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This paper has been prepared by the EFRAG Secretariat for discussion at a public meeting of EFRAG FR TEG. The 
paper forms part of an early stage of the development of a potential EFRAG position. Consequently, 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. 

Rate-regulated Activities 

Recognition conditions - revised drafting of IFRS 20  

Issues Paper 

Objective 

1 In June 2025, the IASB made available an external editorial review draft of the prospective 

IFRS Accounting Standard Regulatory Assets and Regulatory Liabilities (review draft) to 

selected stakeholders for their comment.  

2 This paper discusses the IASB tentative decisions in October 2025 on the recognition 

requirements related to a direct relationship between an entity’s regulatory capital base 

(RCB) and its property, plant and equipment (PPE). The IASB tentative decisions address a 

sweep issue raised in the comments to the review draft.  

3 As noted in paragraph 10, along with this issues paper, EFRAG FR TEG members should 

read Appendix 1 of this paper (which has the revised drafting of IFRS 20).  

4 Appendix 2 of this paper provides a summary of the IASB staff proposed drafting revisions 

in response to the comments on the recognition conditions discussed with the IASB at its 

October 2025 meeting.  

Structure of this paper  

5 This paper is based on Agenda paper 9B of the October 2025 IASB meeting. The remainder 

of this paper is structured as follows: 

(a) Summary of the IASB’s tentative decisions (paragraphs 6 to 9) 

(b) Overview of feedback on the review draft and the IASB staff responses (paragraphs  

10 to 11) 

(c) Features of a direct relationship (paragraphs 13 to 22) 

https://www.ifrs.org/content/dam/ifrs/meetings/2025/october/iasb/ap9b-recognition-conditions.pdf
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(d) Asset level when assessing a direct relationship (paragraphs 23 to 30) 

(e) Reassessment of a direct relationship (paragraphs 31 to 38) 

(f) Feedback received from the EFRAG RRAWG (paragraphs 39 to 40) 

(g) Questions to EFRAG FR TEG members (paragraphs 40 to 46) 

(h) Appendix 1 - IFRS 20 drafting revisions 

(i) Appendix 2 - Detailed feedback to external review draft of IFRS 20 and IASB staff 

responses. 

Summary of the IASB’s tentative decisions  

6 In October 2025, the IASB discussed the following sweep issues:  

(a) features of a direct relationship  

(b) asset level when assessing a direct relationship  

(c) reassessment of a direct relationship.  

Features of a direct relationship  

7 The IASB tentative decided to: 

(a) specify that the defining feature of a direct relationship between an entity’s RCB 

and an underlying item is the entity’s ability to track, by amount and reporting 

period, how the amounts arising from the underlying item are compensated or 

charged for by regulatory depreciation 

(b) specify that the indicators of a direct relationship between an entity’s RCB and its 

depreciable or amortisable assets include: 

(i) items (or classes) in the RCB being sufficiently similar to items (or asset classes) 

determined in accordance with IFRS Accounting Standards, for the entity to be 

able to track differences between these items or between these classes; and 

(ii) the regulator establishing an amount of regulatory depreciation based on the 

depreciation or amortisation expense determined in accordance with IFRS 

Accounting Standards; and 

(c) permit an entity to presume there is no direct relationship between its RCB and its 

depreciable or amortisable assets if the indicators in (b) are not present. 

Asset level when assessing a direct relationship  

8 The IASB tentatively decided to require an entity to determine whether its RCB and its 

depreciable or amortisable assets have a direct relationship at the level at which the entity 
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can track how amounts are compensated or charged for by regulatory depreciation, with 

the upper limit being the asset class level determined in accordance with IFRS Accounting 

Standards. 

Reassessment of a direct relationship  

9 The IASB tentatively decided to require an entity:  

(a) to reassess whether there is a direct relationship between the RCB and an underlying 

item when there is a change in facts or circumstances or new information (for 

example, a change in the regulatory agreement) that might alter that relationship; 

and 

(b) to disclose any change to or from such a direct relationship, and the reason for the 

change. 

Overview of feedback on the review draft and the IASB staff response  

10 Appendix 1 (which is excerpted from Appendix B of the IASB Agenda paper 9B for the 

October 2025 meeting), which EFRAG FR TEG members should read in conjunction with 

this issues paper, sets out:  

(a) the revised drafting for recognition conditions in the main standard (which will be in 

the main standard - IFRS 20) 

(b) newly added definitions of RCB and regulatory depreciation  

(c) the revised application guidance as stated in revised paragraphs (excerpted 

paragraphs RB1 1 to RB11). 

11  Appendix 2 (which is excerpted from Appendix A of the IASB Agenda paper 9B for the 

October 2025 meeting) details the feedback to the external review draft of IFRS 20 and the 

IASB staff response. In summary, the IASB staff proposed making the following changes to 

IFRS 20:  

(a) move the recognition condition related to the direct relationship into the main 

body of the Standard and express it in a principled and cohesive way (see paragraphs 

1 and 2 of the extract included in Appendix 1) 

(b) add definitions of the RCB and regulatory depreciation 

 

1 The paragraphs of Appendix B (application guidance) in the external review draft of IFRS 20 were labelled as paragraph 

B.  Paragraph RB- includes a revised/new paragraph to be included in the application guidance- Appendix B of IFRS 20. 

https://www.ifrs.org/content/dam/ifrs/meetings/2025/october/iasb/ap9b-recognition-conditions.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/october/iasb/ap9b-recognition-conditions.pdf
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(c) describe the regulatory assets and regulatory liabilities to which the requirement 

for a direct relationship applies as ‘regulatory assets and regulatory liabilities arising 

from regulatory depreciation of an entity’s RCB’ (see paragraph 1 of the excerpt 

related to the main standard included in Appendix 1)  

(d) move the definition for a direct relationship to the main body of the Standard. Also 

made the defining feature of a direct relationship the ability of an entity to track, 

by amount and reporting period, how the amounts arising from the underlying item 

are compensated or charged for by regulatory depreciation (see paragraph 2 of the 

excerpt related to the main standard included in Appendix 1) 

(e) move the previous defining features of a direct relationship to be indicators of a 

direct relationship. The defining features for a direct relationship in the external 

review draft were (a) that items and classes in the RCB were similar to items and 

classes in property, plant and equipment, and (b) that the entity was able to track 

differences between the RCB classes and the property, plant and equipment classes 

(see paragraph RB8 in the excerpt related to Appendix B - Application Guidance of 

IFRS 20 included in Appendix 1) 

(f) add an allowed presumption that there is no direct relationship between its RCB 

and its depreciable or amortisable assets if the indicators of a direct relationship are 

not present (see paragraph RB5 in the excerpt related to Appendix B - Application 

Guidance of IFRS 20 included in Appendix 1). 

(g) clarify the requirement that, if applicable, an entity assesses whether parts of the 

RCB have a direct relationship with underlying items, rather than considering the 

RCB as a whole (see paragraph RB3 in the excerpt related to Appendix B - Application 

Guidance of IFRS 20 included in Appendix 1) 

(h) specify that a direct relationship between the RCB and depreciable or amortisable 

assets must exist at an asset class level as determined by applying IFRS Accounting 

Standards (IFRS asset class) (see paragraph RB6 in the excerpt related to Appendix B 

- Application Guidance of IFRS 20 included in Appendix 1) 

(i) clarify how an entity identifies individual differences in timing when the RCB has a 

direct relationship with depreciable or amortisable assets by IFRS asset class (see 

paragraph RB7 in the excerpt related to Appendix B - Application Guidance of IFRS 

20 included in Appendix 1) 
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(j) add a requirement for an entity to reassess whether there is a direct relationship 

between the RCB and an underlying item when there is a change in the regulatory 

agreement that might alter that relationship (see paragraph RB4 in the excerpt 

related to Appendix B - Application Guidance of IFRS 20 included in Appendix 1). 

12 The EFRAG Secretariat notes that the IASB staff proposals on the reassessment 

(paragraph 11(j) are slightly different to the IASB tentative decision (see paragraphs 32 -33) 

below.  

Features of a direct relationship 

IASB staff analysis  

13 In response to feedback on how a direct relationship was previously described, the IASB 

staff revised the defining feature of a direct relationship to be the ability of an entity to 

track, by amount and reporting period, how the amounts arising from the underlying item 

are compensated or charged for by regulatory depreciation.  

14 The IASB staff noted that the drafting changes aim to make the requirements more 

cohesive and to clarify the principles that underlie them.  Overall, the IASB staff considers 

that by redrafting the direct relationship and placing the essential feature of a direct 

relationship (ability to track) at the forefront of the assessment will help entities to more 

easily assess whether they have a direct relationship or not.   

15 Furthermore, IFRS 20 will also give indicators of whether or not there is a direct relationship 

(previously, these indicators were conditions of a direct relationship). The indicators are 

mentioned in paragraphs RB8-RB11 of the excerpt related to Appendix B - Application 

Guidance of IFRS 20 included in Appendix 1.  

16 The IASB staff also proposed to include an allowed presumption where an entity is allowed 

to presume there is not a direct relationship if neither of the indicators of a direct 

relationship exist (see paragraph RB8 of the excerpt related to Appendix B - Application 

Guidance of IFRS 20 included in Appendix 1).  This presumption aimed to ensure that 

entities need not undertake excessive work to demonstrate ‘ability to track’. When 

developing the presumption, the IASB staff acknowledged that an allowed presumption 

based on indicators could potentially be applied in an asymmetric way.  

(a) An entity with regulatory liabilities in excess of regulatory assets might choose to 

apply the presumption that there is no direct relationship – and not recognise 

regulatory assets and regulatory liabilities.  
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(b) In contrast, an entity with regulatory assets in excess of regulatory liabilities might 

choose not to apply the presumption and instead do additional work to do the 

necessary tracking - and hence recognise regulatory assets and regulatory liabilities.  

17 The IASB staff concluded that risks associated with asymmetric application are acceptable. 

Furthermore, an entity would need to disclose a) information about why it determined the 

relationship is either a ‘direct’ or ‘no direct’ relationship; b) information about 

unrecognised regulatory assets and unrecognised regulatory liabilities, including the 

reason they have not been recognised. 

18 Overall, the IASB staff considers that the combination of these changes will give a good 

balance of costs and benefits and reduce the amount of work entities might have to do 

when assessing the ‘direct’ or ‘no direct’ relationship.  

19 IASB members agreed with the IASB staff analysis and suggested changes.  

EFRAG Secretariat analysis  

20 The feedback (including from RRAWG members) on the external review draft of IFRS 20 

noted that there was too much important material in the Application Guidance, resulting 

in unnecessary cross-referencing, complexity and overall challenges with readability. 

RRAWG members also suggested moving the key concepts, such as recognition conditions 

for the direct relationship assessment, from the application guidance to the main body of 

IFRS 20. The EFRAG Secretariat therefore considers that the suggested changes will address 

many of the flagged concerns and are in line with the suggestions made by RRAWG 

members.   

21 We note that a significant concern raised by RRAWG members was the prohibition placed 

on entities in a ‘no direct relationship’ to recognise regulatory assets and regulatory 

liabilities related to the RCB. For example, one member highlighted that an enforceable 

right to include depreciation of the RCB in the tariff should normally give rise to a regulatory 

asset or a regulatory liability. Another member noted that entities with the same regulatory 

agreements in a single jurisdiction might reach different conclusions on the ‘direct/no 

direct relationship’ assessment, potentially leading to comparability issues for 

investors. Some members noted that the differentiation between ‘direct relationship’ and 

‘no direct relationship’ was not clear, and better guidance was needed. To address these 

concerns, it was suggested considering only the ability to track these differences as the 

driving feature of a direct relationship. This suggestion has been considered by the IASB 

and included in the tentative decisions.  
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22 Initially, a direct relationship existed if two conditions were met: (a) similarity of items 

composing the RCB compared to the PPE and b) an entity’s ability to track the differences 

in timing between these items. The redrafted wording is based only on the condition that 

the entity is able to track differences in timing by amount and reporting period (condition 

a). Condition b) is included as an indicator for a direct relationship to exist. This is in line 

with what EFRAG has commented on the external review draft. 

Asset level when assessing a direct relationship  

IASB staff analysis  

23 The feedback the IASB received on the external review draft indicated some confusion in 

relation to the level at which a reporting entity should assess a direct relationship between 

its RCB and PPE and how this assessment interacts with IFRS 20’s unit of account 

requirements.  

24 Initially, the unit of account was established at the level of individual differences in timing 

or from a group of differences in timing that are created by the same regulatory agreement, 

have similar expiry patterns and are subject to similar risks.  However, feedback indicated 

that tracking at an individual asset level could be unduly onerous. 

25 To address this issue, the IASB decided to clarify that a direct relationship between RCB and 

depreciable or amortisable assets must exist at an asset class level as determined by 

applying IFRS Accounting Standards (see paragraph RB6 of the excerpt related to 

Appendix B - Application Guidance of IFRS 20 included in Appendix 1). This requirement 

was in the external review draft of IFRS 20.  However, the IASB did not have an explicit 

decision on the matter. 

26 Furthermore, the IASB specified that if a reporting entity has a direct relationship between 

its RCB and depreciable or amortisable assets, the entity shall identify individual differences 

in timing using the disaggregation (if any) of the IFRS asset class it uses to establish that 

direct relationship (see paragraph RB7 of the excerpt related to Appendix B - Application 

Guidance of IFRS 20 included in Appendix 1). For example, if an IFRS asset class is 

disaggregated into two classes in the RCB to perform tracking, individual differences in 

timing arise from each of the two disaggregated parts of the IFRS asset class. 

EFRAG Secretariat analysis  

27 The problem of the unit of account for establishing a direct relationship between RCB and 

PPE was also flagged during a few meetings of the EFRAG RRAWG.  
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28 In July’s 2025 EFRAG RRAWG meeting, members observed that the unit of account 

requirements referred to individual differences in timing (or group of differences) while 

paragraph B23 of the external review draft of IFRS 20 talked about classes of assets. 

29 A few EFRAG RRAWG members noted that the IASB should clarify the level at which a 

reconciliation between RCB and PPE was accepted. It was noted that if reconciliation is only 

possible at a level higher than the class of asset, it would prevent recognition of regulatory 

assets and regulatory liabilities, impacting the relevance of information. 

30 Consequently, the EFRAG Secretariat welcomes the clarification on how the unit of account 

applies when there is a direct relationship between an entity’s RCB and its depreciable or 

amortisable assets. It is an important step in aligning the different elements of the 

prospective standard. 

Reassessment of a direct relationship 

IASB staff analysis  

31 Reviewers of the external review draft asked for clarifications on when the existence of a 

direct relationship should be reassessed. Reviewers noted that this comment is also 

relevant for reassessment of the entity’s ability to track regulatory depreciation for items 

unrelated to PPE.  

32 The IASB staff suggested adding requirements that an entity should:  

(a) reassess whether there is a direct relationship when there is a change in the 

regulatory agreement that might alter that relationship (see paragraph RB4 of the 

excerpt related to Appendix B - Application Guidance of IFRS 20 included in 

Appendix 1).  

(b) disclose any change to or from a direct relationship, and the reason for the change. 

33 During the October 2025 IASB meeting, the IASB tentatively decided that such 

reassessment is needed when there is a change in facts or circumstances or new 

information. Such a change can be triggered by (1) a change in the regulatory agreement 

or (2) a change in an entity’s ability to track due to technological improvements, which 

would allow an entity to track differences related to existing regulatory assets and 

regulatory liabilities.  

34 Paragraph RB4 of the excerpt related to Appendix B - Application Guidance of IFRS 20 

included in Appendix 1 includes some examples of other circumstances that could alter the 

‘direct’ or ‘no direct’ relationship between an entity’s RCB and the underlying items. These 

include: 
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(a) the regulatory methodology underlying the determination of its regulatory capital 

base;  

(b) the determination of the regulatory depreciation and whether and how the regulator 

monitors that amounts. 

35 The IASB also considered that information about such a change in the regulatory 

agreement, accordingly, in the relationship between RCB and the underlying items, will 

help users of financial statements understand the relationship between an entity’s RCB and 

the underlying items. Consequently, a requirement was added to disclose any change to or 

from a direct relationship, and the reason for the change. 

EFRAG Secretariat analysis  

36 During the EFRAG RRAWG meeting in July 2025, some RRAWG members raised a point for 

clarification related to when an entity needs to reassess whether it has a ‘direct’ or ‘no 

direct’ relationship.  

37 In addition, members considered that paragraph B27 of the external review draft of IFRS 20 

which allowed different types of relationship to coexist between an entity’s RCB and its 

PPE, was introducing a new concept. Members were not clear how to define 'each part of 

the RCB’. A suggestion was made that further clarifications and examples would be useful. 

38 The EFRAG Secretariat agrees with the proposed clarifications as to when an entity needs 

to reassess whether there is a direct relationship between its RCB and the underlying 

item(s). 

Feedback from the EFRAG RRAWG meeting on 5 December 2025 

39 In general, the EFRAG RRAWG members were supportive of the more principle-based 

approach decided by the IASB at its October 2025 meeting.  

40 However, members noted that the revised wording/proposed changes would need to be 

better understood especially the ‘ability to track’, applying the indicators of a direct 

relationship and how the assessment based on asset class level would work in practice. 

EFRAG RRAWG members made the following comments: 

(a) A few members questioned whether the assessment of direct relationship would be 

affected by the redrafted proposals.  

(b) Some thought that it might be difficult to apply the revised proposal on assessing a 

direct relationship at an asset class level (versus a lower level) because the RCB 

included different elements compared to an asset class. 
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(c)  The ability of tracking differences in timing would need to be tested in practice and 

should be done without unreasonable cost and effort. 

(d) There were mixed views on permitting an entity to presume there is no direct 

relationship between its RCB and its depreciable or amortisable assets if the 

indicators of a direct relationship are not present. A few members noted that there 

could be diversity in practice as the indicators would involve judgement – the 

allowed presumption could add to the diversity as entities could choose whether 

they wanted to be direct or indirect. One member preferred to remove the 

presumption. Another member shared the concern and noted it could trigger 

extensive discussions between auditors and preparers. Other members concurred, 

as they considered that extensive judgement was needed.  

 

Questions for EFRAG FR TEG  

Features of a direct relationship  

41 Do you agree with the IASB tentative decisions regarding the way the direct relationship 

is expressed, and with the allowed presumption in paragraphs RB5 of the excerpt related 

to Appendix B - Application Guidance of IFRS 20 included in Appendix 1? If not, please 

explain why.  

42 Do you have any other comments on any of the changes made to the features and 

assessment of a direct relationship with depreciable or amortisable assets, including the 

indicators in paragraphs RB8 – RB11 of the excerpt related to Appendix B - Application 

Guidance of IFRS 20 included in Appendix 1?  

Asset level when assessing a direct relationship 

43 Do you agree with the requirement to determine a direct relationship with depreciable 

or amortisable assets at an IFRS asset class level and the guidance on how to identify an 

individual difference in timing (paragraphs RB6 and RB7 of the excerpt related to 

Appendix B- Application Guidance of IFRS 20 included in Appendix 1)?  

44 Do you have any other comments on the changes to the asset level when assessing a 

direct relationship?  

Reassessment of a direct relationship 

45 Do you agree with the additional requirements for an entity to reassess whether there 

is a direct relationship between the RCB and an underlying item when there is a change 

in the regulatory agreement that might alter that relationship? 
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46 Do you agree with the proposal to disclose any change to or from a direct relationship, 

and the reason for the change? 

47 Do you have any other comments on the reassessment of a direct relationship?  
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Appendix 1: Revision of recognition requirements in the main standard, 
definitions and application guidance 

1 Related to the ‘direct’ or ‘no direct’ relationship, below is the revised wording in the main 

standard for the recognition conditions, related updated definitions (i.e. for Appendix A of 

IFRS 20) and related revised application guidance (RB 1 to RB 11- to be included in Appendix 

B-Application Guidance of IFRS 20). These excerpts were taken from Appendix B of the IASB 

agenda paper 9B for the October IASB meeting. Appendix 2  

REVISIONS TO THE MAIN STANDARD (IFRS 20) 

 

REVISION TO APPENDIX A (DEFINITION) OF IFRS 20  
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APPENDIX B OF IFRS 20 CHANGES 

 

Compensation through regulatory depreciation of an entity’s regulatory capital base 

 
Scope of requirements in paragraph 1 

RB1. Paragraph 1 sets constraints on the recognition of regulatory assets and 
regulatory liabilities arising from regulatory depreciation of an entity’s 
regulatory capital base. Such regulatory liabilities include regulatory 
liabilities that arise when compensation for amounts arising from depreciable 
or amortisable assets is provided separately from regulatory depreciation 
and added to regulated rates charged to customers before the assets are 
treated as available for use applying IFRS Accounting Standards. 

 
Relationship between a regulatory capital base and an underlying item 

RB2.  The regulatory capital base comprises investments in assets and other items 
that a regulatory agreement entitles an entity to recover by adding an amount 
for regulatory depreciation in determining a regulated rate to be charged to 
customers for goods or services supplied to them. That regulatory 
depreciation provides or charges compensation for amounts arising from 
underlying items, for example: 

(a) items recognised by an entity as a depreciable or amortisable asset 
applying IFRS Accounting Standards; 

(b) an allowable expense or chargeable income added to the regulatory 
capital base other than expenses or income arising from the assets 
described in (a); and 

(c) other amounts added to the regulatory capital base, for example, 
performance incentives added to the regulatory capital base. 

RB3. The regulatory capital base could comprise parts that have a direct 
relationship with an underlying item or items and a part that does not have 
such a relationship. An entity shall apply paragraphs 2 and RB4–RB10 to 
identify whether any part of its regulatory capital base has a direct 
relationship with an underlying item or items. To apply paragraphs 2 and 
RB4–RB10 to identify such a part of the regulatory capital base, an entity 
shall treat the references in those paragraphs to the ‘regulatory capital base’ 
as being to ‘a part of the regulatory capital base’. 

RB4. To determine whether there is a direct relationship between an entity’s 
regulatory capital base and an underlying item or items when applying 
paragraph 2, the entity shall use its judgement and consider all reasonable 
and supportable information that is available without undue cost or effort. For 
example, an entity shall consider the regulatory methodology underlying the 
determination of its regulatory capital base, the determination of the 
regulatory depreciation and whether and how the regulator monitors that 
amounts arising from the underlying items are compensated or charged for 
by regulatory depreciation. An entity shall reassess the determination of 
whether there is such a direct relationship when there is a change in the 
regulatory agreement that might alter that relationship. 

RB5. Paragraphs RB8–RB10 set out some indicators of whether or not a 
regulatory capital base has a direct relationship with an underlying item or 
items. These indicators are not exhaustive. An entity might give more weight 
to some indicators than others in determining whether its regulatory capital 
base has a direct relationship with an underlying item or items. Nonetheless, 
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n entity is permitted to presume there is no direct relationship with 
depreciable or amortisable assets if neither of the indicators described in 
paragraph RB8 exist. 

 
Direct relationship with depreciable or amortisable assets 

RB6. To determine whether an entity’s regulatory capital base has a direct 
relationship with its depreciable or amortisable assets recognised applying 
IFRS Accounting Standards, an entity shall apply the condition in 
paragraph 2 for each asset class determined applying IFRS Accounting 
Standards (an IFRS asset class). 

RB7. Paragraph x2 requires an entity to account for the right or obligation arising 
from an individual difference in timing (or from a group of differences in 
timing). If the regulatory capital base has a direct relationship with 
depreciable or amortisable assets by IFRS asset class, an entity shall 
identify individual differences in timing using the disaggregation (if any) of 
the IFRS asset class it uses to establish the direct relationship. Accordingly: 

(a) if the entity performs such tracking at the IFRS asset class level, an 
individual difference in timing arises from the IFRS asset class; or 

(b) if the entity disaggregates the IFRS asset class across two classes 
in the regulatory capital base to perform such tracking, individual 
differences in timing arise from each of the two disaggregated parts 
of the IFRS asset class. 

RB8. Indicators that an entity’s regulatory capital base has a direct relationship 
with its depreciable or amortisable assets include: 

(a) the classes in the regulatory capital base are sufficiently similar to 
the IFRS classes of depreciable or amortisable assets for the entity 
to be able to track any differences between classes in the regulatory 
capital base and their equivalent IFRS asset classes. As a result, 
the entity is able—using a reasonable and supportable basis—to 
allocate any adjustments to the regulatory capital base to IFRS asset 
classes. 

(b) the regulator determines an amount of regulatory depreciation 
based on the depreciation or amortisation expense determined 
applying IFRS Accounting Standards. 

RB9. Indicators that an entity’s regulatory capital base does not have a direct 
relationship with its depreciable or amortisable assets include: 

(a) the regulator determines the regulatory capital base using capital 
expenditure as specified by the regulatory agreement, instead of 
using information about the entity’s depreciable or amortisable 
assets; or 

(b) the regulator determines regulatory depreciation by considering 
factors unrelated to the depreciation or amortisation of depreciable 
or amortisable assets. 
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Direct relationship with underlying items other than depreciable or amortisable assets 

RB10. Indicators that an entity’s regulatory capital base has a direct relationship 
with underlying items other than depreciable or amortisable assets include: 

(a) the regulatory capital base has a direct relationship with the entity’s 
depreciable or amortisable assets. 

(b) the regulator monitors the provision of compensation for the amounts arising 
from the underlying items through regulatory depreciation separately from the 
rest of the regulatory capital base. The regulatory monitoring might provide 
the entity the information necessary to track, by amount and reporting period, 
how, for example, allowable expenses arising in a reporting period are 
recovered through regulatory depreciation. 

RB11. An indicator that an entity’s regulatory capital base does not have a direct relationship 
with underlying items other than depreciable or amortisable assets is that the entity is 
unable—using a reasonable and supportable basis—to allocate adjustments to the 
regulatory capital base or regulatory depreciation to underlying items. This could be 
the case when the regulator determines regulatory depreciation considering the 
regulatory capital base as a whole. 
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Appendix 2: Feedback on external review draft of IFRS 20 and IASB Staff 
response 

1 Many reviewers commented on the structure and complexity of the requirements in the 

external review draft. 

 

 

 

 

 

 

 
Feedback Staff response 

1 Too much important material is in the 

Application Guidance (Appendix B of the 

Standard) rather than the main body of 

the Standard, resulting in unnecessary 

cross-referencing and complexity. 

We have moved the recognition condition 

related to the direct relationship and the 

definition of such a relationship into the main 

body of the Standard (see paragraphs 1 and 2 of 

the extracts included in Appendix B). 

2 It is difficult to identify the key principles 

out of the extensive detailed 

requirements. 

We have expressed the recognition condition in 

a more principled and cohesive way (see 

paragraph 1 of the extracts included in 

Appendix B)—there needs to be a direct 

relationship between the regulatory capital base 

and an underlying item that gives rise to 

amounts for which the regulatory depreciation 

provides or charges compensation. We give 

examples of the most common type of 

underlying items in paragraph RB2 of 

Appendix B. 

3 More definitions of key terms would be 

helpful, for example, regulatory capital 

base and regulatory depreciation. 

We have added definitions of regulatory capital 

base and regulatory depreciation (see definitions 

in the extracts included in Appendix B). 

4 Some requirements are confusing, in 

particular those dealing with recognition 

subject to (a) the direct relationship for 

property, plant and equipment or (b) an 

entity’s ability to track items unrelated to 

property, plant and equipment. 

We have redrafted the requirements so that the 

concept of a direct relationship applies not only 

for property, plant and equipment but for any 

depreciable and amortisable assets, and for any 

other underlying items. This means that the 

same requirements apply to all underlying items. 
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2 A few reviewers gave comments specifically on the direct relationship (all paragraph 

references in the feedback column are to the paragraphs in the external review draft). 

 

 

Feedback Staff response 

1 Questions on the conditions for a direct relationship: 

(a) How to assess the condition ‘the items and 

classes are similar’ in paragraph B22(a). 

We have clarified what ‘similar’ means (see 

paragraph RB8(b) of the extracts included in 

Appendix B): 

‘the classes in the regulatory capital base are 

sufficiently similar to the IFRS classes of 

depreciable or amortisable assets for the entity 

to be able to track any differences between 

classes in the regulatory capital base and their 

equivalent IFRS asset classes’ 

(b) Whether the condition ‘ability to track 

differences by asset class’ in paragraph 

B22(b) can be a determinant of direct 

relationship and how it interacts with the 

unit of account requirements. 

We have specified that a direct relationship with 

depreciable or amortisable assets must exist at 

an asset class level as determined applying 

IFRS Accounting Standards. 

We have also clarified how an entity identifies 

individual differences in timing when the 

regulatory capital base has a direct relationship 

with depreciable or amortisable assets by IFRS 

asset class. 

See paragraphs RB6–RB7 of the extracts 

included in Appendix B and further discussion in 

paragraphs 12–14 of this paper. 

2 There were comments arising from a comparison of the requirements in the external review 

draft of the prospective Standard and the explanations in the draft Illustrative Examples: 

(a) The final Standard should specify that an 

entity determines the relationship between 

its regulatory capital base and its property, 

We have now specified this. (See paragraph 

RB4 of the extracts included in Appendix B.) 
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 plant and equipment considering also the 

regulatory objective and methodology for 

determining the regulatory capital base and 

regulatory depreciation. This factor was 

only discussed in the draft Illustrative 

Examples. 

 

(b) The final Standard should specify whether 

and when an entity should reassess the 

relationship between its regulatory capital 

base and its property, plant and equipment. 

This comment is also relevant for 

reassessment of the entity’s ability to track 

regulatory depreciation for items unrelated 

to property, plant and equipment. 

We have added a requirement for an entity to 

reassess whether there is a direct relationship 

between the regulatory capital base and an 

underlying item when there is a change in the 

regulatory agreement that might alter that 

relationship (see paragraph RB3 of the extracts 

included in Appendix B). We have also added a 

requirement to disclose such changes. 

3 There were questions about the phrase ‘related to the regulatory capital base’ and the phrase 

‘items in the regulatory capital base that are related or unrelated to property, plant and 

equipment’: 

(a) What does ‘related to the regulatory capital 

base’ mean? 

We now refer to regulatory assets and 

regulatory liabilities arising from regulatory 

depreciation. As a consequence, we have: 

1. captured in the scope of the requirement 

for a direct relationship regulatory assets 

and regulatory liabilities that arise from 

regulatory returns added to the regulatory 

capital base.1 

2. clarified that the requirement for a direct 

relationship applies to regulatory liabilities 

that arise when compensation for amounts 

arising from depreciable or amortisable 
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  assets is provided separately from 

regulatory depreciation and is added to 

regulated rates charged to customers 

before the assets are treated as available 

for use (see paragraph RB1 of the 

extracts included in Appendix B). 

(b) what items related to property, plant and 

equipment are not items of property, plant 

and equipment. 

We now refer to underlying items, including 

depreciable and amortisable assets, allowable 

expenses, and other items added to the 

regulatory capital base (see RB2 of the extracts 

included in Appendix B). We apply the same 

recognition requirements to all underlying items 

(see paragraphs 1–2 of the extracts included in 

Appendix B), but there are different indicators of 

whether a direct relationship exists (see 

paragraphs RB6–RB11 of the extracts included 

in Appendix B). 

(c) whether items related to property, plant 

and equipment include other depreciable 

assets in the regulatory capital base—for 

example, right-of-use assets and 

investment properties. 

We now refer to depreciable and amortisable 

assets, which we will define as depreciable and 

amortisable assets as determined by the entity 

applying IAS 16, IAS 38, IAS 40 and IFRS 16. 

This is consistent with the identification of 

depreciation and amortisation expense in 

IFRS 18. 

4 There were comments about drafting 

inconsistency for the recognition 

constraints for items unrelated to property, 

plant and equipment between: 

 

(a) the draft Application Guidance—the 

recognition constraints are described in 

terms of an entity’s ability to track an 

amount of regulatory depreciation that 

We have made the defining feature of a direct 

relationship the ability of an entity to track, by 

amount and reporting period, how the amounts 

arising from the underlying item are 

compensated or charged for by regulatory 

depreciation (see paragraph 2 of the extracts 

included in Appendix B and discussion in 

paragraphs 8–11 of this paper). 
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 provides compensation for those items; 

and 

 

(b) the draft Basis for Conclusions and 

draft Illustrative Examples—the 

recognition constraints are explained 

and illustrated in terms of the regulator 

tracking the recovery of those items 

through regulatory depreciation. 

 

5 There were questions on the application of 

paragraph B27 of the external review draft. 

That paragraph requires an entity to 

determine the relationship for each part of 

the regulatory capital base that the 

regulator treats differently. Some asked 

how such parts of the regulatory capital 

base should be identified. 

We have clarified that, if applicable, an entity 

assesses whether parts of the regulatory capital 

base have a direct relationship with underlying 

items, rather than considering the regulatory 

capital base as a whole (see paragraph RB3 of 

the extracts included in Appendix B). 
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