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Internationat Accounting Standards Board
30 Cannon Street

London ECAM 6XH

United Kingdom

RE: Exposure Draft ED/2013/5 “Regulatory Deferral Accounts”
Dear Board Members,

The "Graup of Latin Amerlean Accounting Standard Setters®! — GLASS welcomes the opportunity to
comment on the Exposure Draft ED/2013/5 “Regulatory Deferral Accaunts” (the "ED”).

Due-process

The discusslons In regard to the ED were held within a spectfied Technical Worklng Group (TWG) created
In July 2013. All country-members had the opportunity to appoint at least ane member to form this TWG,
and the following countries did so: Argentina, Ballvla, Brazil, Colombla, Ecuador, Mexlco, Uruguay and
Venezuela (Coordinator of thls TWG), Each standard setter represented In the TWG has undertaken
different tasks In thelr respective countries (e.g. surveys, Internal working groups). All the results of the
work stated were summarized, and this summary was the platform for the TWG discussion process.

The TWG discussed the different paints of view included In the summary during several conference calls.

_In those ¢alls the TWG developed a final document on the basls of the agreed-upon responses and the
technleal point of view of Its members. Finally, the TWG document was submitted to the GLASS Board for
its approval.

Gverall Comments

As part of our general comments, we should highlight a significant aspect from the group discussians,
which has heen commented on several occaslons, relating to the henefit from the application of an Interim
standard before the approval of the final standard. Some of these considerations include:

- We believe canvenient not to adopt temporary standards Just to accoramodate or facllitate IFRS
adoptlon by certain entitles or reglons. We belleve that the 1ASE should be committed to complete
at least the definitions of the flnandlal statement Items, 50 as to only racognize as assets and/or
liabllitles those Items that meet such definition, without exceptlons.

- The issuance of an interim standard on regulatory deferral rates as suggested may lead to
confuslen regarding aspects such as the definition of regulatory deferral assets and llabilitles in the
lacal standards and the definltion to be Included in the final standard.

1 The general objective of the Group of Latin American Accounting Standard Setters (GLASS) is to present
technical contributions in respect to all decuments Issued by the 1ASE. Therefore, GLASS aims to have a
single reglonal voice before the 1ASB. GLASS Is constituted by: Argentina (Chalrman), Mexico {Vice
Chairman), Brazll {Board) Colombia (Board), Guatemala {Board), Uruguay {Board), Venezugla (Board),
Bolivia, Chile, Dominlcan Republic, Ecuador, El Salvador, Panama, Paraguay and Peru; Honduras Is
observer. ‘
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The Draft Project on the final Regulated Activities Standard should be reviewed before Issuing the
Interim standard.

Specific comments
Attached please find our specific responses to the ED.

Contact

If you have any questions about our comments, please contact glenif@glenif.org.

Yours slncerely,

lorge José Gl
Chalrman

Group of Latin American Accounting Standard Setters (GLASS)




&Geuan Labinoamnodeasn
de Enclacies de Koras
da Infermacia Hinanciers

Groupml Lalinianitilon
ALLOUNEOE Standire STUMS

GLASS' Comment Letter on the IASB
Exposure Draft ED/2013/5 “Regulatory Deferral Accounts”

Question 1

The Exposure Draft proposes to restrict the scope to those firse-time adopters of IFRS that recognlzed
regulatory deferral account balances in thelr financlal statements In accordance with thelr previous
GAAP.

Is the scope restiiction appropriate? Why or why not?

We believe that this restrictlon Is not appropriate. The Group believes that subseguent adoption should
he allowed for those entitles that, upon having met the conditions, derecognized regulatory deferral
account balances in thelr financlal statements upen first-time adoption of IFRS. Based on the above,
recognition of deferral asset and llability accounts would be allowed for those entities that had not done
50 until the IASB lssues the final standard.

We believe that the application of this restriction will bring about issues as ta financial Information
comparabllity between those entities that have already adopted IFRS {currently more than 120 countries
allow or require the use of IFRS as thelr financial reporting standards, according to informatlon obtalned
from the 1ASB website), all of whom derecognlzed all balances relating to regulatory deferral accounts at
- - the date of first-time adoptlion, Including those entitles that plan to adept FRS In the future or are already
in the process of adopting them.

Further clarificatlon Is required as to whether items arlsing out of regutatory deferral accounts meet the
asset and llabllity definition of the Conceptual Framework (currently under review.)

Lastly, we should consider that the Interim standard should pravide a more detalled and accurate
explanatlon of the reasons to apply such restriction, should it persist.

Question 2

The Expasure Draft proposes two criteriy that must be met for requlatory deferral accounts to be within
the scope of the proposed interim Standard, These criterld require that:

{a) on authorized body (the rate reguiator} restilcts the price that the entity can charge is customers
Jor the geods or services that the entity provides, and thot price binds the customers; and

{h) the price established by requiation (the rate) Is designed to recover the entity’s allowable costs of
providing the regulated goods or services {see puragraphs 7-8 and BC33-BC34).

Are the scope criteria for regulatory deferral accounts appropriate? Why or why not?

The criterla established in the draft standard are reasonable, but we belleve it is hecessary to conslder
additional criterla to be incorporated or taken into account to define the Interirm standard applicability,
namely;

- Evaluate the Interaction of this norm with 1AS 20 Government Grants, In certain member countries,
It is & practice by wholly-owned State companles to have rates regulated by legislation with the
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contributions.

- Caonsider that there may be government companles that are not regulatory bodies, but may lead to
situations simlfar to those of a regulator. We believe that this concept should be broadened to include
those entities with significant relavance In state economles that may have influence on rate
regulation.

- Evaluate entitles whose rates have been regulated by local legislations and pricing standards, taking
Into account that the activity conducted by such entlties entalls a secial purpose, and there Is no
regulatory framework for establishing such rates as the established fee.

< Include as part of the criterla additional remunerations other than rates {such as grants, quality
payments, etc.) supplementally implied in the rate design aimed cost recovery.

- Include alternative situations in which the design of the regulatory system provides for income prior
to the date on which an entlty makes payments.

- If the disclosures provided In accordance with paragraphs 25 to 33 are Insufficlent to meet the
requirements of paragraph 22, an entity should disclose the additional information necessary to meet
such reguirements.

Further explanation should be provided as to the two criteria established In the interim standard regarding
- whether it Iz necessary to meet the two criteria simultaneously, or whather It is enough to meet Just one
of them,

Questlon 3

The Exposure Draft proposes that If an entity Is ellgible to adopt the [draft] Interim Standard It Is
permitted, but not requlred, to apply It. If an ellglble entity chooses to apply it, the entity must apply
the requirements to all of the rate-regufated activities and resulting regulatory deferral account
halances within the scope. Iif an eligible entity chooses not to adopt the [draft] interim Standard, It
would derecognize any regulatory deferral account balances that would not be permitted to be
recognized In accordance with other Standards and the Conceptual Framework (see poragraphs 6, BCI1
and B¢49),

Do you agree that entities that currently do not recognize regulotory deferral account balonces should
not be permitted to start ta do so? if not, why not?

We disagree with this proposal because It will translate Into more differences that will affect the
comparability of entlties applying IFRS, which is contrary to the (ASB Intentlon of implementing IFRS, thus
eliminating further options that may affect the comparabllity and conslstency of financial statements.
Therefore, If ah entity Is qualified to apply the Interim standard, application thereof should be mandatory.

The possibllity of having all entities for which regulatory deferral.accounts are applicable (for local
requests and allowed under local GAAP), would result in the presentation of these accounis in the
financial statements; although there may be diffarences in the requirements and local conditions of every
country, the comparability of financial information would be Improved. Additionally, scenarios In which
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entlties of the same sectors Include entities that do not recognize this type af regulatory deferral accounts
and others that do would be avolded.

Questlon 4

The Exposure Draft proposes to permit an entity within its scope to continue to apply Its previous GAAP
aecounting policles for the recognition, measurement and Impairment of reguiatory defarral aecount
halunces. An entity that has rate-reguinted activities but does not, immedintely prior to the application
of this [draft] interim Standard, recognize regulatory deferral account balances shall not start te do so
{see paragraphs 14-15 and BC47-BC48).

Do you agree that entities that currently do not recognize regulatory deferral account balances should
not be permitted to stort to do so? If not, why not?

Based on our answers to questions 1 and 3 and the comparabllity and conslstency criterla, the TWG's
position ls that all entitles that meet the criteria set out in the draft standard should comply with the
recoghition procedures required by such standard. Therefore, we oblect to the restriction established in
the paragraphs indlcated In the question above.

Questlon §

The Exposure Draft proposes thot, in the absence of any specific exemption or exception contalned
within the [draft] Interlm Standard, other Standards shall apply to regulatory deferral account balances
In the same way as they apply to assets ond Hablitles that ore recagnlzed in accordance with other
Standards (see paragraphs 16-17, Appendix B and puragraph BC51).

Is the approach to the general application of other Standards to the regulatory deferral account
batances appropriate? Why or why not?

Group member countries do not conslder it appropflate to apply the Interim standard approach.

Question &

The Exposure Draft proposes thot an entity should apply the requirements of ofl other Standards before
applying the requirements of this [draft] Interlm Standaord, in additlon, the Exposure Draft proposes that
the Incremental amounts that are recognized as regulatory deferral account bulunces and movements
In those balances should then be isolated by presenting them separately from the assets, flabllitles,
Income end expenses thut are recognized In accordance with other Standards (see paragraphs 6, 18-21
and BC55-BC62).

Is this separate presentation approach appropriote? Why or why not?

Group member countries da not canslder It appropriate to apply the Interlm standard approach.

Questlon 7
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The Exposure Droft proposes disclosure requirements to enpble users of financlal statements to
understand the nature and finencial effects of rate requlation on the entity’s activities and to identlfy
and explain the amounts of the regulatory deferral account balances thot are recognized in the financial
statements (see paragrophs 22-33 and BC65).

Da the proposed disclosure requirements provide declston-useful Informatipn? Why or why not? Please
Identify any disclosure requirements that you think should be removed from, or added to, the [draft]
Interlm Stondard.

We helleve that the disclasure requirements established in the draft Interim standard are reasonable, but
we belleve the following additional disclosures should be Included:

- A qualitative description of the nature and scope of the rate regulation effect on the entlty’s rate-
regulated activities.

- Qualitative informatlon as to other types of obligations related to the activity performed, and
regulater-imposed requirements, iIncluding minimum lnvestment regulrements, meeting of financial
and managetment ratios, minimum capltal malntenance, etc.

Question 8

The Exposure Draft explicitly refers to materiality and other factors that an entity should conslder when
deciding how to meet the proposed disclosure requirements f;ee paragraphs 22-24 and BC63-BC64),

1s this approach appropriate? Why or why not?

We do not consider it netessary or advisable to Include or reflect the "Materiallty” concept In the interim
standard, since [t Is clearly defined in IFRS 1 and the IFRS Conceptual Framework applicable to the entire
body of standards Issued by the IASB. Explicit references to materlality In the standard may lead ta

confusion among flnanclal Information preparers regarding the materiality criterion application,

Question 9

The Exposure Draft does not propose any specific transition requirements because it wiil initially be
applled at the same time as IFRS 1, which sets out the transition requlrements and relief avallable,

Is the transitlon approach appropriate? Why or why not?

Given that the Group deems 1t more reasonable to allow for subsequent adoption by such entities that,
after having met the draft requirements, derecognized regulatory deferral account balances In thelr
financlal statements upon first-time adoption of IFRS, wa belleve it approprfate to Include transitory
provisions for such standard since IFRS 1 would o longer be applicable.

Question 10
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| Do you have any other comments on the proposals In the Exposure Draft? —l

The accounting policies adopted for regulated deferral accounts should be available to those entities not
subject to publle accountablllty.

Since the business model of a regulatory rate contract provides for Invested funds’ recovery by assigning,
In mast cases, a minlmum return rate, the standard should specify that Impairment criterla to be applied
on the basls of cash-genarating units so as to prevent an overstatement of the entity's equity. In such
cases, an Income approach for measuring the falr value of oparating assets would be the right choice,

As for measuring asset Impairment at companies with regulated rates, the standard should specify the
assessment criterla applied for evidence of impalrment as impalrment losses may be recognized In

companles with a soclal business purpose, due to the low return percentage permitted for such
companles.
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