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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 

Inflation adjustments to the regulatory capital base  

Issues Paper 

Objective 

1 This paper discusses the IASB’s tentative decisions in October 2025 relating to comments 

received on the treatment of inflation adjustments to an entity’s regulatory capital base 

(RCB) in the external review draft of IFRS 20.  

2 The IASB agenda paper 9A Inflation adjustments to the regulatory capital base can be 

consulted for background information only. 

3 This issues paper is structured as follows: 

(a) Background (paragraphs 4-6); 

(b) IASB’s tentative decisions relating to comments received in the external review draft 

of IFRS 20 (paragraphs 7-9); 

(c) Comments received by the IASB in the external review draft of IFRS 20 (paragraphs 

10-11); 

(d) IASB Staff analysis and recommendations (paragraphs 12-23);  

(e) Feedback from RRAWG (paragraph 24); 

(f) EFRAG Secretariat analysis (paragraphs 25-26); 

(g) Questions for EFRAG FR TEG members (paragraph 27); and 

Background 

4 Two regulatory approaches are typically used to compensate entities for inflation on the 

regulatory capital base, namely: 

https://www.ifrs.org/content/dam/ifrs/meetings/2025/october/iasb/ap9a-inflation-adjustments-regulatory-capital-base.pdf
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(a) A nominal approach—under this approach, entities receive a regulatory return that 

is computed by multiplying a nominal regulatory capital base by a return rate that 

includes inflation (that is, a nominal return rate); and 

(b) A real approach—under this approach, entities receive a regulatory return that is 

computed by multiplying a regulatory capital base that is adjusted for inflation by a 

return rate that does not include inflation (that is, a real return rate). 

5 At the December 2022 meeting, the IASB had concluded that if an entity subject to the real 

approach had an enforceable present right to add the inflation adjustment on the 

regulatory capital base to the regulated rates to be charged to customers in the future, that 

right met the definition of a regulatory asset (RA). However, they also concluded that the 

costs of recognising a RA would outweigh the related benefits. Therefore, the IASB 

tentatively decided that the prospective RRA Standard will specify that an entity is neither 

required nor permitted to recognise as a RA, inflation adjustments to the RCB.  

6 EFRAG RRAWG discussed the IASB's tentative decisions on inflation adjustments to an 

entity's RCB in March 2023 and November 2024. Members were, in general, in agreement 

with the IASB’s tentative decision. A few members highlighted the challenges entities that 

are under a direct relationship approach could face in excluding inflation-related revenue 

and accounting for the related regulatory asset. A member did not support the tentative 

decision as he considered cost and complexity not to be valid reasons. A member with a 

user background supported the IASB’s decision as she considered that revenue related to 

inflation adjustments would be disconnected from the related cash flows and this would 

create confusion for generalist users 

IASB’s tentative decisions relating to comments received in the external review draft of IFRS 
20 

7 The IASB tentatively decided in October 2025 that the prospective Accounting Standard 

would: 

(a) require that an entity recognise an inflation adjustment to its RCB  in profit or loss as 

and when that adjustment is included in regulatory depreciation; 

(b) not specify that the inflation adjustment is either a difference in timing or a 

measurement difference; and 

(c) not include disclosure requirements related to an inflation adjustment to an entity’s 

RCB. 
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8 All 12 IASB members agreed with the decisions in 9-a and b.  11 IASB members agreed with 

9-c. 

9 The IASB’s tentative decisions do not change the accounting outcome for inflation 

adjustments to the RCB as agreed in the December 2022 meeting and included in paragraph  

5 above (i.e. entities will not be permitted or required to recognise regulatory assets arising 

from inflation adjustments to the RCB). However, the final standard will not state that such 

adjustments create differences in timing to be recovered through future regulated rates 

and therefore meet the definition of a regulatory asset. Instead, the Basis for Conclusions 

will outline that two conceptual views exist (see paragraph 12 below). 

Comments received by the IASB in the external review draft of IFRS 20 

10 A few IASB members commenting on the external review draft of IFRS 20 disagreed that 

inflation adjustments to the RCB give rise to a regulatory asset. These IASB members view 

the inflation adjustment to the RCB as a mechanism to adjust the measurement of the RCB 

so that it holds its value over time, rather than an item that gives rise to a difference in 

timing. They see it as a higher amount of compensation for the items included in the RCB, 

that is, as a measurement difference. They do not view the inflation adjustment to the RCB 

as compensation for regulatory goods or services already supplied. 

11 A European national standard-setter (non-EU) agreed with the conclusion in the external 

review draft of IFRS 20 that the inflation adjustment to the RCB is a difference in timing, 

but was of the view that the RA should be recognised. It did not support the IASB’s 

conclusion that the costs for entities of recognising a RA would outweigh the benefits. They 

were of the view that if the recognition prohibition of this RA was retained, the final 

Standard should require additional disclosures about the inflation adjustment to the RCB. 

IASB Staff analysis and recommendations 

12 The IASB staff assessed the two views: 

(a) View 1: Inflation adjustments to the RCB are considered as differences in timing that 

give rise to a right for compensation for regulatory goods or services supplied in the 

period inflation arises (i.e. external review draft of IFRS 20 position); and 

(b) View 2: Inflation adjustments to the RCB are considered as a mechanism to change 

the measurement of the RCB. A right to higher compensation when supplying 

regulatory goods or services in the future (i.e. measurement difference) 
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Accounting outcomes of view 1 and view 2 

13 Accounting outcome view 1: The inflation adjustment to the RCB gives rise to a RA if the 

entity has an enforceable present right to add the amount of the inflation adjustment in 

future regulated rates. However, the IASB prohibited the recognition of an inflation-related 

RA based on cost-benefit considerations. 

14 Accounting outcome view 2: If there are no differences in timing arising from the 

regulatory depreciation, the inflation adjustment would be reflected in profit or loss over 

time as and when the inflation adjustment forms part of the regulatory depreciation.  

15 If there are differences in timing arising from regulatory depreciation: 

(a) If there is a direct relationship between an entity’s RCB and its PPE, or if there is no 

direct relationship but an entity is able to track the recovery of specified items 

through the regulatory depreciation of the RCB—the measurement of any RA and 

regulatory liability (RL) arising from regulatory depreciation would be affected by the 

inflation adjustment. 

(b) If there is no direct relationship between an entity’s RCB and its PPE and it is unable 

to track the recovery of specified items through the regulatory depreciation of the 

RCB—the entity would not recognise RA and RL arising from regulatory depreciation. 

Instead, an entity would reflect the inflation adjustment in profit or loss as and when 

the inflation adjustment forms part of the regulatory depreciation. 

16 The following numerical example1 illustrates the difference between View 1 and View 2 for 

an entity subject to the real approach. The example assumes: 

(a) The entity’s RCB has a direct relationship with its PPE; 

(b) There is a single item of PPE with a carrying amount of CU60. The opening value of 

the RCB is the same; 

(c) Inflation is 5% for Year 1 (CU60 * 5% = CU3) and 0% for the other years;  

(d) The example assumes the recognition of RA arising from inflation in View 1 to 

illustrate differences between View 1 and View 2; 

 

1 The example is not the one included in IASB agenda paper 9A Inflation adjustments to the regulatory 

capital base but it follows the same structure and underlying reasoning. 

https://www.ifrs.org/content/dam/ifrs/meetings/2025/october/iasb/ap9a-inflation-adjustments-regulatory-capital-base.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/october/iasb/ap9a-inflation-adjustments-regulatory-capital-base.pdf
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(e) There are 2 scenarios. Under scenario 1 (Table 1), the entity recovers RCB in 3 years, 

coinciding with the asset’s useful life. Under scenario 2 (Table 2), the entity recovers 

RCB in 3 years, but the asset’s useful life is 2 years. 

 

       

 

Table 1 - Scenario 1 - Asset being recovered over 3 years, useful life 3 
years      

 View 1 - external review draft position          
  Amounts in CU Year 1 Year 2 Year 3 Total  
 Regulatory depreciation (cost) 20 20 20 60  
 Regulatory depreciation (inflation) 1 1 1 3  
 IFR 15 revenue 21 21 21 63  
 Regulatory income (regulatory expense) 2 (1) (1) -  
 Revenue 23 20 20 63  
 Depreciation expense 20 20 20 60  
 Profit 3 - - 3  
            
 Regulatory asset (inflation) 2 1 -    
 View 2 - measurement difference          
   Amounts in CU Year 1 Year 2 Year 3 Total  
 Regulatory depreciation (cost) 20 20 20 60  
 Regulatory depreciation (inflation) 1 1 1 3  
 IFR 15 revenue 21 21 21 63  
 Depreciation expense 20 20 20 60  
 Profit 1 1 1 3  
       

       

 

Table 2 - Scenario 2 - Asset being recovered over 3 years, useful life 
2 years        

 View 1 - external review draft position          
   Amounts in CU Year 1 Year 2 Year 3 Total  
 Regulatory depreciation (cost) 20 20 20 60  
 Regulatory depreciation (inflation) 1 1 1 3  
 IFR 15 revenue 21 21 21 63  
 Regulatory income (regulatory expense) 12 9 (21) -  
 Revenue 33 30 - 63  
 Depreciation expense 30 30 - 60  
 Profit 3 - - 3  
            
 Regulatory asset (depreciation expense) 10 20 -    
 Regulatory asset (inflation) 2 1 -    
 View 2 - measurement difference          
   Amounts in CU Year 1 Year 2 Year 3 Total  
 Regulatory depreciation (cost) 20 20 20 60  
 Regulatory depreciation (inflation) 1 1 1 3  
 IFR 15 revenue 21 21 21 63  
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 Regulatory income (regulatory expense) 10.5 10.5 (21) -  
 Revenue 31.5 31.5 - 63  
 Depreciation expense 30 30 - 60  
 Profit 1.5 1.5 - 3  
            
 Regulatory asset (depreciation expense) 10 20 -    
 Regulatory asset (inflation) 0.5 1 -    
       

IASB Staff recommendation 

Consideration of the inflation adjustment to the RCB 

17 The IASB Staff recommended in the IASB agenda paper 9A that the final Standard reflect 

the view that the inflation adjustment to the RCB is a mechanism to adjust the 

measurement of the RCB so that it holds its value over time (view 2). The reasons for this 

recommendation were: 

(a) The main features of the real and nominal approaches are different. Under the real 

approach, the inflation adjustment seems to be a mechanism to change the 

measurement of the RCB so that it holds its value over time, while under the nominal 

approach, it seems to compensate the entity for inflation arising in the period. The 

revenue profiles of the two approaches are also different (see Appendix B of IASB 

agenda paper 9A Inflation adjustments to the regulatory capital base). An entity 

subject to the real approach receives a higher total amount of revenue, while an 

entity subject to the nominal approach receives higher revenues in early years. These 

would support the idea that the accounting outcomes for the real and nominal 

approaches should be different. 

(b) The long recovery period of the inflation adjustment (between 15 and 45 years as 

observed by the IASB) supports the view that compensation for inflation is for future 

regulatory goods or services. 

(c) the nature of the compensation for inflation provided through an adjustment to the 

RCB that includes long-term investments is different from the nature of the 

compensation for inflation that is applied to an entity’s allowed revenue or allowable 

expenses for a period. This supports viewing the inflation adjustment as 

compensation for future regulatory goods or services. 

18 The IASB Staff acknowledged that View 2 may give rise to some operational costs but 

considered that these costs would only arise in limited situations and would not outweigh 

benefits. 

https://www.ifrs.org/content/dam/ifrs/meetings/2025/october/iasb/ap9a-inflation-adjustments-regulatory-capital-base.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/october/iasb/ap9a-inflation-adjustments-regulatory-capital-base.pdf
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19 However, the IASB Staff revised its recommendations at the IASB’s meeting. They 

recommended that the final Standard reflects that an entity recognises an inflation 

adjustment to its regulatory capital base in profit or loss as and when that adjustment is 

included in regulatory depreciation (as required in the external review draft of IFRS 20) and 

that it will not specify that the inflation adjustment is either a difference in timing or a 

measurement difference. The reasons for revisiting the recommendations were that: 

(a) No IASB member expressed support for the recognition of regulatory assets arising 

from adjustments to the RCB for inflation purposes;  

(b) There was a general support to include inflation adjustments in profit and loss as and 

when included in regulatory depreciations; and 

(c) The cost of applying view 2 would be significant for some entities. 

The IASB Staff also noted that they would explain in the basis for conclusions that there are 

two views on how inflation adjustments could be categorised, but the costs of applying the 

views would be higher than their benefits. 

Disclosure about unrecognised assets related to the inflation adjustment to the RCB 

20 The IASB Staff recommended not to add any additional disclosure requirements for 

unrecognised regulatory assets related to inflation adjustments. 

21 The external review draft of IFRS 20 required entities to disclose: 

(a) information about unrecognised regulatory assets and unrecognised regulatory 

liabilities, including the type of compensation or charge they relate to and the reason 

they have not been recognised; and 

(b) the regulatory approach (nominal or real) used by the regulator to compensate the 

entity for inflation on its regulatory capital base. 

22 The IASB staff considered whether it would be possible to require additional disclosures on 

unrecognised RA and RL. However, it learned that for some stakeholders, it would be very 

difficult to provide quantitative information about these items. 

23 Some IASB members noted that the removal of View 1 and View 2 reduces the basis for 

requiring disclosures, particularly given the lack of consensus on whether an unrecognised 

regulatory asset exists. It was noted that, while disclosures are not required, entities may 

provide voluntary information about the inflation adjustment if it is considered material to 

users of the financial statements. 
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Feedback from RRAWG 

24 On whether there were any comparability concerns from the application of nominal rate  

versus real rate approaches, a member noted that the accounting outcome will follow the 

regulatory agreement provisions on how an entity is compensated for inflation. She also 

highlighted that a user in the group did not see benefits in recognising regulatory assets 

arising from inflation adjustment to the RCB. Other members did not raise concerns.  

EFRAG Secretariat analysis 

25 Based on the views provided by the EFRAG RRAWG, the EFRAG Secretariat agrees that the 

IASB should maintain its tentative decision to prohibit the recognition of regulatory assets 

arising from inflation adjustments to the RCB. View 2 reinforces the accounting outcome 

proposed in the External Review Draft as inflation adjustments to the RCB are not 

considered to give rise to differences in timing. 

26 The EFRAG Secretariat notes that the Standard is not expected to require entities to 

disclose the amount related to inflation adjustments to the RCB to be recovered through 

future regulated rates. We also note the is lack of consensus among IASB members on 

whether such adjustments constitute unrecognised regulatory assets. Further, we note 

that: 

(a) Entities must disclose whether the regulatory framework applies a nominal or real 

approach when compensating for inflation on the RCB. This will alert users to 

whether entities are entitled to correspondingly recover higher inflation related 

compensation through future regulated rates; and 

(b) Inflation adjustments to the RCB result in higher compensation (either in the current 

period or future periods). Therefore, entities may disclose this information, if 

available, irrespective of their conceptual view on the purpose of inflation 

adjustment, as it will help users better assess the entity’s value. 

 

Questions for EFRAG FR TEG 

27 Does the EFRAG FR TEG disagree with the IASB’s tentative decisions (see paragraph 7)? 

 

 

 


