3 (regulatory asset) continued... Allowable expense unrelaFFRAG
to PPE that is added to RCB and can be tracked through regulatory
depreciation

IFRS statement of financial performance — after applying IFRS RARL

Year 1 Year 2 Year 3 Year 4 Total
IFRS 15

50 50 50 50 200
revenue
Regulatory
income 150 (50) (50) (50) -

(expense)

Profit (loss) - - - - -
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@ EFRAG
Example 4 (regulatory liability) Recovery of part of the construction

cost of an asset not yet available for use

In this example it is assumed that Entity A has a direct relationship between its RCB and its PPE

* Regulatory agreement specifies that Entity A has the right to recover the cost of an asset that is
under construction and not yet available for use (Construction work in progress- CWIP asset)

* The cost of the CWIP asset is CU100 in YEAR 1

* Recovery is done by including this cost in the rates charged to customers in the current reporting
included in the IFRS 15 revenue

 The CU100 represents an advance payment of depreciation expense that Entity A will recognise in
future periods. The total allowed compensation for the regulated goods or services it will supply
in years 2 and 3 has already been included in the IFRS 15 revenue in YEAR 1.

* Thus, Entity A recognises a regulatory liability of CU 100 — the regulatory liability is derecognised
over the period in which Entity A supplies regulatory goods or services—that is, the period in
which Entity A recognises depreciation expense of the asset.
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@ EFRAG
Example 4 (regulatory liability) Recovery of part of the construction

cost of an asset not yet available for use

IFRS statement of financial performance

Year 1* Year 2 Year 3

IFRS 15 Revenue 100 - -
Regulatory income (expense) (100) 50 50
Total revenue - 50 50
Depreciation (50) (50)

Profit (loss) 0 0 0

*Entity A recognises a regulatory liability of CU 100 in year 1 which is reversed in year 2 and year 3
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@ EFRAG
Example 5 — Gain on sale of an asset

e Entity A is entitled to received a compensation for the depreciation of its RCB and
concludes that there is a direct relationship between RCB and its PPE.

* The regulatory agreement establishes that a gain on sale of an item of PPE is a
chargeable income; therefore, the entity should deduct this gain from future
regulated rates

e Assuming that:
* The regulatory period is 1 year

* The regulated rate to be charged to customers is 1CU per unit and the quantity of goods sold
is 100 unit (no difference between estimated and actual)

* At the beginning of the first year, the entity purchases a PPE item for 200 with a useful life of
2 years (depreciation expense of 100 CU each year). At the end of the second year, the entity
sells the item, fully depreciated, for 15 CU. This gain impacts the regulated rate of the
following year.

* At the beginning of the third year the entity purchases another PPE item for 200, with a
useful life of 2 years. FR TEG meeting 19 September 2025 37



@ EFRAG
Example 5 — Gain on sale of an asset

IFRS statement of financial performance

Year 1 Year 2* Year 3
FRS 15 Revenue 100 100 85
Regulatory income (expense) - (15) 15
otal revenue 100 85 100
Depreciation (100) (100) (100)
ain on disposal 15
Profit (loss) 0 0 0

*At the end of Year 2, the entity presents a regulatory liability of 15 CU.
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@ EFRAG
Example 6 — Allowable expense unrelated to RCB

* The regulator determines that the regulated rate to be charged to customers in Year 1 is CU2 per unit.
That regulated rate is based on:

 allowed revenue of CU 200. This amount includes compensation for fixed input costs of CU 120
and for other operating costs of CU 80 on an estimated basis; and

e an estimated quantity of 100 units to be sold to customers.

* In determining the regulated rate to be charged to customers in Year 2, the regulatory agreement
gives Entity A the right to add (obligation to deduct) to future regulated rate the under-recovery
(over-recovery) of actual fixed input costs and other operating costs incurred by the entity in Year 1.

* |In Year 1, Entity A:
e supplies 100 units.
* applying IFRS recognises fixed input costs of CU140 and other operating costs of CU 70

* |n Year 2 the estimates units sold and costs and are the same as those in Year 1, but there are no
differences between actual and estimated costs and quantity sold.
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@ EFRAG
Example 6 — Allowable expense unrelated to RCB and PPE

IFRS statement of financial performance
Year 1*  Year 2

IFRS 15 Revenue 200 210
Regulatory income (expense) 10 (10)
Total revenue 210 200
Fixed input costs (140) (120)

Other operating costs (70) (80)
Profit (loss) 0 0

*At the end of Year 1, the entity presents a regulatory asset of 20 CU and a regulatory liability for
10 CU (NB: an entity could account the RA and the RL as a single unit of account if certain

conditions are met)- FR TEG meeting 19 September 2025 40



@ EFRAG
Example 7 — Compensation for allowable expense based on benchmark

techniques

* Entity A recognises variable operating expenses of 500 CU in Year 1. The requlatory agreement
specifies that the compensation for variable operating expenses is determined using
benchmarking technigues which the requlator determines to be 600 CU. The compensation
comprises a recovery of the variable operating expenses (500 CU) and an efficiency gain (100 CU).
The efficiency gain is shared between the entity (70%) and its customers (30%).

* |n addition to the variable expenses, Entity A recognises annual fixed operating expenses of 1,000
CU and receives compensation for the same amount.

 Compensation received by Entity A is included in the regulated rates in the same year (i.e., 1,600
CU in year 1). However, the share of customers of the efficiency gain (i.e., 30 CU) is further
adjusted in the regulated rates of Year T+2. The example assumes there are no variable expenses
in Year 2 and 3.

* Entity A determines that the compensation for the allowable expense recognised in Years 1-3 forms part of the TAC
for the same year. Therefore, except for the efficiency gain part, no difference in timing arises from the amount of
the compensation that relates to Entity A’s allowable expense.

* Regarding the efficiency gain, Entity A determines that its share (70 CU) is a measurement difference because it does
not reverse over time. The remaining amount of the efficiency gain (30 CU) will be deducted in determining the

regulated rates for Year 3 giving rise to a difference in timing.
FR TEG meeting 19 September 2025 41



@ EFRAG
Example 7 — Compensation for allowable expense based on benchmark

techniques

IFRS statement of financial performance

Year 1* Year2 Year3

FRS 15 Revenue 1600 1000 970
egulatory income (expense) (30) - 30
otal revenue 1570 1000 1000
ixed expenses (1000) (1000) (1000)
ariable expenses (500) - -

Profit (loss) 70 - -

*At the end of Year 1, the entity presents a regulatory liability of 30 CU that is reversed in Year 3.
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Performance incentives
— illustrative examples
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(W EFRAG

Performance incentives

RARL recognised only if
Related to RCB entity is able to track the
compensation

Performance incentives

Unrelated to RCB RARL recognised

* Performance incentives are part of TAC in the reporting period in which performance occurs. A difference
in timing arises if the incentive is included in regulated rates charged to customers in a different period.

* A performance incentive might relate to an entity’s performance over various periods. In this regard, an
entity must assess at the end of the reporting period if it has an enforceable present right or obligation. In
such case, an entity must estimate the total amount of the performance incentive and the portion that
relates to the reporting period.
FR TEG meeting 19 September 2025 44



@ EFRAG
Example 8 - Performance incentives unrelated to RCB

e The regulatory agreement rewards (or penalises) Entity A with a bonus (or penalty) if it
meets (or fails to meet) specific performance criteria in terms of customer satisfaction.
The bonus or the penalty impact the regulated rates to be applied to customers in the
following reporting period.

* The bonus or penalty is determined at 2% of the amounts charged to customers during a
specified period. The allowed revenue in the regulatory period is 100 CU per year as
compensation for estimated expenses of 100 CU (there are no differences between
estimated and actual expenses).

* In Year 1, the regulator determines that Entity A fails to meet the customer satisfaction
performance. Therefore, a penalty applies.

* Entity A recognises as a regulatory liability in Year 1 its obligation to deduct the penalty in
determining the regulated rates to be charged to customers in future periods.
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@ EFRAG
Example 8 - Performance incentives unrelated to RCB

IFRS statement of financial performance

Year 1* Year 2
IFRS 15 Revenue 100 98
egulatory income (expense) (2) 2
otal revenue 98 100
(100) (100)
Profit (loss) (2) 0

*At the end of Year 1, the entity presents a regulatory liability of 2 CU.
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@ EFRAG
Example 9 - Performance incentive beyond the reporting period

* The regulatory agreement grants Entity A a performance incentive for constructing an asset (i.e., a
20% bonus or penalty on the overall efficiency gain or loss based on the difference between target
and actual costs). An asset is built over 3 years, with the bonus or penalty reflected in regulated
rates the year after completion. Entity A estimates it will incur a penalty:

InCU Year1 Year2 Year3 Total

Cost targets 5,000 5,000 5,000 15,000
Cost estimates 4,900 5,400 5,450 15,750
Efficiency gain/loss 100 (400) (450) (750)
Penalty (20%) 150

* In the example, construction is completed evenly (33,3% each year), the estimated penalty
remains unchanged during construction and estimated and actual amounts are the same.

* Under the IASB’s tentative decisions, Entity A recognises the penalty as a reduction in TAC in the
period when performance occurs. Since the incentive relates to performance over Years 1-3,
Entity A allocates the estimated penalty based on construction progress—33.3% each year*

*If construction completion was uneven (e.g., year 1 20% and years 2 and 3 40% each) and the entity still concluded that a reasonable

allocation was construction progress, the recognition of the estimated penalty would also be uneven. FR TEG meeting 19 September 2025 .



@ EFRAG
Example 9 - Performance incentives beyond the reporting period

IFRS statement of financial performance
Year 1*  Year2* Year3* Year4*

IFRS 15 Revenue - - - (150)
Regulatory income (50) (50) (50) 150
(expense)

otal revenue (50) (50) (50) -
Profit (loss) (50) (50) (50) -

*The entity recognises a regulatory liability that increases from 50 CU in years 1 to 100
CU in year 2 and 150 CU in year 3. A regulatory liability of 150 CU is reverted in year 4
once the penalty is deducted from the regulated rates.
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Volume variances —
illustrative examples
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@ EFRAG
Example 10 - Volume variances

* In Year 1, the regulators determines that the regulated rate to be charged to customers is
3 CU per unit, determined as follows:

* Allowed revenue of 300 CU. This amounts includes compensation for services and
purchases of 200 CU and depreciation expense of 100 CU.

* An estimated quantity of 100 units to be sold to customers in year 1.
* |In determining the requlated rate in Year 2, the requlatory agreement gives Entity A the

right to add the amount of allowed revenue under-recovered or the obligation to deduct
the amount of allowed revenue over-recovered in Year 1.

* In year 1, Entity A sells 80 units. Consequently, the amount of under-recovered allowed
revenues is 60 CU (there are no differences between estimated and actual expenses).
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Example 10 - Volume variances

(W EFRAG

IFRS statement of financial performance

IFRS 15 Revenue

Regulatory income (expense)

otal revenue

Services and purchases

Depreciation
Profit (loss)

Year 1*

240
60

300
(200)
(100)

*At the end of Year 1, the entity presents a regulatory asset of 60 CU.
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Questions to EFRAG FR TEG members

1. Do you have any questions or comments on the main requirements of the prospective IFRS
Standard on regulatory assets and regulatory liabilities?

2. Are there specific topics on the requirements of the prospective IFRS Standard for which you
would like to receive further education/ practical examples at a future meeting?
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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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