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	 More clarity on rate regulation 
	 Most entities can set the prices they charge for their goods and services. But for rate-regulated entities, 

a regulator sets the price. Rate regulation, common in the utility and transport sectors, can have a 
significant effect on an entity’s long-term financial performance.

	 IFRS 20 Regulatory Assets and Regulatory Liabilities aims to make the impacts of rate regulation 
clearer. The new accounting model is intended to provide users with more complete financial 
information about entities subject to rate regulation. 

	 For the first time, many entities will recognise regulatory assets and/or regulatory liabilities under 
IFRS Accounting Standards. The new model aligns the total income recognised in a period under 
IFRS Accounting Standards with the total allowed compensation the entity is entitled to earn for 
regulatory goods or services supplied in the period.

	 All entities subject to price controls – whatever their sector – need to apply IFRS 20 if they meet the 
scope criteria of IFRS 20. This is a significant change from IFRS 14 Regulatory Deferral Accounts, which 
was optional. The new requirements may be complex to apply in some cases. 

	 To help you determine the potential impacts of IFRS 20, this publication provides a step-by-step 
approach to applying the new requirements and offers illustrative examples showing how your financial 
statements might look under this new accounting standard.

	 We hope you find it useful as you interpret and apply the new accounting standard.

	 David Brownridge 

	 Edward Haygarth 

	 Anthony Voigt

	 KPMG Global IFRS Rate Regulation Consultation Group

	 KPMG International Standards Group
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	 At a glance
	 IFRS 20 Regulatory Assets and Regulatory Liabilities introduces a new accounting model for entities 

subject to rate regulation. The new model aligns the total income recognised in a period under 
IFRS Accounting Standards with the total allowed compensation the entity is entitled to earn for 
regulatory goods or services supplied in the period. As a result, the model is expected to provide users 
with more complete financial information about entities subject to rate regulation. 

	 Many entities operating in regulated sectors, such as utilities (e.g. electricity, gas and water), transport 
and telecommunications, are expected to be in scope. They will now recognise regulatory assets and 
regulatory liabilities, as well as regulatory income/expense.

	

+

Goods and services

Regulated rate

Regulator

Regulated
entity

CustomersRight to

Regulatory 
agreement

= IFRS 15
revenue(1)

Regulatory 
income/expense

Regulatory assets and 
regulatory liabilities

Amounts recognised 
under IFRS 20

Total allowed
compensation 
for the period

1 Revenue recognised in accordance with IFRS 15 Revenue from Contracts with Customers.
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	 Key facts 

Scope •	 An entity applies IFRS 20 if:

–	 the entity and a regulator are parties to an agreement which prescribes the 
rate the entity can charge customers; and

–	 part or all of the total allowed compensation for goods or services supplied in 
one period is charged to customers in a different period – i.e. the agreement 
creates timing differences. 

Core concepts 
and principles

•	 Total allowed compensation is the amount the regulatory agreement entitles 
an entity to earn for regulatory goods or services supplied in the period.

•	 Timing differences arise when part or all of the total allowed compensation 
for a period is included in the regulated rate charged to customers in a different 
period – i.e. not in the period the related goods or services are supplied. 

•	 Regulatory assets and regulatory liabilities:

–	 are only recognised for timing differences related to the regulatory capital 
base if a direct relationship exists between the regulatory capital base and 
the related items;

–	 arise when, under the regulatory agreement, a timing difference creates an 
enforceable right or obligation to add or deduct an amount in determining 
future regulated rates; and

–	 are measured using estimated future cash flows, discounted at the 
regulatory interest rate.

Effective date 
and transition

•	 IFRS 20 is effective for annual reporting periods beginning on or after 1 January 
2029, with early application permitted.

•	 On transition, an entity may choose either retrospective application or a 
modified retrospective approach.

•	 IFRS 14 is withdrawn.
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	 Key impacts 

Primary financial 
statements

•	 New line items in the statement of financial position for regulatory assets and 
regulatory liabilities.

•	 New line item regulatory income/expense (i.e. the movements in regulatory 
assets and regulatory liabilities), presented as revenue, in a separate line item 
in the statement of profit or loss.

•	 Regulatory income/expense that arise from an item of expense/income 
recognised in other comprehensive income is also recognised in other 
comprehensive income.

Disclosures in  
the financial  
statements

•	 New reconciliations of regulatory assets and regulatory liabilities. 

•	 Qualitative and quantitative information about regulatory assets and 
regulatory liabilities – e.g. a maturity analysis using time bands of when an 
entity expects to recover regulatory assets and fulfil regulatory liabilities.

Alternative  
performance  
measures

•	 Recognising regulatory assets and regulatory liabilities is likely to affect 
the alternative performance measures entities use to communicate the 
effects of rate regulation that are not currently captured in their IFRS financial 
statements. 

•	 An entity’s stakeholders will also need to be educated on the new model and 
its impact on the entity’s performance measures. 

Data, systems,  
processes and  
controls 

•	 New or updated data, systems, processes and controls may be needed to:

–	 identify and track timing differences that give rise to regulatory assets and 
regulatory liabilities;

–	 gather information required to measure regulatory assets and regulatory 
liabilities;

–	 incorporate regulatory assets, regulatory liabilities, regulatory income and 
regulatory expense accounts into the general ledger and financial reporting 
process; and

–	 collect the information required to meet the new disclosure requirements. 

•	 Internal functions will also need training on the new model and its impact. 
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	 Navigating the new requirements
	 The following diagram illustrates how key elements of IFRS 20 are explained throughout this 

publication.
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1	 Determine if IFRS 20 applies 
(Step 1)

	 For a rate-regulated entity to be in the scope of IFRS 20, a regulatory agreement 
needs to create timing differences.

1.1	 Scope of IFRS 20
	 IFRS 20 applies to certain entities that undertake activities which are subject to rate regulation. 

	 Rate regulation is a system under which the prices (rates) that an entity charges its customers are set 
under a regulatory agreement. This price (rate) is commonly referred to as the regulated rate. 

	 The following diagram provides an illustration of an entity operating under a regulatory agreement.

	

Provides input 
to rate-setting 
process

Determines 
regulated rate

Monitors goods or
services provided

Supplies goods or services

Pays regulated rate

CustomerRegulated entity

Regulator
Body created by law or regulation to 

apply the regulatory agreement

Regulatory agreement
Set of enforceable present rights and present
obligations that prescribes how the regulator sets
the rate that applies to the goods or services – e.g. 
a licensing agreement

	 Prices may be regulated for several reasons. One common reason is that an entity operates as a natural 
monopoly within a geographical market. For example, a water distribution entity may have a monopoly 
within the area covered by its water distribution network. This is because it would not be economically 
or practically feasible for a competitor to enter the market and build a rival water distribution network.

	 The specific objectives of rate regulation vary, but common objectives include: 

•	 fair pricing for customers;

•	 maintaining and improving service levels and infrastructure; and

•	 the regulated entity receiving an appropriate return on its regulatory capital base.
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1 Determine if IFRS 20 applies (Step 1)  7
1.2 Objective of IFRS 20   

	 In setting the regulated rate, the regulator needs to balance the needs of customers with those of the 
entity supplying the goods and services.

	 Rate regulation is common in the utilities (e.g. electricity, gas and water), public transit (e.g. buses 
and trains), transportation (e.g. ports, toll roads and airports) and telecommunications (e.g. phone and 
broadband networks) sectors. However, IFRS 20 is not sector-specific, so any entity meeting its scope 
criteria is required to apply it.

	 IFRS 20 sets out specific criteria that are required to be met for an entity’s rate-regulated activities to be 
in its scope. See Section 1.3 for a discussion of scope criteria.

1.2	 Objective of IFRS 20
IFRS 20.1	 IFRS 20 aims to provide information that faithfully represents how an entity’s regulatory income and 

regulatory expense affect its financial performance, and how regulatory assets and regulatory liabilities 
affect its financial position.

IFRS 20.5	 It achieves this through an overlay approach. Under this approach, an entity:

•	 first applies the requirements of other IFRS accounting standards – e.g. by recognising revenue 
under IFRS 15; then

•	 accounts for regulatory assets and regulatory liabilities, and regulatory income/expense. 

	 IFRS 20 explicitly discusses its interaction with only one IFRS accounting standard: IFRIC 12 Service 
Concession Arrangements (see Section 1.4).

	

First apply other 
 IFRS Accounting Standards 

IFRS 15 revenue

Assets and liabilities

Statement of profit or
loss and OCI(1)

Statement of 
financial position

Then apply IFRS 20
and recognise

Regulatory 
income/expense(2)

Regulatory assets 
and regulatory liabilities

Amounts recognised 
directly in OCI

Other comprehensive income.1

2 Items of regulatory income or expense that arise from items recognised in OCI are also recognised in OCI.

IFRS 20.B92–B94



8 | Regulatory assets and regulatory liabilities – IFRS 20

© 2026 KPMG IFRG Limited, a UK company, limited by guarantee. All rights reserved.

1.3	 Applying the scope criteria
IFRS 20.4	 IFRS 20 applies to all of an entity’s regulatory assets and regulatory liabilities. This means that an entity 

applies IFRS 20 if it is party to a regulatory agreement that creates regulatory assets and/or regulatory 
liabilities.

IFRS 20.4	 IFRS 20 includes a scope exemption for regulatory assets and regulatory liabilities arising from 
regulated premiums charged under insurance contracts in the scope of IFRS 17 Insurance Contracts.

IFRS 20.9	 Regulatory assets and regulatory liabilities can only exist when the following three criteria are met.

	

The entity and a regulator are parties to a regulatory agreement.

See Sections 1.3.1 and 1.3.2.

The regulatory agreement prescribes the regulated rate the
entity can charge for the goods or services it supplies to customers.

See Section 1.3.3.

Part or all of the total allowed compensation for regulatory goods or services 
supplied in one period is charged to customers through the regulated rate  

in a different (past or future) period, creating a timing difference.

See Section 1.3.4.

IFRS 20 applies

Yes

Yes

Yes

IFRS 20 does 
not apply

No

No

No

1

2

3

Is IFRS 20 optional?

IFRS 20.4 No. The application of IFRS 20 is required when its scope criteria are met. This is a change from 
IFRS 14, which was optional for entities that were in its scope.

Does IFRS 20 apply if only a single regulatory asset or regulatory liability is created 
under the regulatory agreement?

IFRS 20.4, 13 Yes. If the regulatory asset or regulatory liability created is material, then an entity is required to apply 
IFRS 20. 
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1.3 Applying the scope criteria   

Are financial instruments with regulated interest rates scoped out of IFRS 20?

IFRS 20.BC32 No. Unlike insurance contracts, for which IFRS 20 contains a specific scope exclusion, there is no 
scope exclusion for financial instruments with regulated interest rates. 

The International Accounting Standards Board (IASB) observed that interest rates charged on certain 
financial instruments may be subject to regulation in the form of a cap or floor imposed by the 
regulator. Regulation in this form is intended to prevent entities from charging rates outside those 
caps or floors.

The IASB concluded that such regulation does not create either an enforceable present right or an 
enforceable present obligation for the entity to adjust future interest rates – i.e. it does not create a 
timing difference from which a regulatory asset or regulatory liability could arise. Accordingly, financial 
instruments subject to such regulatory caps or floors are not in the scope of IFRS 20. This means 
a specific scope-out akin to that for insurance contracts is not necessary. For further discussion 
see Example 5.

1.3.1	 Regulatory agreement

	 A regulatory agreement in the scope of IFRS 20 has three key features.

•	 It creates enforceable present rights and enforceable present obligations.

•	 A regulator is party to it.

•	 It sets out how the regulator determines the regulated rate that an entity charges for goods or 
services supplied to customers. 

Does IFRS 20 require the regulatory agreement to be in a specified form?

IFRS 20.12 No. Regulatory agreements may take different forms, including: 

•	 a contractual licensing agreement between an entity and a regulator;

•	 a service concession arrangement; or 

•	 a set of rights and conditions imposed by statute, legislation or regulation. 

The key requirement is that the regulatory agreement is enforceable. This is a matter of law. 

Evidence on the enforceability of terms in the regulatory agreement may be provided by regulatory 
decisions or court rulings. 

Assessing enforceability will be a key application issue under IFRS 20, driving key aspects of the 
recognition test for regulatory assets and regulatory liabilities. See Section 4.2 for further discussion 
of enforceability.

IFRS 20.11



10 | Regulatory assets and regulatory liabilities – IFRS 20

© 2026 KPMG IFRG Limited, a UK company, limited by guarantee. All rights reserved.

Is the legal form of a regulatory agreement important?

IFRS 20.BC40 No. Regulatory agreements can vary significantly across jurisdictions and industries. The IASB 
therefore decided that IFRS 20 applies to all regulatory agreements that can create regulatory assets 
or regulatory liabilities, regardless of their legal forms.

Does IFRS 20 cover other rights and obligations created under the regulatory 
agreement?

IFRS 20.5 No. An entity applies other IFRS accounting standards when accounting for the effects of other rights 
and obligations created under a regulatory agreement. This is consistent with the overlay approach 
that underpins IFRS 20. Under the overlay approach, an entity first applies other IFRS accounting 
standards to its income, expenses, assets and liabilities, and then applies IFRS 20 to its regulatory 
assets and regulatory liabilities.

1.3.2	 Existence of a regulator

IFRS 20.9	 A regulatory asset or regulatory liability can only exist if there is a regulatory agreement to which a 
regulator is party.

	 IFRS 20 defines a regulator as ‘a body that is required by law or regulation to apply a regulatory 
agreement to determine a regulated rate (or a range for the regulated rate)’.

	 The definition reflects a regulator’s main function – i.e. to determine a regulated rate that an entity 
charges for goods or services supplied to customers in accordance with a regulatory agreement.

Does a regulator always need to be independent?

IFRS 20.BC42 No. The IASB considered defining a regulator as an independent third-party body but ultimately 
decided against this. It thought that such a requirement would be subject to interpretation, with the 
possibility that some entities might consider IFRS 20 not applicable to them. This is because, in some 
countries, a regulator and an entity might meet the definition of related parties in IAS 24 Related Party 
Disclosures.

Can an entity self-regulate?

IFRS 20.BC41 No. IFRS 20 specifies that a regulator needs to be party to the agreement with the entity for a 
regulatory asset or regulatory liability to exist. Having this requirement makes it clear that an entity 
which determines the rate it will charge to customers itself – so-called self-regulation – is not in the 
scope of IFRS 20.

IFRS 20.11, 
Appendix A
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1.3 Applying the scope criteria   

Example 1 – Rate set by Board of Directors in accordance with statute

IFRS 20.BC45 Entity X operates in the transportation sector. It is required to appoint an independent Board of 
Directors which sets the rates that X charges. In accordance with statute in X’s jurisdiction, the Board 
of Directors is required when setting these rates to act in the interest of X’s customers and to ensure 
the overall financial viability of X. Compliance with the statutory framework is subject to review by a 
government regulator. 

This is not self-regulation, as the rates that X charges are set in accordance with a specified legal 
framework that is subject to oversight by a body required to do so by law or regulation – i.e. a 
regulator. Accordingly, this arrangement meets the scope criteria for the regulated rate to be 
determined by a regulator. 

Therefore, regulatory assets or regulatory liabilities might arise in this situation. 

Example 2 – Rate determined by parent company 

IFRS 20.B9 Parent Company B determines the rate that its Subsidiary Company C charges customers for goods 
and services supplied to them. 

B does not meet the definition of a regulator because it is not a body required by law or regulation to 
apply a regulatory agreement in determining a regulated rate that it charges to its customers. 

Accordingly, this arrangement is not in the scope of IFRS 20 because a regulator is not party to the 
arrangement – i.e. it cannot give rise to regulatory assets or regulatory liabilities. 

1.3.3	 The regulated rate

IFRS 20.9	 The regulatory agreement determines the regulated rate – i.e. the price that an entity charges its 
customers as or when it supplies goods and services.

IFRS 20 Appendix A	 The regulated rate is defined as a price determined by a regulator that an entity charges for goods or 
services supplied to customers in a period. 

IFRS 20.11, B10	 Examples of rate-setting arrangements which are considered a price determined by a regulator include:

•	 a fixed rate determined by a regulator in accordance with terms set out in the regulatory agreement;

•	 a fixed rate calculated by an entity following principles set out in law or regulation, with the 
rate-setting process overseen by a regulator; and

•	 in accordance with law or regulation, a price range set by the regulator in which an entity has 
flexibility to set the rate it charges customers.

Does the regulatory rate need to be designed to recover the entity’s costs?

No. The regulatory rate does not need to be designed to recover the entity’s costs of supplying 
the regulated services or products. This is different from the scope requirements of ASC Topic 980, 
Regulated Operations, the equivalent accounting standard under US GAAP. 
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Example 3 – Rate set under a legal framework subject to regulatory approval

IFRS 20.B10(a) Entity D charges its customers a rate that it determines. D is subject to oversight from Government 
Agency E, which can pass judgment on whether the rate D sets is in accordance with its country’s 
regulations. D’s customers can appeal to E against the rates set by D if they believe those rates 
breach the pricing principles set out in the applicable regulations.

Although D sets the rates for its customers, it does so in accordance with regulations subject to 
oversight by E. E is a body that, by regulation, determines whether the rate that D charges for goods 
or services supplied to customers in a period conforms with the regulatory agreement, and therefore 
meets the definition of a regulator. 

Accordingly, the rate set by D meets the definition of a regulated rate. 

Therefore, regulatory assets or regulatory liabilities might arise in this situation.

Example 4 – Regulatory agreement with flexibility in the rate to be charged

IFRS 20.B10(b) Entity F is party to a regulatory agreement with Regulator G that allows F to set the regulated rate 
within a specified range.

Although F sets the rates for its customers within the specified range, it does so in accordance with 
regulations that are subject to oversight by G. G is a body that, by regulation, determines whether 
the rate that F charges for goods or services supplied to customers in a period conforms with the 
regulatory agreement, and therefore meets the definition of a regulator. 

Accordingly, the rate set by F meets the definition of a regulated rate. 

Therefore, regulatory assets or regulatory liabilities might arise in this situation.

1.3.4	 Timing differences created by the regulatory agreement

IFRS 20.9	 IFRS 20 only applies if the regulated rate set under the terms of the regulatory agreement creates 
timing differences.

IFRS 20.16	 Timing differences arise when part or all of the total allowed compensation for goods or services 
supplied in one period is charged to customers through the regulated rate for goods or services 
supplied in a different (past or future) period. See Section 2.2 for further discussion.

	 When a timing difference creates an enforceable present right or an enforceable present obligation for 
the entity to adjust future rates, a regulatory asset or regulatory liability could arise.

Example 5 – No timing differences created by the regulatory agreement

IFRS 20.BC32 Bank B is party to a regulatory agreement with Regulator G. Under the agreement, G sets an interest 
rate cap that imposes a ceiling on the interest rate B can charge customers in the period. G resets the 
cap periodically.

In this case, B and G are party to a regulatory agreement that determines the interest rate B can 
charge customers in the period. However, there is no right or obligation for B to adjust future rates for 
the effect of the interest rate cap applied to loans issued in the current period. Therefore, no timing 
differences arise from application of the cap.

Because no timing differences are created by applying the regulatory agreement, the arrangement is 
not in the scope of IFRS 20 – i.e. it cannot give rise to regulatory assets or regulatory liabilities.
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Example 6 – Timing difference created by the regulatory agreement

Entity F is party to a regulatory agreement with Regulator G. Under the agreement, F is entitled to 
compensation for actual costs incurred in the period. However, G sets the regulated rate F can charge 
its customers based on budgeted costs. F has a right or obligation to adjust the next period’s rates for 
any differences between budgeted costs used in setting the rates and actual costs for the period. 

This agreement creates timing differences because the right or obligation to adjust future rates for 
differences in actual and budgeted costs would result in part of the total allowed compensation for a 
period being included in future rates.

Therefore, regulatory assets or regulatory liabilities might arise in this situation.

1.4	 Interaction with IFRIC 12
IFRIC 12.5	 IFRIC 12 applies to public‑to‑private service concession arrangements if the grantor: 

•	 controls or regulates the services that the operator needs to provide with the infrastructure, to whom 
it needs to provide them and their prices; and

•	 controls any significant residual interest in the infrastructure at the end of the term of the 
arrangement.

IFRS 20.B92 	 Some arrangements in the scope of IFRIC 12 may give rise to regulatory assets or regulatory liabilities 
in the scope of IFRS 20. An entity first applies the requirements of IFRIC 12 and other IFRS accounting 
standards to account for rights and obligations arising from these arrangements. The entity then applies 
IFRS 20 to any remaining rights and obligations that meet the definition of a regulatory asset or a 
regulatory liability.

1.4.1	 Timing differences relating to the regulatory capital base

IFRS 20.B93	 For an entity operating under a service concession arrangement that might create timing differences, 
its regulatory capital base typically comprises assets arising from construction or upgrade services 
provided. 

IFRS 20.BC238	 Applying IFRIC 12, an entity might account for the consideration it receives for those construction or 
upgrade services as an intangible asset, a financial asset, or both an intangible asset and a financial 
asset. 

IFRS 20.B93	 A regulatory asset or regulatory liability might arise from regulatory depreciation of the regulatory 
capital base, which provides compensation for the amortisation expense of an intangible asset. 

IFRS 20.B94	 In determining whether to recognise regulatory assets and regulatory liabilities for timing differences 
relating to the regulatory capital base, an entity first determines whether the regulatory capital base, or 
a part of it, has a direct relationship with any intangible asset recognised. If no direct relationship exists 
(see Chapter 3), no regulatory assets or regulatory liabilities are recognised. If a direct relationship does 
exist, an entity determines whether a timing difference arises from regulatory depreciation.

 

1 Determine if IFRS 20 applies (Step 1)  13
1.4 Interaction with IFRIC 12   
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	 The table below shows the accounting outcomes for timing differences related to the regulatory capital 
base when a service concession arrangement gives rise to intangible and/or financial assets.

IFRS 20.B94 Intangible asset only An entity may recognise a regulatory asset or regulatory liability for 
timing differences arising between the intangible asset and the related 
amount(s) included in the entity’s regulatory capital base, provided a direct 
relationship exists. 

An entity determines whether a timing difference arises by considering any 
difference between:

•	 the recovery period or recovery pattern of the assets in the regulatory 
capital base; and

•	 the useful life or amortisation method of the intangible asset.

IFRS 20.B94 Intangible asset and 
financial asset

An entity may recognise a regulatory asset or regulatory liability for timing 
differences arising between the portion recognised as an intangible asset 
and the related amount(s) included in the entity’s regulatory capital base, 
provided a direct relationship exists. 

An entity determines whether a difference in timing arises by considering 
any difference between:

•	 the recovery period or recovery pattern of a part of the regulatory capital 
base – specifically, the portion of the assets in the regulatory capital 
base that relates to the intangible asset; and

•	 the useful life or amortisation method of the intangible asset. 

IFRS 20.BC240 Financial asset only Financial assets are not expected to give rise to regulatory assets or 
regulatory liabilities. 

Are all service concession arrangements in the scope of IFRIC 12 also in the scope of 
IFRS 20?

IFRS 20.6–9, 
IFRIC 12.5

No. Price regulation is a key part of the scope criteria of IFRIC 12. A service concession arrangement 
is only in the scope of IFRIC 12 if the grantor controls the prices to be charged to customers. 

However, many service concession arrangements will not meet the IFRS 20 criterion that part of the 
total allowed compensation for goods and services supplied in one period is charged to customers 
through regulated rates for goods or services supplied in a different period. In such cases, the 
arrangement does not create timing differences and is therefore not in the scope of IFRS 20.
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Example 7 – IFRIC 12 arrangement out of scope of IFRS 20

Operator O enters into a service concession agreement with Regulator R to construct and operate 
a toll road in Country G. Construction is expected to take five years, after which O will operate the 
toll road for 25 years. As consideration for constructing the toll road, O receives a right to collect tolls 
from users. The tolls are set annually by R.

Under the agreement, O bears the risks that construction and operating costs are higher or lower 
than expected, as well as the demand risk.

The arrangement is in the scope of IFRIC 12.

O determines that the service concession arrangement is not in the scope of IFRS 20 because it does 
not have an enforceable present right or obligation to adjust future tolls to recover compensation 
related to goods or services supplied in a period – i.e. the arrangement does not create timing 
differences. 

Example 8 – IFRIC 12 arrangement in scope of IFRS 20

IFRS 20.IE276–IE282 Operator O enters into a service concession agreement with Regulator R to construct and operate 
a toll road in Country G. Construction is expected to take five years, after which O will operate the 
toll road for 25 years. As consideration for constructing the toll road, O receives a right to collect tolls 
from users. The tolls are set annually by R.

To perform the specified operating services, O makes regular purchases of inputs, the costs of which 
may fluctuate significantly from period to period as a result of volatility in prices. The tolls for each year 
include an estimate of these input costs. Differences between the estimated and actual input costs 
are reviewed by R and added to (or deducted from) tolls charged to users the following year. 

O concludes that the arrangement is in the scope of IFRS 20 because:

•	 O and R are parties to the service concession agreement;

•	 R controls the tolls to be charged to users;

•	 O has an enforceable right to recover its input costs; and

•	 any variances between estimated and actual input costs are included in the tolls charged to users 
in the following year.

O first applies IFRIC 12 and then applies IFRS 20 to account for any regulatory asset or regulatory 
liability.

1 Determine if IFRS 20 applies (Step 1)  15
1.4 Interaction with IFRIC 12   
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2	 Understand total allowed 
compensation and analyse 
timing differences (Step 2)

	 Timing differences arise when part or all of total allowed compensation for a period 
is included in the regulated rate charged to customers for another period. 

2.1	 Total allowed compensation 
IFRS 20.3, 14	 Total allowed compensation is a new concept introduced by IFRS 20. It represents the total amount the 

regulator determines that an entity can charge for regulatory goods and services supplied in a period.

IFRS 20.16	 For its regulated activities, an entity recognises revenue under IFRS 15 by charging the regulated rate 
to customers for goods or services it supplies in the period. Generally, an entity’s IFRS 15 revenue does 
not equal the total allowed compensation it earns for the same period. This is because a regulator may 
include part or all of the total allowed compensation earned for regulatory goods or services supplied in 
the period in the regulated rate for a different period. 

IFRS 20.16	 For example, the regulated rate may be determined based on estimated costs. However, the regulatory 
agreement permits an entity to be compensated for actual costs, with any difference between 
estimated and actual costs being charged to or compensated for in future rates. 

IFRS 20.16	 Differences that occur when part or all of the total allowed compensation for the period is included in 
the regulated rate for a different period are referred to as timing differences.

	 Before the introduction of IFRS 20, an entity applying IFRS Accounting Standards that was not in the 
scope of IFRS 14 generally did not recognise assets or liabilities for these timing differences. 

IFRS 20.3	 IFRS 20 addresses this issue by requiring the recognition of regulatory assets and regulatory liabilities 
based on the principle that an entity recognises in its financial statements total allowed compensation 
in the same period it supplies the related regulatory goods or services. 

IFRS 20.5	 To achieve this, IFRS 20 requires an ‘overlay’ approach under which an entity first applies the 
requirements of existing IFRS Accounting Standards, including IFRS 15. The entity then recognises 
regulatory assets/income and regulatory liabilities/expense for differences between IFRS 15 revenue 
and total allowed compensation for the period in which they meet IFRS 20’s recognition requirements. 
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2.2 Understand the components of total allowed compensation    

	 Total allowed compensation is recognised in the financial statements as follows. 

	

+

1 Total compensation that a regulatory agreement entitles an entity to charge customers for regulatory goods or services supplied in 
a reporting period (amounts may be charged to customers in the reporting period or a different period).

2 Revenue recognised by charging customers the regulated rate for goods and services supplied.
3 Accounting for differences between total allowed compensation for the period and IFRS 15 revenue – i.e. timing differences that arise 

when part of total allowed compensation is charged to customers in a different period.

=
Total allowed 

compensation for the period(1)
IFRS 15

revenue(2)

Amounts recognised 
under IFRS 20

Regulatory 
income/expense(3)

Regulatory assets and
regulatory liabilities(3)

	 Therefore, to apply IFRS 20, an entity needs to consider the components of its total allowed 
compensation for the period and compare them to its IFRS 15 revenue for the period to identify timing 
differences. The identified differences may give rise to regulatory assets and regulatory liabilities.

2.2	 Understand the components of total allowed 
compensation 

	 Total allowed compensation is the amount of compensation to which a regulatory agreement entitles an 
entity for regulatory goods or services supplied in a reporting period. 

IFRS 20.15	 Regulatory goods and services include not only goods or services supplied to an entity’s customers 
(e.g. electricity, gas and water) but also other activities an entity is required to undertake under the 
regulatory agreement. Examples include network maintenance, making capacity changes to the 
network and meeting other objectives set by the regulator. 

	 An entity needs to review the regulatory agreement to understand the different components that form 
total allowed compensation. 

	 The components of total allowed compensation are amounts that will be added or deducted in 
determining the regulated rate, in either the same or a different period from when the related regulatory 
goods or services are supplied.

IFRS 20.14,  
Appendix A
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IFRS 20.19	 Total allowed compensation for the period may include a number of components. Common 
components include the following. 

	

Co
m

m
on

 co
m

po
ne

nt
s o

f t
ot

al
 al

lo
w

ed
 co

m
pe

ns
at

io
n

Profit component

Allowable expenses 
and chargeable 

income

Regulatory interest

Margin on expenses

Regulatory return

Performance 
incentives

+/–

+/–

Profit margin an entity is permitted to earn on allowable 
expenses. 

Return an entity is permitted to earn on its regulatory 
capital base.

Amounts that, if the specified performance criteria are 
met, increase/decrease total allowed compensation 
for a period.

Items of expense and income as defined in 
IFRS Accounting Standards which can be added or 
deducted in determining the regulated rate.

Amounts that compensate or charge an entity for the 
time lag between recovery of a regulatory asset or 
fulfilment of a regulatory liability.

IFRS 20.21	 The terms of regulatory agreements vary by jurisdiction and industry. Accordingly, a regulatory 
agreement might:

•	 not provide all the types of compensation or make all the types of deductions shown in the diagram 
above;

•	 provide other types of compensation or make other types of deductions; or

•	 use different terminology to refer to the types of compensation and deductions shown in the diagram 
above. 

IFRS 20.21	 An entity uses its judgement to determine the types of compensation or deductions the agreement 
makes or provides. For items not described in the table below, an entity uses its judgement to 
determine when that compensation or deduction forms part of total allowed compensation. 
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2.2 Understand the components of total allowed compensation    

	 The table below sets out the period in which common compensation components form part of total 
allowed compensation. 

Elements of total allowed 
compensation

Period in which element forms part of total allowed 
compensation

IFRS 20.19, B15, B21 Allowable expenses and 
chargeable income

•	 In the period in which the entity recognises the allowable expense 
or chargeable income by applying IFRS Accounting Standards.

IFRS 20.B57(a) Over- or under-recovered 
allowed revenue – i.e. 
volume variances

•	 In the period to which the over- or under-recovery relates.

IFRS 20.20, B51(a) 
 

IFRS 20.20, B51(b), 
B52

Inflation related to the 
regulatory capital base

•	 Compensation in the form of a nominal rate of return on a nominal 
regulatory capital base is included as part of regulatory returns on 
the regulatory capital base.

•	 Compensation in the form of a real rate of return on a regulatory 
capital base that is adjusted by inflation is included in the period in 
which the inflation is recovered through regulatory depreciation.

IFRS 20.B51(c),  
B53–B54

Inflation unrelated to 
regulatory depreciation

•	 In the period in which the inflation arises.

Margin on expenses •	 In the period in which the entity recognises the allowable expense 
by applying IFRS Accounting Standards.

IFRS 20.19, B33, B35 Regulatory returns on the 
regulatory capital base

•	 Generally, in the period in which the regulatory agreement entitles 
the entity to apply a rate of return to the regulatory capital base.

•	 Specific requirements apply to assets not yet available for use 
(see Section 2.4.2.2).

IFRS 20.19, B42 Performance incentives •	 In the period in which the entity’s related performance occurs.

Regulatory interest •	 In the period in which the regulatory interest rate is applied. 

Has the IASB made a practical assumption that recognition of an allowable expense 
or chargeable income under IFRS Accounting Standards is related to its supply of 
regulatory goods or services?

IFRS 20.BC54–BC55 Yes. It is possible that an entity applying IFRS Accounting Standards might recognise an item of 
expense or income that represents an allowable expense or chargeable income but that amount 
does not relate to the supply of regulatory goods or services. However, the IASB took the view 
that applying an alternative accounting treatment to such an item of expense or income would add 
complexity with limited benefit. 

In developing IFRS 20, the IASB therefore made a practical assumption that an entity’s recognition of 
an allowable expense or chargeable income under IFRS Accounting Standards is related to its supply 
of regulatory goods or services. Accordingly: 

•	 compensation for an allowable expense forms part of the total allowed compensation for the 
reporting period in which an entity recognises the allowable expense by applying IFRS Accounting 
Standards; and 

•	 deduction for chargeable income reduces the total allowed compensation for the reporting period 
in which an entity recognises the chargeable income by applying IFRS Accounting Standards. 
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Example 9 – Total allowed compensation

Under its regulatory agreement, Entity X is entitled to compensation for the following items for the 
regulatory goods and services supplied in the period: 

•	 depreciation expense incurred in the period;

•	 recovery of actual other operating costs incurred in the period;

•	 a margin of 20% on other operating costs incurred in the period; and

•	 a return of 5% on its investments.

Under the regulatory agreement, the investment on which X is entitled to earn a regulatory return is 
the carrying amount of its property, plant and equipment recognised in its financial statements under 
IFRS Accounting Standards. 

The amount of other operating costs X has a right to compensation for in the period is measured 
based on the amount recognised in X’s IFRS financial statements for the period.

During the period X incurs depreciation expense of 50 and other operating costs of 50. X’s property, 
plant and equipment has a carrying amount of 1,000. 

X assesses its total allowed compensation as comprising the following components.

Amounts

Allowable expenses:

•	 depreciation expense

•	 other operating expenses

50

50

Profit margin 10(1)

Regulatory return 50(2)

Total allowed compensation 160

Notes
1 50 x 20%.
2 1,000 x 5%.

2.3	 Analyse timing differences
	 Once an entity understands the components of total allowed compensation for the period, it identifies 

timing differences.

IFRS 20.16	 For rate-regulated activities, an entity’s IFRS 15 revenue is based on the regulated rate it is entitled to 
charge for goods or services supplied to a customer. Therefore, if part of total allowed compensation 
for the period is included in the regulated rate charged to customers in a different period, a timing 
difference arises. 

	 When an amount that forms part of total allowed compensation for a period is included in regulated 
rates for:

•	 an earlier period, a timing difference arises;

•	 the same period, no timing difference arises; and

•	 in a later period, a timing difference arises.
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2.3 Analyse timing differences   

	 An entity generally does not identify a single timing difference for the net difference between total 
allowed compensation and IFRS 15 revenue for the period. Instead, individual timing differences are 
recognised at the level at which they may give rise to the recognition of regulatory assets or regulatory 
liabilities. See Section 4.1.3 for further discussion of the unit of account concept.

IFRS 20.21, BC48	 An entity needs to apply judgement in identifying timing differences by considering the terms of the 
regulatory agreement, including the methodologies the regulator follows in determining various types 
of compensation to be provided or deductions made through the regulated rate.

	 Common reasons for components of total allowed compensation being included in the regulated rate 
for a different period to when it is earned include:

•	 volume variances – the regulated rate may be based on estimated volumes; 

•	 cost variances – the regulated rate is based on estimated costs but the entity has the right to be 
compensated for actual costs incurred;

•	 differences in depreciation and amortisation rates applied for IFRS and regulatory purposes; and 

•	 allowable expenses that are recognised in the period under IFRS Accounting Standards but deferred 
for regulatory purposes.

	 To identify timing differences, an entity compares the components included in total allowed 
compensation for the period with the components included in IFRS 15 revenue for the same period.

	

To identify timing differences compare

Allowable expenses and 
chargeable income

Regulatory interest

Margin on expenses

Regulatory return

Performance incentives

Regulatory interest

Margin on expenses

Regulatory return

Performance incentives

Components

Other items of income 
and expense

components included in

total allowed 
compensation

Items related to regulatory 
depreciation

Components

to components included in

IFRS 15 
revenue

Other items of income 
and expense

Regulatory depreciation
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IFRS 20.16	 Because IFRS 15 revenue for rate-regulated activities is based on the regulated rate, an entity identifies 
individual timing differences by analysing differences between the components of the regulated rate 
and the components of total allowed compensation for the same period.

	 Section 2.4 discusses the most common timing differences arising from regulatory agreements. 

	 However, not all differences between total allowed compensation and IFRS 15 revenue are timing 
differences. The following differences do not give rise to timing differences.

	

Differences related to
application of IFRS 15

(see Section 2.3.1)

Measurement differences 
(see Section 2.3.2)

Timing differences related to 
regulatory capital base when 
no direct relationship exists 

(see Chapter 3)

	 Once an entity has analysed the differences arising between total allowed compensation and IFRS 15 
revenue for the period, it then applies IFRS 20’s recognition requirements to determine which of the 
differences identified result in the recognition of a regulatory asset or regulatory liability. See Chapter 4 
for a discussion of the recognition of regulatory assets and regulatory liabilities.

Example 10 – Analysis of timing differences

Continuing Example 9, Entity X recorded IFRS 15 revenue of 136 for the period. IFRS 15 revenue is 
based on the regulated rate for the period which was determined using estimated costs. 

Under the regulatory agreement X is entitled to compensation based on actual costs incurred for the 
period. However, as the regulated rate for the period was determined using estimated costs, timing 
differences may arise. 

X is entitled to recover any difference between actual and estimated costs through the regulated rate 
applied in the following year.

X compares its total allowed compensation for the period of 160 to its IFRS 15 revenue of 136 and 
determines that timing differences of 24 exist, which may give rise to a regulatory asset if IFRS 20’s 
recognition criteria are met.

To identify the components giving rise to differences between total allowed compensation and 
IFRS 15 revenue for the period, X compares the main components of each amount. 

X analyses the difference between total allowed compensation and IFRS 15 revenue for the period 
and determines that this is caused by a difference between the estimated and actual other operating 
costs for the period.
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2.3 Analyse timing differences   

X applies the recognition requirements of IFRS 20 to determine if it can recognise a regulatory asset 
for the timing differences of 24.

Components 
of total 

allowed 
compensation

(based on 
actual costs)

Components 
of IFRS 15 

revenue 

(regulated 
rate based on 

estimated costs)

Timing 
differences

Total 160 136 24

Breakdown of amounts

Allowable expenses:

•	 depreciation expense

•	 other operating expenses

50

50

50

30

-

20

Profit margin 10(1) 6(3) 4

Regulatory return 50(2) 50 -

Notes
1 50 x 20%.
2 1,000 x 5%.
3 30 x 20%.

2.3.1	 Differences related to the application of IFRS 15

IFRS 20.17	 In some cases, a difference between total allowed compensation and IFRS 15 revenue for the 
period may arise because of the application of IFRS 15. For example, this may occur when variable 
consideration related to amounts charged to customers through the regulated rate is constrained on 
application of the relevant requirements in IFRS 15. 

	 Differences that arise from the application of IFRS 15 are not timing differences and therefore do not 
give rise to regulatory assets or regulatory liabilities. 

2.3.2	 Measurement differences 

IFRS 20.B26	 For an item of allowable expense or chargeable income, measurement differences arise when the: 

	

total amount of compensation or 
deductions included in the regulated 

rate for all periods

total amount of expense or income 
recognised under IFRS Accounting 

Standards for all periods≠
	 Such differences do not reverse over time. 

IFRS 20.B27, B29	 For example, measurement differences may arise when the regulatory agreement sets compensation 
for allowable expenses based on:

•	 amounts measured under another accounting framework;

•	 benchmark expenses based on a peer group; 
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•	 an estimate of expenses (which is not adjusted for any difference from actual expenses); and

•	 an amount determined by the regulator. 

IFRS 20.B28	 In some cases, a measurement difference and timing difference occur concurrently. When this occurs, 
any resulting regulatory asset or regulatory liability is measured based on the amount of compensation 
the entity is entitled to, and not by the amount of allowable expense or chargeable income recognised 
in applying IFRS Accounting Standards.

IFRS 20.B29	 A regulatory agreement might determine compensation for an allowable expense or a 
deduction for chargeable income for a reporting period by using the related expense or income 
recognised under another accounting framework. As a result, the amount of compensation or 
deduction for the period may be different from the related expense or income recognised under 
IFRS Accounting Standards. However, the difference is not a measurement difference if over all 
periods the compensation or deduction recognised equals the total amount of expense or income 
recognised under IFRS Accounting Standards. In this case, the differences are timing differences. 

Example 11A – Measurement difference

IFRS 20.B27 Under the regulatory agreement, the compensation Entity X is entitled to for allowable expenses 
unrelated to the regulatory capital base in the reporting period is determined by the regulator using an 
estimate of the allowable expenses.

The regulatory agreement also prohibits X from adjusting future regulated rates for any differences 
between the compensation based on the estimated expenses and the related allowable expenses 
incurred by X under IFRS Accounting Standards.

Because the difference between the compensation determined using estimated expenses and the 
related allowable expense determined by applying IFRS Accounting Standards does not reverse over 
time, this is a measurement difference rather than a timing difference.

In this case the measurement difference is reflected in the statement of financial performance in the 
reporting period through the recognition of IFRS 15 revenue, which includes compensation based on 
the estimate, and the recognition of expenses for the actual amount. 

Example 11B – Measurement and timing difference

IFRS 20.B28 Under the regulatory agreement, the compensation that Entity X is entitled to for an allowable 
expense unrelated to the regulatory capital base in the reporting period is determined by the 
regulator using an estimate of that allowable expense for the period. However, the regulatory 
agreement specifies that this estimate of the allowable expense will only be included in the regulated 
rate in a future period – i.e. not in the period in which the allowable expense is recognised under 
IFRS Accounting Standards. 

The regulatory agreement prohibits X from adjusting future regulated rates for any differences 
between the compensation based on the estimated expense and the related allowable expense 
incurred by X under IFRS Accounting Standards. 

As a result:

•	 a timing difference arises because the amount will be included in a future regulated rate; and

•	 a measurement difference arises because any difference between the estimated expense and 
actual expense is not adjusted for.
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2.4 Common timing differences   

If the right to include the estimated expense in a future regulated rate is enforceable, X recognises 
a regulatory asset for the timing difference. The regulatory asset is measured using the estimated 
expense rather than the actual expense recognised under IFRS Accounting Standards. This is 
because the estimated expense reflects the future cash flows that X will receive when the amount is 
included in the regulated rate. 

In this case, the measurement difference is reflected in the statement of financial performance in the 
reporting period through:

•	 the recognition of regulatory income for the compensation based on the estimate; and 

•	 the recognition of an expense for the actual amount. 

2.4 	 Common timing differences 
	 The terms of regulatory agreements vary among jurisdictions and industries in how they provide 

compensation to an entity, giving rise to various timing differences. To help identify these, IFRS 20 
provides guidance on the most common timing differences that arise from regulatory agreements. 

	 This section discusses common timing differences related to: 

•	 allowable expenses and chargeable income (see Section 2.4.1);

•	 regulatory returns on the regulatory capital base (see Section 2.4.2);

•	 inflation (see Section 2.4.3);

•	 performance incentives (see Section 2.4.4);

•	 under-recovery or over-recovery of allowed revenue (see Section 2.4.5); and

•	 income taxes (see Section 2.4.6).

	 For discussion of recognising regulatory assets and regulatory liabilities arising from timing differences, 
see Chapter 4.

2.4.1	 Timing differences related to allowable expenses and chargeable income

IFRS 20.B14, B20	 Allowable expenses and chargeable income are items of expense and income defined under 
IFRS Accounting Standards, which an entity is entitled to add or deduct in determining a regulated 
rate under its regulatory agreement.

IFRS 20.B15, B21	 Allowable expenses and chargeable income form part of the total allowed compensation for the 
reporting period in which the entity recognises the allowable expense or chargeable income under 
IFRS Accounting Standards.

IFRS 20.B15, B21	 A timing difference arises if the regulator includes part or all of an allowable expense or chargeable 
income in determining regulated rates charged in a period that differs from the reporting period in which 
the entity recognises that expense or income under IFRS Accounting Standards. 

	

Amount recognised as
expense or income under 

IFRS Accounting Standards

Amount added or deducted in 
determining regulated rate 

Timing difference

Amount added or deducted in 
determining regulated rate 

Time

Included in regulated rate
for an earlier period

Forms part of total 
allowed compensation

Timing difference

Included in regulated rate
for a later period
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IFRS 20.B16	 Under IFRS 20, the treatment of timing differences related to allowable expenses and chargeable 
income depends on whether an amount affects the regulatory capital base (see Section 2.4.1.1) or does 
not (see Section 2.4.1.2). 

	 This is because, for timing differences that affect the regulatory capital base, an entity is prohibited from 
recognising regulatory assets and regulatory liabilities when there is no direct relationship between:

•	 the regulatory capital base; and 

•	 the related allowable expense or chargeable income item. 

	 See Chapter 3 for a discussion of how to evaluate whether a direct relationship exists between the 
regulatory capital base and the related allowable expense or chargeable income item.

2.4.1.1	 Allowable expenses and chargeable income which affect an entity’s regulatory capital base

	 Regulatory capital base is the term commonly used in rate-regulated industries for the asset base an 
entity uses to supply regulated goods or services. 

	 IFRS 20 defines both regulatory capital base and regulatory depreciation as follows.	

IFRS 20 Appendix A Regulatory capital base 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.

IFRS 20 Appendix A Regulatory depreciation The systematic allocation by a regulator of an amount of a regulatory 
capital base to be added in determining a regulated rate. 

	 The assets and other items that form part of the regulatory capital base will be specific to the regulatory 
agreement. However, the most common amounts compensated for via the regulatory capital base are 
amounts related to items accounted for in accordance with IAS 16 Property, Plant and Equipment and 
IAS 38 Intangible Assets.

	 A regulatory agreement generally allows an entity to recover its investment in the regulatory capital 
base through two components (regulatory depreciation and regulatory return), which are added in 
determining the regulated rate for the period.

	 Regulatory depreciation and regulatory return are generally key inputs the regulator uses to determine 
the regulated rate an entity can charge customers for a period.

	 Identifying timing differences related to the regulatory capital base

IFRS 20.29	 To apply IFRS 20, an entity needs to be able to determine how amounts recovered through regulatory 
depreciation of the regulatory capital base link to related items in the regulatory capital base.

	 To identify timing differences, an entity therefore compares the amounts included in regulatory 
depreciation for the period to the amounts of the related items included in total allowed compensation 
for the period. 

IFRS 20.30	 To perform this comparison, an entity needs to be able to track when amounts for related items are 
included in regulatory depreciation. This tracking is by amount and reporting period. 
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2.4 Common timing differences   

	 IFRS 20 effectively splits items of allowable expense and chargeable income related to the regulatory 
capital base into two types.

	

Items related to depreciable or 
amortisable assets

(e.g. amounts accounted 

1 IAS 2 Inventories.
2 IAS 19 Employee Benefits.
3 IAS 37 Provisions, Contingent Liabilities and Contingent Assets.

for under
IAS 16 or IAS 38)

Items of allowable expenses and chargeable income affecting the regulatory capital base

Other items

(e.g. amounts in scope of IAS 2(1),
IAS 19(2) or IAS 37(3))

	 The following table describes when timing differences may arise between the regulatory capital base 
and related items of allowable expenses and chargeable income.

Regulatory capital base 
component

Timing differences arise 
when

Examples

IFRS 20.B17, B22(a) Amounts related to 
depreciable or amortisable 
assets

There is a difference between:

•	 the recovery period or 
recovery pattern of the items 
included in the regulatory 
capital base related to 
depreciable or amortisable 
assets; and

•	 the useful lives or 
depreciation or amortisation 
method for those assets 
determined by applying 
IFRS Accounting Standards.

•	 Depreciation or amortisation 
rates under the regulatory 
agreement are different 
to the rates applied under 
IFRS Accounting Standards.

•	 Gains or losses on disposal of 
items of property, plant and 
equipment are added to or 
deducted from the regulatory 
capital base.

•	 Impairment losses are 
adjusted against the regulatory 
capital base.

•	 Regulatory depreciation used 
in determining the regulated 
rate is based on estimated 
property, plant and equipment 
and intangible asset balances.
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Regulatory capital base 
component

Timing differences arise 
when

Examples

IFRS 20.B18 Other related items An entity recognises an item 
of allowable expense or 
chargeable income by applying 
IFRS Accounting Standards, 
with the compensation for that 
allowable expense included 
in the regulatory capital base 
and so recovered through 
regulatory depreciation in a 
different period.

•	 A cost is added to the 
regulatory capital base which is 
expensed in the period under 
IFRS Accounting Standards – 
e.g. pension costs, provisions 
and income taxes.

•	 A gain or loss is added 
to or deducted from the 
regulatory capital base but 
recognised in the period under 
IFRS Accounting Standards.

IFRS 20.29	 It may not be possible to identify a direct relationship between the regulatory capital base and related 
item(s) recovered through regulatory depreciation (see Chapter 3). If no direct relationship exists, an 
entity does not recognise a regulatory asset or regulatory liability for any timing difference arising from 
the item.

Example 12 – Timing difference for allowable expenses related to a depreciable asset 
added to a regulatory capital base 

IFRS 20.IE67–74 Entity Z has an industrial plant that is recognised at 5,000 under IAS 16. The plant has a useful life of 
five years, which Z depreciates using the straight-line method over its useful life.

The regulatory agreement entitles Z to add the cost of the plant to its regulatory capital base and 
recover this through the regulated rate. The agreement permits Z to recover the cost of the plant over 
a period of 10 years.

Z has determined that a direct relationship exists between amounts recognised under IAS 16 and its 
regulatory capital base. 

In Year 1, Z determines that it can include in total allowed compensation for the period an allowable 
expense related to the plant of 1,000 (5,000 / 5 years), which represents the IAS 16 depreciation 
amount for the period. 

Z also determined that the regulated rate for Year 1 includes regulatory depreciation related to the 
plant of 500 (5,000 / 10 years).

Z compares the two amounts and identifies a timing difference of 500 because of the difference in 
depreciation rate applied for IFRS and regulatory purposes. 

If Z determines that the recognition requirements are met, it will recognise a regulatory asset for the 
right to include the amount of 500 in regulated rates to be charged to customers in future periods. 
This amount will be included in the regulated rate as part of regulatory depreciation. 
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2.4 Common timing differences   

Example 13 – Recognition of regulatory asset not permitted for allowable expenses 
related to a depreciable asset added to the regulatory capital base

Modifying Example 12, Entity Z is unable to track the amount of regulatory depreciation that provides 
compensation for IAS 16 depreciation expense in the period. This is because no detailed breakdown 
of amounts added to the regulatory capital base is maintained. Also, because Z does not maintain a 
detailed fixed asset ledger for regulatory purposes, it is unable to reconcile regulatory depreciation 
with IAS 16 depreciation at an asset class or lower level. 

Therefore, Z concludes that no direct relationship exists between the regulatory capital base and its 
property, plant and equipment recognised under IAS 16.

Accordingly, Z does not recognise a regulatory asset arising from compensation for the regulatory 
depreciation of the plant.

Example 14 – Timing difference for an allowable expense that does not arise from 
depreciable or amortisable assets added to a regulatory capital base

IFRS 20.IE89–95 Entity B recognises an expense of 100 under IFRS Accounting Standards that does not arise from 
depreciable or amortisable assets in the current reporting period. 

B’s regulatory agreement treats that expense as allowable, requiring it to be added to the regulatory 
capital base and compensates B through the regulatory depreciation of the regulatory capital base in 
future periods. 

The regulator monitors the provision of compensation for the expense through regulatory 
depreciation separately from other items in the regulatory capital base, determining the amount of 
regulatory depreciation related to it using a separate depreciation schedule. Under the depreciation 
schedule the amount is included in the regulated rate on a straight-line basis over the next four years.

B determines that it is able to track the recovery of this expense through the regulatory depreciation – 
i.e. a direct relationship exists for the item. 

The amount of the regulatory depreciation that provides compensation for the expense forms part of 
the total allowed compensation for the reporting period in which B recognises the expense. Because 
B’s regulatory agreement requires it to add this expense to the regulatory capital base, the amount 
of regulatory depreciation that provides compensation for the allowable expense will be included in 
IFRS 15 revenue in the future. 

As a result, B recognises a regulatory asset of 100 for the right to add an amount in regulated rates 
to be charged to customers over the next four years. The amount compensates B for the allowable 
expense included in its regulatory capital base through regulatory depreciation.

Example 15 – Recognition of regulatory asset not permitted for allowable expenses 
that do not arise from depreciable or amortisable assets added to a regulatory capital 
base

Modifying Example 14, Entity C is unable to track the amount of regulatory depreciation that provides 
compensation for an item of expense that does not arise from depreciable or amortisable assets 
because the regulator does not separately track how that item would be recovered. C would have 
difficulty in accounting for the recovery of any such regulatory asset and therefore concludes that no 
direct relationship exists for the item.

Accordingly, C does not recognise a regulatory asset arising from compensation for the regulatory 
depreciation of that allowable expense. 
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2.4.1.2	 Allowable expenses and chargeable income which do not affect the regulatory capital base

	 Compensation for allowable expenses and chargeable income that do not affect the regulatory capital 
base might be provided in the regulated rate through a component of compensation separate from 
regulatory depreciation. 

	 Items of allowable expenses and chargeable income included in such a component often relate to 
general operating costs, such as employee, consumable and energy costs.

	 The following table sets out some common examples of when timing differences arise. 

Item Timing differences may arise when

IFRS 20.B14, B19 Allowable expenses •	 Expenses related to provisions are included in the regulated rate 
only when the related provision is settled in cash.

•	 Expected credit losses are included in the regulated rate only 
when there is no reasonable expectation of the entity receiving 
the cash.

•	 Expenses are included in the regulated rate based on the timing of 
recognition in profit or loss under another accounting framework. 

IFRS 20.B20–22 Chargeable income •	 Gains which are included in regulated rates only when related 
cash flow occurs.

IFRS 20.B19(b) Estimated costs •	 Regulated rate is determined based on estimated amounts, 
with any difference between the actual and estimate added or 
deducted in determining future regulated rate(s).

Example 16 – Timing difference from use of estimated input costs

Under its regulatory agreement, Entity D is entitled to compensation for actual input costs for the 
period. However, the regulated rate for the same period is determined using estimated costs. The 
agreement gives D the right to add or deduct any difference between estimated and actual inputs in 
determining the regulated rate for the following period. 

In Year 1, the regulated rate is set based on estimated input costs of 200. Actual input costs for the 
period turn out to be 240, which D recognises as an expense in the current reporting period under 
IFRS Accounting Standards. 

D assesses its total allowed compensation for the period as being 240.

D compares this to the estimated cost amount used to determine the regulated rate for the period 
and identifies a timing difference of 40 (240 - 200). 

Because of the under-recovery in the current period, part of the total allowed compensation for 
regulatory goods or services already supplied has not yet been included in IFRS 15 revenue. 
D recognises a regulatory asset and income of 40 in the current reporting period if the recognition 
criteria are met. 
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Example 17 – Timing difference from gain on a futures contract

IFRS 20.B22 Under Entity D’s regulatory agreement, gains or losses arising from commodity futures contracts are 
added or deducted in determining the regulated rate. The agreement specifies that gains or losses 
are included in the regulated rate after the related futures contract is settled. 

At the reporting date D has recorded a gain of 200 on an open commodity futures contract under 
IFRS Accounting Standards.

The commodity futures contract gives rise to an item of chargeable income because the regulatory 
agreement requires the gain to be deducted in determining the regulated rate.

A timing difference arises because the gain is recognised in total allowed compensation when it is 
recognised under IFRS Accounting Standards. However, it is only included in the regulated rate after 
the contract is settled.

Therefore, a timing difference of 200 exists at the reporting date. D recognises a regulatory liability 
and regulatory expense for this timing difference if the recognition criteria are met. 

2.4.2	 Timing differences related to regulatory returns

IFRS 20.B30	 Regulatory returns often make up a significant component of a rate-regulated entity’s profit. Regulatory 
agreements typically determine the regulatory return for a period by specifying a return rate and a 
regulatory capital base to which that return rate applies. Some regulatory agreements establish multiple 
bases, each with their own return rate. For example, a regulatory agreement may establish separate 
bases for assets available for use and those not available for use, including applying different return 
rates to those two bases.

IFRS 20.B33	 Generally, under IFRS 20, regulatory returns are considered part of total allowed compensation in 
the period when the regulatory return is applied to the regulatory capital base. However, different 
requirements apply to regulatory returns on assets not yet available for use if specific criteria are met 
(see Section 2.4.2.2).

IFRS 20.B31	 Regulatory returns might include only a debt return, only an equity return or both a debt and equity 
return.

2.4.2.1	 Timing differences for regulatory returns on the regulatory capital base (excluding assets not yet 
available for use)

IFRS 20.B33	 Regulatory returns on the regulatory capital base, other than those related to assets not available for 
use, are included in total allowed compensation when the regulatory agreement entitles an entity to 
apply a rate of return to the regulatory capital base. 

IFRS 20.B34	 If the regulatory return is included in the regulated rate for the period when it arises, then no timing 
differences arise in respect of the regulatory return. 

IFRS 20.B34	 Timing differences arise if part or all of a regulatory return is included in determining the regulated 
rates charged to customers in a different period from that in which the rate of return is applied to the 
regulatory capital base. 

IFRS 20.B34	 For example, a regulatory agreement may determine regulatory returns for a period based on an 
estimate of the entity’s regulatory capital base. A timing difference arises from differences between the 
estimated and actual amounts of regulatory returns that the regulatory agreement entitles the entity to 
add or deduct in determining the regulated rates for a future period.
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Example 18 – Regulatory return included in regulated rate for the period when it arises

Entity X has an industrial plant that is recognised at 2,000 both for regulatory purposes and under 
IAS 16. The plant has a useful life of five years, which X depreciates using the straight-line method 
over its useful life.

The regulatory agreement entitles X to recover through the regulated rates:

•	 the cost of the plant over its useful life of five years; and

•	 a regulatory return computed as 4% of the unrecovered balance of the item of plant at the 
beginning of each year.

X assesses its total allowed compensation for Years 1–5 as comprising:

•	 allowable expenses – i.e. depreciation expense under IAS 16 of 400 per year; and

•	 regulatory return of 4% on the outstanding opening balance of the plant.

Year 1 Year 2 Year 3 Year 4 Year 5

Depreciation expense under IAS 16(1) 400 400 400 400 400

Regulatory return(2) 80 64 48 32 16

Total allowed compensation 480 464 448 432 416

1 Calculated as initial cost straight-line depreciated over useful life of five years.
2 �Opening balance of regulatory capital base multiplied by regulatory return rate. See table below for calculations.

Comparison of total allowed compensation and IFRS 15 revenue for each year

Year 1 Year 2 Year 3 Year 4 Year 5 Total

Total allowed compensation 480 464 448 432 416 2,240

IFRS 15 revenue 480 464 448 432 416 2,240

Difference - - - - - -

See table below for breakdown of components that make up IFRS 15 revenue for each year.

X determines that no timing differences exist in respect of compensation related to the plant. This is 
because:

•	 the cost of the plant and depreciation rate is the same under IAS 16 and the regulatory agreement; 
and

•	 the regulatory return on the asset is included in the regulated rate for the same period as it is 
applied to the regulatory capital base.
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The table below sets out the amounts relating to the plant that were included in the regulated rates to 
be charged to customers.

Year 1 Year 2 Year 3 Year 4 Year 5

Opening balance of regulatory capital 
base(1)

2,000 1,600 1,200 800 400

Amount included in the regulated rate and IFRS 15 revenue each year

Regulatory depreciation expense(1) 400 400 400 400 400

Regulatory return(2) 80 64 48 32 16

Total 480 464 448 432 416

1 �Opening balance straight-line depreciated over five years as per regulatory agreement (2,000 / 5 years).
2 Calculated as opening balance of regulatory capital base multiplied by regulatory return rate of 4%.

If no other transactions took place in Years 1–5, then X would include the following in its income 
statement for each of these years.

Year 1 Year 2 Year 3 Year 4 Year 5 Total

IFRS 15 revenue 480 464 448 432 416 2,240

Regulatory income/(expense) - - - - - -

Revenue 480 464 448 432 416 2,240

Depreciation expense (400) (400) (400) (400) (400) (2,000)

Profit   80   64   48   32   16    240

2.4.2.2	 Timing differences for regulatory returns related to assets not yet available for use

IFRS 20.B35	 An entity treats regulatory returns on assets not yet available for use differently from other regulatory 
returns if the following criteria are met.

•	 The entity capitalises borrowing costs related to those assets by applying IAS 23 Borrowing Costs.

•	 The regulatory return is only a debt return or both a debt and equity return.

•	 The entity’s regulatory capital base has a direct relationship with those assets (see Chapter 3). 

IFRS 20.B36	 If the above criteria are met, an entity treats part or all of the regulatory returns on assets not yet 
available for use as compensation for an allowable expense – i.e. the borrowing costs capitalised under 
IAS 23. 
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IFRS 20.B35–B36	 The following diagram sets out the treatment of regulatory returns related to assets not yet available 
for use.

	

Is there a direct relationship
between the regulatory 

capital base and the asset?

Debt and equity

What does the regulatory
return comprise of? 

Regulatory return forms 
part of total allowed 

compensation in period 
rate is applied to 

the asset

Yes

Yes

NoDoes the regulatory 
return comprise debt 

and equity or debt only?

Yes

No

No

Is the entity capitalising
borrowing costs under
IAS 23 for the asset?

Apply specific requirements
for regulatory returns related to
assets not yet available for use

Debt only

Regulatory return up 
to capitalised 

borrowing costs(1)

Treat as allowable 
expense during period 

asset is available 

Excess return(2)

Forms part of allowed 
compensation during 
period asset is not

available for use

1 The amount of the regulatory return up to borrowing costs capitalised under IAS 23 for the period.
2 Any amount of regulatory return in excess of the borrowing costs capitalised under IAS 23 for the period.

Regulatory return
Treat as part of total 

allowable compensation 
during period asset is

available for use

for use

	 When the criteria are met, the timing differences that arise during the period the asset is not available 
for use depend on:

•	 the make-up of the regulatory return (i.e. debt and equity, or debt only); and 

•	 whether the return is included in the regulated rate before or after the asset is available for use. 
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IFRS 20.B37 Regulatory return 
components

Regulatory returns related 
to assets not yet available 
for use

Timing difference

Debt and equity Regulatory return up to 
capitalised borrowing 
costs

•	 A timing difference arises for this amount 
when the regulatory return is included in the 
regulated rate during the period the asset 
is not available for use. This timing difference 
gives rise to a regulatory liability if the 
recognition criteria are met.

•	 This is because this component of the return 
only forms part of total allowed compensation 
once the asset is available for use. 

Excess return •	 A timing difference arises for this amount 
when the regulatory return is only included in 
the regulated rate once the asset is available 
for use. This timing difference gives rise to a 
regulatory asset if the recognition criteria are 
met.

•	 This is because this component of the return 
forms part of total allowed compensation 
during the period the asset is not available for 
use. 

Debt only Regulatory return •	 A timing difference arises for this amount 
when the regulatory return is included in the 
regulated rate during the period the asset 
is not available for use. This timing difference 
gives rise to a regulatory liability if the 
recognition criteria are met.

•	 This is because the regulatory return only 
forms part of total allowed compensation 
once the asset is available for use.

IFRS 20.B37	 If a regulatory asset or regulatory liability arises from the regulatory returns related to assets not yet 
available for use, an entity determines a timing difference for each aggregation of assets with which the 
regulatory capital base has a direct relationship. However, an entity is entitled to determine individual 
timing differences using the same level of aggregation that it used to determine the capitalised 
borrowing costs under IAS 23.

IFRS 20.B39	 If regulatory returns comprise both a debt and equity return on an asset not yet available for use and 
are determined on a real basis, then an entity determines the regulatory asset or regulatory liability by 
applying a real interest rate to the inflation-adjusted borrowings related to the assets not yet available 
for use.
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	 Enforceable present right for regulatory return accrued to date 

	 The regulatory agreement may entitle an entity to include regulatory returns on an asset not yet 
available for use in the regulated rate only once the asset is available for use. In this circumstance, 
when the regulatory return includes debt and equity, any excess return gives rise to a regulatory asset 
when the recognition criteria are met, because it forms part of total allowed compensation when the 
asset is not yet available for use. 

IFRS 20.B40	 During the period in which the asset is not yet available for use, an entity assesses whether it has an 
enforceable present right to include regulatory returns accrued to date in determining regulated rates to 
be charged in future periods. This assessment determines whether a regulatory asset exists.

IFRS 20.B40	 In assessing whether such an enforceable present right exists, an entity considers what rights it would 
have if the regulator or another party were to terminate the regulatory agreement at the reporting date 
other than because of the entity’s failure to perform as specified in the agreement. An entity applies 
the guidance on enforceability (see Section 4.2) to assess whether, in those circumstances, it has an 
enforceable present right to receive an amount that reflects regulatory returns accrued to date.

Example 19 – Regulatory return on asset not available for use 

Entity Y constructs an item of property, plant and equipment (the asset) over Years 1 and 2. 
Construction commences on the first day of Year 1 and is completed on the last day of Year 2. The 
asset is put into use on the first day of Year 3 and has a useful life of three years. The total cost of 
the asset under IAS 16 is 7,875, including borrowing costs capitalised in accordance with IAS 23. 
Borrowing costs of 94 and 281 were capitalised in Year 1 and Year 2 respectively. 

The regulatory agreement entitles Y to recover through the regulated rate:

•	 the cost of the item of plant (excluding borrowing costs) over its useful life of three years; and

•	 a regulatory return of 10% which comprises a debt and equity component: 

–	 when the asset is not available for use, the regulatory return is applied to the average of the 
opening and closing balances of the regulatory capital base during the period and added to the 
regulated rate charged in the same year; and 

–	 once the asset is available for use, the regulatory return is applied to the opening unrecovered 
balance of the regulatory capital base and added to the regulated rate charged in the same year.

Y has determined that a direct relationship exists between its regulatory capital base and the 
asset. Because Y capitalises borrowing costs under IAS 23 during the construction period, the 
regulatory return includes a debt and equity component, and a direct relationship exists, the specific 
requirements for regulatory returns related to assets not yet available for use apply. 

Therefore, the regulatory return on the asset before it is available for use forms part of total allowed 
compensation, as follows.

•	 The amount of return generated up to the borrowing costs capitalised under IAS 23 represents an 
allowable expense, which forms part of total allowed compensation when the asset is depreciated 
under IFRS Accounting Standards. 

•	 Any excess return over the borrowing costs capitalised under IAS 23 forms part of total allowed 
compensation in the period in which the rate is applied to the regulatory capital base. 
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The regulatory return on the asset once available for use forms part of total allowed compensation 
in the period in which the rate is applied to the regulatory capital base. The cost of the asset is an 
allowable expense that forms part of total allowed compensation when IAS 16 depreciation expense 
is recognised. The following table sets out the total allowed compensation for each year of the asset’s 
life, including the construction period.

Total allowed compensation is comprised of the following.

Year 1 Year 2 Year 3 Year 4 Year 5

IAS 16 depreciation expense - - 2,625(1) 2,625(1) 2,625(1)

Regulatory return on asset not available 
for use

  94(2) 281(3) - - -

Regulatory return on asset available for 
use

- - 750(4) 500(4) 250(4)

Total allowed compensation   94 281 3,375 3,125 2,875

Notes
1 7,875 / 3 years (cost of the asset under IAS 16 straight-line depreciated over three years).
2 �188 - 94 (regulatory return on regulatory capital base for Year 1 less borrowing costs capitalised to the asset 

under IAS 23).
3 �562 - 281 (regulatory return on regulatory capital base for Year 2 less borrowing costs capitalised to the asset 
under IAS 23).

4 �Regulatory return for the year calculated as regulatory capital base (see reconciliation of regulatory capital 
base below) at the start of the year multiplied by 10%.

Y then compares the total allowed compensation for the period to the IFRS 15 revenue for the same 
period.

Year 1 Year 2 Year 3 Year 4 Year 5 Total

Total allowed compensation 94 281 3,375 3,125 2,875 9,750

IFRS 15 revenue(1) 188 562 3,250 3,000 2,750 9,750

Difference (94) (281) 125 125 125 -
1 See table below for a breakdown of IFRS 15 revenue amounts.

Y identifies that timing differences of 94 and 281 arise in Years 1 and 2 respectively. Y determines 
that these differences relate to the borrowing costs capitalised under IAS 23. This is because 
these amounts only form part of total allowed compensation when the asset is depreciated for 
IFRS purposes but, as per the regulatory agreement, were included in the regulated rate – and 
therefore IFRS 15 revenue – for Years 1 and 2. 

Assuming the recognition requirements are met, the timing differences arising in Years 1 and 2 
represent a present enforceable obligation to reduce rates in the future and therefore represent 
a regulatory liability. In Years 3–5 the difference reverses and represents the difference between 
IFRS depreciation and regulatory depreciation in each year. 

The following table sets out the components which make up the IFRS 15 revenue related to the asset 
for each year.
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Year 1 Year 2 Year 3 Year 4 Year 5

Regulatory depreciation(1) - - 2,500 2,500 2,500

Regulatory return on asset not available 
for use(2)

188 562 - - -

Regulatory return on asset available for 
use(3)

- - 750 500 250

IFRS 15 revenue 188 562 3,250 3,000 2,750
1 Opening balance of regulatory capital base 7,500 straight-line depreciated over three years.
2 �Average of the opening and closing regulatory capital base balance (see reconciliation of regulatory capital 
base below) for the year multiplied by a regulatory return rate of 10%. 

• Year 1 – 188 = ((0 + 3,750) / 2) x 10%.

• Year 2 – 562 = ((3,750 + 7,500) / 2) x 10%.
3 �Regulatory return for the year calculated as regulatory capital base (see reconciliation of regulatory capital 
base below) at the start of the year multiplied by 10%. 

• Year 3 = 7,500 x 10%.

• Year 4 = 5,000 x 10%.

• Year 5 = 2,500 x 10%.

The table below sets out a reconciliation of the regulatory capital base.

Year 1 Year 2 Year 3 Year 4 Year 5

Opening balance of regulatory capital 
base (A)

- 3,750 7,500 5,000 2,500

Construction costs 3,750 3,750 - - -

Regulatory depreciation - - 2,500 2,500 2,500

Closing balance of regulatory capital 
base 

3,750 7,500 5,000 2,500 -

If no other transactions took place in Years 1–5, then Y would include the following.

Year 1 Year 2 Year 3 Year 4 Year 5 Total

IFRS 15 revenue 188 562 3,250 3,000 2,750 9,750

Regulatory income/(expense)  (94) (281)    125     125     125 -

Revenue  94 281 3,375 3,125 2,875 9,750

Depreciation expense - - 2,625 2,625 2,625 7,875

Profit 94 281 750 500 250 1,875

Regulatory liability at end of period  (94) (375)     (250)      (125) -
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2.4.3	 Timing differences related to inflation

IFRS 20.B51	 Compensation for inflation arising in a reporting period might be provided: 

•	 through a nominal regulatory return on a regulatory capital base; 

•	 by inflation adjustments to a regulatory capital base recovered through regulatory depreciation; or 

•	 through a component of compensation that is separate from regulatory depreciation.

2.4.3.1	 Compensation for inflation related to the regulatory capital base

IFRS 20.20, B51, B52	 A regulatory agreement may provide compensation for inflation arising in a period relating to the 
regulatory capital base in the following ways. 

Type of compensation Implication

A nominal rate of return 
on a nominal regulatory 
capital base

•	 An entity accounts for the compensation as part of regulatory 
returns by applying the guidance on regulatory returns – 
see Section 2.4.2.

A real rate of return on a 
regulatory capital base 
that is adjusted each 
period by the inflation 
arising in that period

•	 An entity treats the compensation as part of total allowed 
compensation for the reporting period in which the inflation is 
recovered through regulatory depreciation. 

•	 Accordingly, an entity does not recognise any amounts for regulatory 
assets or regulatory liabilities for such compensation.

2.4.3.2	 Compensation for inflation provided separately from regulatory depreciation

IFRS 20.B53, B54	 A regulatory agreement may provide compensation for inflation arising in a reporting period separately 
from regulatory depreciation. Such compensation forms part of the total allowed compensation in the 
period in which the inflation arises. Timing differences could arise on compensation of such inflation; for 
example, if an entity is entitled to compensation based on the actual inflation rate for the period but the 
regulated rate is determined using estimated inflation.

Example 20 – Estimate of inflation

IFRS 20.B54,  
IE226–236

Under the regulatory agreement, Entity Y is entitled to compensation for actual inflation applied 
to specified costs for the period. This compensation is provided separately from regulatory 
depreciation. However, the regulated rate for the same period is determined using estimated 
inflation. The agreement gives Y the right to add or deduct any difference between estimated and 
actual inflation in determining the regulated rate for the following period. 

In Year 1, the estimated inflation rate applied was 3% and the specified costs were 100. Therefore, the 
compensation amount in respect of inflation included in the regulatory rate was 3 (100 x 3%).

During Year 1, the actual inflation rate is confirmed as 2.5%. Therefore, Y determines that the inflation 
amount forming part of total allowed compensation for Year 1 is 2.5 (100 x 2.5%).

Y compares the allowed compensation amount to the estimated inflation amount applied in 
determining the regulated rate for the period, and identifies a timing difference of 0.5. 

Y determines that the timing difference gives rise to a present obligation to deduct an amount of 0.5 
in determining the Year 2 regulated rate. This obligation represents a regulatory liability. 

If the actual inflation rate had been higher than 3%, then a regulatory asset would have arisen. 
Alternatively, if the actual rate equals the estimated rate, then no regulatory asset or liability arises. 
This is because no timing difference exists. 
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2.4.4	 Timing differences related to performance incentives

IFRS 20.B41	 A regulatory agreement might reward or penalise an entity with performance incentives for meeting or 
failing to meet performance criteria. Examples of performance criteria include targets on:

•	 levels of service quality; 

•	 levels of reliability;

•	 levels of customer satisfaction; 

•	 efficiency related to capital and/or operating expenditures; and 

•	 performance related to constructing an item of property, plant or equipment.

IFRS 20.B44	 Performance incentives can be determined in different ways, including:

•	 a fixed monetary amount; 

•	 a formula (e.g. 1 percent of the amounts charged to customers during a specified period); and 

•	 an adjustment to the rate of return (e.g. an additional 1 percent applied to the regulatory capital base 
for a specified period).

IFRS 20.B42	 Performance incentives form part of the total allowed compensation for the reporting period in which an 
entity’s performance occurs. 

IFRS 20.B45, B47	 If the performance incentive relates to more than one reporting period, an entity estimates the total 
amount of the incentive and determines the portion of that estimated amount that relates to the 
reporting period using a reasonable and supportable basis. See Section 2.4.4.1 for further discussion.

IFRS 20.B42	 To determine the period in which the entity’s performance occurs, the entity considers the regulatory 
agreement’s terms relating to the performance incentives, together with other facts and circumstances.

IFRS 20.B43	 A timing difference arises if the period in which a performance incentive is included in regulated rates 
charged to customers differs from the period in which an entity’s performance occurs. 

	 For example, a timing difference arises if the incentive is added or deducted in determining the 
regulated rate for Year 2 but was based on the entity’s performance against targets in Year 1. 

	

Incentive added in 
determining regulated rate

Incentive forms part of total 
allowed compensation

Year 2Year 1
(performance period)

Timing difference
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Example 21 – Annual performance incentive 

IFRS 20.IE213–217 The regulatory agreement provides an annual performance incentive to Entity X. Under the 
agreement, X receives a fixed bonus of 10,000 if it meets the specified annual service level target 
related to the goods and services it supplies to customers in Year 1. If the service target is met, the 
fixed amount is added in determining the regulated rate for Year 3.

X determines that the bonus forms part of total allowed compensation for Year 1, as this is the annual 
period in which the performance subject to the service level target occurs.

X achieves the service level target for Year 1. Therefore, X earns the right to the bonus of 10,000 and it 
is included in total allowed compensation for Year 1.

X identifies that this creates a timing difference because the bonus will only be included in 
determining the regulated rate and IFRS 15 revenue for Year 3.

The timing difference of 10,000 will give rise to a regulatory asset if the recognition criteria are met. 

2.4.4.1	 Performance incentives that extend beyond the reporting period

IFRS 20.B45	 A performance incentive might relate to an entity’s performance over a period that extends beyond 
the reporting period; for example, when it relates to the construction of an item of property, plant and 
equipment. 

	 In such cases, at the reporting date, an entity assesses whether it has an enforceable present right or 
enforceable present obligation. This assessment focuses on whether the entity can add or deduct an 
amount that reflects performance to date in determining regulated rates to be charged in future periods.

IFRS 20.B46	 In assessing whether such an enforceable present right or obligation exists, an entity considers its 
rights and obligations if the regulator or another party were to terminate the regulatory agreement at 
the reporting date. This assumes termination for reasons other than the entity’s failure to perform as 
specified in the agreement. 

IFRS 20.B46	 An entity applies the guidance in IFRS 20 on enforceability (see Section 4.2) to assess whether, in those 
circumstances, it has an enforceable present right to receive – or an enforceable present obligation to 
pay – an amount reflecting performance to date. 

IFRS 20.B47	 If the entity concludes that it has such an enforceable present right or obligation, it estimates the 
total performance incentive and determines the portion that relates to the reporting period using a 
reasonable and supportable basis. 

IFRS 20.B47	 To estimate the amount of the performance incentive, an entity uses one of the two methods for 
estimating uncertain future cash flows included in IFRS 20 (see Section 5.2.3). 

	 The following table sets out the two methods available under IFRS 20.

Most likely amount 
method

Single most likely amount in range of possible outcomes

Expected value method Sum of probability-weighted amounts in a range of possible outcomes
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Is the proposed approach to performance incentives consistent with IFRS 15?

IFRS 15.53, 56–57 No. The approach is similar but not identical. 

The approach to estimating performance incentives is consistent with the way variable consideration 
is estimated under IFRS 15.

However, IFRS 20 does not include a mechanism similar to the constraint in IFRS 15. Under this 
constraint, an entity estimates variable consideration as described above, and restricts the amount of 
revenue recognised such that it is highly probable no significant reversal of revenue will occur when 
the underlying uncertainty is resolved. 

Because IFRS 20 does not include a constraint-style mechanism, the treatment of regulatory 
performance incentives may be less prudent than the treatment of performance incentives under 
IFRS 15.

Example 22 – Performance period extends beyond the reporting period 

IFRS 20.IE218–225 The regulatory agreement includes a performance incentive to Entity X for the construction of assets 
that it uses to supply goods and services. The performance incentive is an efficiency incentive that 
will result in a bonus or penalty. The incentive is calculated as 10% of the difference between total 
actual cost and target cost. The bonus or penalty amount will be added to or deducted from the 
regulated rate for the period after the project is completed.

The target construction cost is 55,000. 

At the end of Year 1, X estimates that it expects to exceed the target cost by 5,000, resulting in an 
estimated penalty of 500 (5,000 x 10%). 

By this point the project is 20% complete, so X determines that it is appropriate to allocate 20% of 
the estimated penalty of 500 to Year 1. 

The penalty gives rise to a timing difference of 100 (500 x 20%) because the amount forms part of X’s 
total allowed compensation for Year 1 but will only be included in the regulated rate once the project is 
completed. The timing difference of 100 will give rise to a regulatory liability if the recognition criteria 
are met – i.e. if X has an enforceable present obligation to deduct an amount reflecting performance 
to date.
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2.4.4.2	 Performance incentives that depend on more than one performance criterion

IFRS 20.B48	 In some cases, a performance incentive depends on more than one performance criterion that applies 
over periods with different end dates. Some amounts will remain conditional on future performance 
criteria after other amounts have become unconditional. In such cases, an entity assesses whether the 
amounts that remain conditional relate only to an entity’s performance in future periods. 

Example 23 – Performance incentive dependent on more than one performance 
criterion 

IFRS 20.B48 The regulatory agreement provides Entity Y with a bonus of 1,000 for reaching a specified 
construction milestone. However, the agreement also specifies that 400 of the bonus is conditional 
on the asset continuing to operate at a specified level of capacity for a period of five years. 

Y assesses that the bonus of 1,000 comprises two amounts: 

•	 an amount of 600 related to the construction milestone; and 

•	 an amount of 400 related to Y maintaining a specified level of capacity for five years.

Therefore, 600 forms part of total allowed compensation over the construction period, with the 
remainder forming part of total allowed compensation over the five-year operating period. 

2.4.4.3	 Performance incentives that affect the regulatory capital base

	 Performance incentives may be added to or deducted from the regulatory capital base or the incentive 
may be in the form of an adjustment to the regulatory return an entity earns on its regulatory capital 
base for the period.

	 Performance incentives added to or deducted from the regulatory capital base

IFRS 20.B50	 In some cases, a regulatory agreement specifies that a performance incentive related to an entity’s 
performance for a period is added to or deducted from the entity’s regulatory capital base. 

	 Timing differences related to performance incentives added to or deducted from an entity’s regulatory 
capital base can be recognised as a regulatory asset or liability only if the entity is able to track the 
amount added to or deducted from the regulatory depreciation for the performance incentive. That is, 
regulatory assets and regulatory liabilities can only be recognised if a direct relationship exists.

	 See Chapter 3 for a discussion of whether a direct relationship exists.

	 Performance incentives determined using a rate of return applied to the regulatory capital base

IFRS 20.B44	 When a performance incentive is determined using a rate of return (e.g. an additional 1 percent) applied 
to the regulatory capital base for a specified period, it is accounted for as a performance incentive, not 
as part of the regulatory return. Therefore, it forms part of total allowed compensation in the period 
performance occurs.
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2.4.5	 Timing differences related to allowed revenue 

IFRS 20.B55	 Allowed revenue is the total amount that an entity is entitled to charge customers through regulated 
rates in a specified period. A regulatory agreement typically:

•	 determines an entity’s allowed revenue for a period by considering different types of compensation 
or deductions, typically those described in Section 2.2; and

•	 determines the regulated rate for the period by dividing allowed revenue for a period by the 
estimated quantity of goods or services to be supplied to customers in that period. 

IFRS 20.B56, B57	 Timing differences related to allowed revenue can arise for the following reasons.

•	 Allowed revenue for a period includes amounts that form part of total allowed compensation for a 
different period (this is generally for amounts described in Section 2.2).

•	 The entity charges customers less or more than the allowed revenue for a period and the regulator 
adds under-recovered allowed revenue or deducts over-recovered allowed revenue in determining the 
regulated rates to be charged in future periods. For example, an entity supplies less or more goods or 
services than were estimated when the regulated rate was determined – i.e. a volume variance.

IFRS 20.B58	 A regulatory agreement might specify that compensation or a deduction for an under-recovered or 
over-recovered amount of allowed revenue for a period is added or deducted from the regulatory capital 
base. Such timing differences are subject to the direct relationship test (see Chapter 3).

Example 24 – Allowed revenue and quantity variances

IFRS 20.IE237–249 Entity X supplies goods and services to its customers. Under the regulatory agreement, X is entitled 
to recover the actual costs that it incurs in supplying those goods and services. For simplicity, this 
example ignores regulatory interest on regulatory balances.

Allowed revenue for Year 1 is determined to be 540 which is based on the following estimated costs:

•	 estimated variable costs of 400 (4.00 per unit); and

•	 estimated fixed input costs of 140.

The regulated rate for Year 1 is 5.40 which is determined by dividing allowed revenue for the period of 
540 by estimated quantity of units to be supplied in the period of 100.

In Year 1, X supplies only 90 units to customers and recognises revenue of 486 (5.40 x 90 units).

X also incurs the following actual variable and fixed input costs, which are higher than estimated, and 
are recognised as an expense under IFRS Accounting Standards.

Per unit Units Year 1 total

Variable input costs 5.00 90 450

Fixed input - - 150

Total input costs 600

Total allowed compensation for Year 1 is 600 because the regulatory agreement entitles X to receive 
compensation for actual costs incurred for the period. 

In determining the regulated rates for Year 2, the regulatory agreement entitles X to add or deduct:

•	 the amount of allowed revenue under- or over-recovered in Year 1; and 

•	 differences between the estimated and actual costs incurred in Year 1. 
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For Year 1, the entity under-recovers:

•	 allowed revenue by 54 (10 units x 5.4); 

•	 variable costs by 50 (450 - 400); and

•	 fixed costs by 10 (150 - 140).

X concludes that the rights arising from the differences in timing can be treated as a single unit 
of account because they will be added to the regulated rate in the same period and are subject to 
similar risks. X determines that it has an enforceable right to add the under-recovered amounts 
in determining the regulated rate for Year 2 and therefore recognises a regulatory asset of 
114 (54 + 50 + 10).

Because X assesses that it has an enforceable right to recover the 114 of unrecovered allowed 
compensation from Year 1, it recognises regulatory income and a corresponding regulatory asset in 
Year 1. When it recovers the amount in Year 2, it derecognises the regulatory asset and recognises a 
regulatory expense of 114.

Year 1 Year 2

IFRS 15 revenue 486   714(1)

Regulatory income/expense 114 (114)

Revenue 600 600

Input costs (600) (600)
1 �Calculated as the total allowed compensation for Year 2 (i.e. 600) plus the under-recovery of income in Year 1 
(i.e. 114). Under the regulatory agreement, this under-recovery is included in the total allowed compensation 
in Year 2.

2.4.6	 Timing differences related to income taxes 

IFRS 20.B23	 Income tax expense might be an allowable expense under an entity’s regulatory agreement. Similarly, 
income tax income might be chargeable income.

IFRS 20.B23–B24	 In some cases, the entity’s regulated rate for a period includes a different amount for income tax 
expense or income from the amount an entity recognises under IAS 12 Income Taxes. For example, 
a regulatory agreement or regulator may allow compensation for current tax expense but exclude 
deferred tax expense.

IFRS 20.B23	 In such circumstances, a timing difference arises if part or all of the compensation for the current and 
deferred tax expense or income recognised in the period is included in the regulated rates for a different 
period.

IFRS 20.B25	 IFRS 20 requires an entity to apply IAS 12 to account for differences between the carrying amount of a 
regulatory asset or regulatory liability and its tax base.

IFRS 20.B25	 This may result in the entity recognising a deferred tax liability or asset related to those regulatory 
balances. The recognition of a deferred tax liability or asset, and its related deferred tax expense or 
income in a period, may in turn give rise to recognition of another regulatory asset or regulatory liability, 
which in turn results in the recognition of further deferred tax. In such cases, the measurement of the 
regulatory asset or regulatory liability related to the deferred tax reflects this iterative process, and 
results in an amount that includes the compensation or deduction for its own tax effect. 
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Example 25 – Income taxes that affect regulated rates 

IFRS 20.IE180–191 Entity X’s regulatory agreement entitles it to compensation for income taxes for a period based on 
its current tax expense for that period. The tax law in X’s jurisdiction specifies that taxable profit for a 
period includes IFRS 15 revenue for the period. The tax rate is 40%.

In Year 1, X’s performance gives rise to a performance penalty of 60. X’s regulatory agreement makes 
a deduction for the penalty in determining the regulated rates charged for Year 2. X applies the income 
tax rate of 40% to the penalty, reflecting the reduction in its income tax payable when the penalty is 
deducted from the regulated rates charged (and IFRS 15 revenue) in Year 2.

Assume that the regulatory agreement does not specify a regulatory interest rate for a regulatory 
asset or regulatory liability that arises from performance incentives or compensation for income 
taxes.

X determines that the penalty reduces the total allowed compensation in Year 1. This results in a 
timing difference in Year 1, as the penalty will be deducted in determining the regulated rates charged 
for Year 2. X therefore recognises a regulatory liability and regulatory expense of 60 in Year 1. It then 
fulfils that liability and recognises the resulting regulatory income in Year 2.

Applying IAS 12, X determines that the regulatory liability has a tax base of zero, resulting in a 
deductible temporary difference. Therefore, X recognises a deferred tax asset on the regulatory 
liability and deferred tax income of 24 (60 x 40%) in Year 1. X determines that the deferred tax income 
it recognises in Year 1 reduces the total allowed compensation for that year under IFRS 20.

However, the deferred tax income will be deducted in determining the regulated rates only when 
the related current tax income is recognised and occurs in Year 2. Therefore, the deferred tax income 
gives rise to another regulatory liability of 24 arising from the tax effects of the regulatory liability 
related to the penalty. Applying IAS 12, this regulatory liability also results in a deductible temporary 
difference. This deductible temporary difference results in an additional amount of deferred tax asset 
and deferred tax income that in turn gives rise to an additional amount of regulatory liability.

In Year 1, X recognises a regulatory liability and regulatory expense of 40 (24/(1 − 40%)) arising from 
the tax effects of the regulatory liability related to the penalty. The amount of 40 is the grossed up 
amount that includes the deduction for the tax effects of the regulatory liability related to the deferred 
tax income, measured initially at 24. X also increases the carrying amount of the deferred tax asset by 
16 (40 x 40%) by applying IAS 12.

The regulator makes deductions of 100 when determining the regulated rates to be charged in Year 2.

Accordingly, the IFRS 15 revenue X recognises in Year 2 includes the following deductions:

•	 an amount of 60 for the penalty; and

•	 an amount of 40 (24 + 16) for the related tax effects.

X fulfils the regulatory liabilities related to the penalty and income taxes in Year 2. X also recognises 
the resulting regulatory income of 100. Applying IAS 12, X:

•	 recognises current tax income of 40 (100 x 40%) arising from the deductions from IFRS 15 
revenue; and

•	 derecognises the deferred tax asset, and recognises the resulting deferred tax expense, of 40.
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The regulatory liabilities related to the performance incentive and income taxes, together with the 
related tax effects, can be summarised as follows.

Regulatory liabilities

Penalty 
(A)

Tax effects 
(B)

Total

Amounts to be deducted from regulated rates in Year 2 60 40 100

Deferred tax asset related to the regulatory liabilities arising from:

Penalty [(A) x 40%] 24

Tax effects on the penalty [(B) x 40%] 16

Deferred tax asset 40

Assuming no other transactions take place during Years 1–2, the impact on X’s statement of financial 
performance is as follows.

Year 1 Year 2 Total

IFRS 15 revenue(1) - (100) (100)

Regulatory income (regulatory expense) (100) 100 -

Total revenue (100) - (100)

Income tax income (income tax expense)

•	 Current - 40 40

•	 Deferred 40 (40) -

Loss (60) - (60)

1 IFRS 15 revenue excludes amounts other than the penalty deducted from the regulated rates charged.
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3	 Evaluate whether a direct 
relationship exists (Step 3)  

	 Evaluating whether a direct relationship exists between an entity’s regulatory 
capital base and a related item is a key consideration in applying IFRS 20. 

3.1 	 Direct relationship test 
	 IFRS 20 includes the direct relationship test which address concerns that in some cases linking the 

regulatory capital base and regulatory depreciation to the related items may be too costly, judgemental 
or impractical. The test focuses on whether those amounts can be linked to the related items they are 
intended to compensate or make a deduction for, using reasonable and supportable information that is 
available without undue cost or effort. 

IFRS 20.29	 This is a critical step in applying IFRS 20 because, if no direct relationship exists, an entity is precluded 
from recognising regulatory assets and regulatory liabilities for timing differences related to the 
regulatory capital base.

IFRS 20.30	 An entity’s regulatory capital base has a direct relationship with related items if the entity is able to track 
how amounts arising from related items are compensated for or charged by regulatory depreciation.

IFRS 20.B61	 An entity may be able to demonstrate a direct relationship between some but not all related items and 
the regulatory capital base. In this case, an entity may recognise a regulatory asset or liability only for 
those timing differences related to items for which a direct relationship is demonstrated. 

	

Yes

No

Can an entity track how 
amounts arising from all related 

items(1) are included in 
regulatory depreciation?  

Direct relationship test

Timing differences arising from regulatory 
depreciation on all related items may give rise to 

regulatory assets and regulatory liabilities

1 A related item is an item that gives rise to amounts for which a regulatory agreement creates a right to compensation to be provided,
or an obligation for a deduction to be made, through regulatory depreciation.

Yes

No

Can an entity track how 
amounts arising from one or more 

related items(1) are included in 
regulatory depreciation?  

Timing differences arising from regulatory 
depreciation on those related items that can be 
tracked may give rise to regulatory assets and 

regulatory liabilities

No regulatory assets or regulatory liabilities 
recognised for timing differences arising from 
regulatory depreciation on those related items 

that cannot be tracked

No regulatory assets or regulatory liabilities
recognised for timing differences arising from

regulatory depreciation

IFRS 20.29, 30, B61



© 2026 KPMG IFRG Limited, a UK company, limited by guarantee. All rights reserved.

3 Evaluate whether a direct relationship exists (Step 3)   49
3.2 Evaluating whether a direct relationship exists   

	 For some regulatory schemes, compensation included in the regulated rate through regulatory 
depreciation can be readily linked to related items of expense recognised under IFRS Accounting 
Standards. For example, regulatory depreciation on the regulatory capital base might provide 
compensation for depreciation expense recognised under IAS 16.

	 However, for other regulatory schemes – particularly those involving incentives – it may be difficult 
to establish a clear link between the compensation included in the regulatory rate through regulatory 
depreciation and the related item of expense an entity recognises by applying IFRS Accounting 
Standards. For example, if the regulatory capital base differs substantially from property, plant or 
equipment recognised under IAS 16, then it may not be possible to establish a direct link between the 
regulatory capital base and the related items of property, plant and equipment compensated for by 
regulatory depreciation.

3.2	 Evaluating whether a direct relationship exists 
IFRS 20.29	 An entity recognises a regulatory asset or regulatory liability arising from regulatory depreciation of a 

regulatory capital base if, and only if, the regulatory capital base has a direct relationship with a related 
item or items.

IFRS 20.29	 A related item is an item that gives rise to amounts for which a regulatory agreement creates a right 
to compensation to be provided or an obligation for a deduction to be made, through regulatory 
depreciation.

IFRS 20.B60	 Examples of related items include:

•	 items recognised by an entity as depreciable or amortisable assets under IFRS Accounting 
Standards;

•	 other items of allowable expense or chargeable income added or deducted from the regulatory 
capital base; and

•	 performance incentives added to or deducted from the regulatory capital base.

IFRS 20.30	 An entity applies the direct relationship test by evaluating whether it is able to track how amounts 
arising from a related item are compensated or deducted for, by regulatory depreciation. Tracking is by 
amount and reporting period.

IFRS 20.B62	 In making the evaluation, an entity uses its judgement and considers all reasonable and supportable 
information that is available without undue cost or effort.

IFRS 20.B62	 As part of the evaluation, an entity considers the following.

	

Methodology for determining regulatory capital base

Methodology for determining regulatory depreciation

Whether and how regulator monitors that related items are recovered through regulatory depreciation
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	 To help an entity make the evaluation, IFRS 20 provides additional requirements and guidance for two 
types of related items.

	

Related items that are 
depreciable or amortisable assets

(see Section 3.2.1)

See examples below.

• Property, plant and equipment

• Intangible assets

• Right-of-use assets

Other related items
(see Section 3.2.2)

See examples below.

• Pension costs

• Income taxes

• Provisions 

• Gains or losses

• Performance incentives

Items related to the regulatory capital base

Can part of the regulatory capital base have a direct relationship with a related item?

IFRS 20.B61 Yes. An entity’s regulatory capital base may be made up of some parts that have a direct relationship 
with specific related items, while other parts might have no such relationship.

Is the meaning of ‘undue cost or effort’ defined? 

IFRS 20.B62 No. The term ‘undue cost or effort’ is used in other IFRS accounting standards but not defined. These 
words suggest that entities do not need to make an excessive effort to perform their assessment. 
However, they should not be interpreted as providing a ‘free pass’ for entities when carrying out the 
assessment.

Some IFRS accounting standards, such as IFRS 9 and IFRS 17, already use the concept of undue cost 
or effort. For example, both of these accounting standards require entities to use reasonable and 
supportable information that is available without undue cost or effort. Determining what constitutes 
undue cost or effort requires consideration of the relevant facts and circumstances specific to the 
entity and the relevant item.

Are the indicators of there being a direct or no direct relationship exhaustive?

IFRS 20.B63 No. The indicators included in IFRS 20 are not an exhaustive list. IFRS 20 notes that an entity might 
give more weight to some indicators than others in determining whether there is a direct relationship.
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3.2.1	 Determining the relationship between the regulatory capital base and related 
items that are depreciable or amortisable assets

IFRS 20.B64	 A depreciable or amortisable asset is an asset that is depreciable or amortisable under IFRS Accounting 
Standards – e.g. IAS 16, IAS 38 or IFRS 16 Leases. 

IFRS 20.B65	 To demonstrate a direct relationship, an entity needs to be able to track how amounts are compensated 
or deducted for by regulatory depreciation. Tracking is by amount and reporting period.

IFRS 20.B65	 An entity makes the assessment at the smallest aggregation of assets at which it can track how 
amounts are compensated or deducted for by regulatory depreciation, with the upper limit being an 
IFRS asset class. An IFRS asset class is a group of assets as described in paragraph 37 of IAS 16, 
paragraph 119 of IAS 38 or paragraph 8 of IFRS 16. 

IFRS 20.B66	 An entity determines individual timing differences for each aggregation of assets with which the 
regulatory capital base has a direct relationship. 

IFRS 20.B62	 In making the assessment, an entity uses its judgement and considers all reasonable and 
supportable information that is available without undue cost or effort. This includes both the general 
considerations set out in Section 3.2 above and the specific indicators noted below.

	 To assist entities with the assessment, IFRS 20 includes both indicators of a direct relationship and 
indicators of no direct relationship.

IFRS 20.B67–B68 Direct relationship No direct relationship

•	 The assets or asset classes in an entity’s 
regulatory capital base are sufficiently similar 
to the depreciable or amortisable assets 
or asset classes under IFRS Accounting 
Standards.

•	 This enables the entity to track any differences 
between them.

•	 The regulator determines the regulatory capital 
base using information that differs significantly 
from information about the entity’s depreciable 
or amortisable assets under IFRS Accounting 
Standards.

•	 The regulator determines an amount 
of regulatory depreciation to provide 
compensation for depreciation or amortisation 
expense under IFRS Accounting Standards.

•	 Regulatory depreciation is determined by 
considering factors unrelated to the entity’s 
depreciation and/or amortisation under 
IFRS Accounting Standards.

IFRS 20.B63	 As a practical expedient, when neither of the direct relationship indicators are present, an entity 
is permitted to presume there is no direct relationship between its regulatory capital base and its 
depreciable or amortisable assets.

IFRS 20.29, B59	 In some cases, a regulatory agreement provides compensation for amounts that will arise from 
depreciable or amortisable assets separately from regulatory depreciation. Such compensation reduces 
the regulatory depreciation that would otherwise be provided. If such separate compensation does 
not relate specifically to capitalised borrowing costs and is provided when the asset is not available for 
use, then any regulatory liability arising from the compensation is treated as arising from regulatory 
depreciation of an entity’s regulatory capital base. Therefore, the regulatory liability can only be 
recognised if a direct relationship exists between the regulatory capital base and the related depreciable 
or amortisable assets.
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Is the meaning of ‘sufficiently similar’ defined? 

IFRS 20.B67(a) No. IFRS 20 provides no specific guidance on how to determine if the assets or asset classes in an 
entity’s regulatory capital base are sufficiently similar to the depreciable or amortisable assets or 
asset classes under IFRS Accounting Standards. Therefore, judgement will be required in assessing 
whether this indicator of a direct relationship is met. 

Example 26 – Direct relationship between regulatory capital base and depreciable 
assets

IFRS 20.IE6–14 Entity X’s regulatory agreement entitles it to receive regulatory depreciation as compensation related 
to its regulatory capital base.

The regulator determines the regulatory capital base and regulatory depreciation to enable X to 
recover its depreciable assets recognised under IFRS Accounting Standards.

In doing so, the regulator determines the regulatory capital base by reference to the property, plant 
and equipment that X recognises under IAS 16, and determines regulatory depreciation using the 
IAS 16 depreciation expense. It also makes lump-sum adjustments for deemed inefficiencies in X’s 
overall investment in property, plant and equipment. 

In determining the relationship between its regulatory capital base and its depreciable assets, 
X observes that its regulatory capital base and its property, plant and equipment are substantially 
similar, noting that:

•	 most of the items and classes in the regulatory capital base related to property, plant and 
equipment are the same as the items and classes of property, plant and equipment under IAS 16; 

•	 both the items in the regulatory capital base related to property, plant and equipment and the 
items of property, plant and equipment under IAS 16 are measured using the same basis;

•	 most of the items in the regulatory capital base related to property, plant and equipment have 
regulatory recovery periods that are the same as the useful lives used for them in calculating the 
depreciation expense under IAS 16; and

•	 it is able to allocate and track the lump-sum adjustments made to the regulatory capital base by 
asset class on a reasonable and supportable basis.

Based on the facts and circumstances described above, X determines that for each asset class it is 
able to track, by amount and reporting period, how regulatory depreciation provides compensation for 
depreciation expense. 

Therefore, X concludes that its regulatory capital base has a direct relationship with its property, plant 
and equipment.
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3.2 Evaluating whether a direct relationship exists   

Example 27 – No direct relationship – Total expenditure approach

IFRS 20.IE48–56 Entity E’s regulatory agreement entitles it to allowed revenue, which includes regulatory depreciation 
of its regulatory capital base.

In determining this amount, the regulator uses a ‘total expenditure approach’ that considers E’s 
total expenditure – i.e. operating and capital expenditures – for a regulatory period. It then applies 
a capitalisation rate to the total expenditure to determine the amount to be added to E’s regulatory 
capital base in that period. The remaining balance of the total expenditure is included in the regulated 
rates charged for the same period. 

Total expenditure is determined by the regulator considering targeted efficiency rather than actual 
amounts. Capital expenditure amounts are also determined on a basis different from those amounts 
E recognises as depreciable and amortisable assets under IFRS Accounting Standards. 

In assessing the relationship between its regulatory capital base and its depreciable and amortisable 
assets recognised under IFRS Accounting Standards, E notes that the regulator determines the 
following.

•	 The capitalisation rate with the aim of accelerating or deferring funding for E by considering factors 
in addition to the ratio of capital expenditure to total expenditure. The rate may change from one 
period to the next.

•	 The regulatory capital base without using information about E’s depreciable and amortisable 
assets recognised under IFRS Accounting Standards. The regulatory capital base is a rolling 
balance that cannot be segregated and includes capital and operating expenditures as well as 
other items such as incentives and inflation adjustments.

•	 Regulatory depreciation as a single rate for the whole regulatory capital base. The recovery period 
differs significantly from the useful lives of depreciable and amortisable assets recognised under 
IFRS Accounting Standards. The rate is also subject to change between regulatory periods.

In addition, the regulator does not monitor how regulatory depreciation provides compensation for 
depreciation or amortisation expense recognised under IFRS Accounting Standards.

Based on these facts and circumstances, E determines that it is unable to track, by amount 
and reporting period, how regulatory depreciation provides compensation for depreciation and 
amortisation expense for any IFRS asset class recognised under IFRS Accounting Standards.

Therefore, E concludes that its regulatory capital base does not have a direct relationship with its 
depreciable and amortisable assets.
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3.2.2	 Determining the relationship between the regulatory capital base and other 
related items

IFRS 20.30	 For a direct relationship to exist between an item that is unrelated to a depreciable or amortisable 
asset and the regulatory capital base, an entity needs to demonstrate the ability to track how amounts 
arising from the related item are compensated or deducted for by regulatory depreciation. Tracking is by 
amount and reporting period.

IFRS 20.B62	 In making the assessment, an entity uses its judgement and considers all reasonable and supportable 
information that is available without undue cost or effort. This includes both the general considerations 
set out in Section 3.2 above and the specific indicators noted below.

IFRS 20.B61	 An entity may identify a direct relationship for some but not all related items. In this case, the entity 
only recognises a regulatory asset or regulatory liability for timing differences related to items for which 
a direct relationship is demonstrated. 

	 To help with the evaluation, IFRS 20 includes the following indicators.

IFRS 20.B69, B70 Direct relationship No direct relationship

•	 There is a direct relationship for depreciable 
and amortisable assets included in the 
regulatory capital base.

•	 The entity is unable, using a reasonable and 
supportable basis, to allocate to related items 
adjustments to the regulatory capital base or 
regulatory depreciation. 

	 For example, regulatory depreciation is 
determined for the regulatory capital base as a 
whole. 

•	 The regulator monitors compensation or 
deductions provided through regulatory 
depreciation for an item(s) separately from the 
rest of the regulatory capital base.

	 For example, provisions included in the 
regulatory capital base are separately 
monitored and tracked.

Is there a practical expedient for other related items?

No. There is no practical expedient available when evaluating whether a direct relationship exists 
between a related item unrelated to depreciable or amortisable assets and the regulatory capital 
base.



© 2026 KPMG IFRG Limited, a UK company, limited by guarantee. All rights reserved.

3 Evaluate whether a direct relationship exists (Step 3)   55
3.3 Reassessing whether a direct relationship exists   

3.3	 Reassessing whether a direct relationship exists
IFRS 20.B71	 An entity is required to reassess whether its regulatory capital base has a direct relationship with a 

related item or items if:

•	 facts or circumstances change or new information becomes available – e.g. there is a change in the 
regulatory agreement; and 

•	 that change or new information might alter that relationship.

	 A change in relationship may arise for part or all of the regulatory capital base. 

IFRS 20.B72	 When an entity determines that the relationship between its regulatory capital base and a related item 
or items has:

•	 ceased to be a direct relationship – an entity derecognises any affected regulatory assets and 
regulatory liabilities, and recognises any related regulatory expense or income; or

•	 started to be a direct relationship – an entity recognises the related regulatory assets and regulatory 
liabilities and any resulting regulatory income or expense.

Example 28 – Reassessment of direct relationship following changes in terms of 
regulatory agreement

IFRS 20.IE57–66 Entity F’s regulatory agreement entitles it to allowed revenue that includes regulatory depreciation 
of its regulatory capital base. F has previously determined that its regulatory capital base has a direct 
relationship with its property, plant and equipment.

In the current period, the regulator changes the terms of the regulatory agreement. The changes 
relate to the methodology used to determine the regulatory capital base, including its component 
classes and recovery period. Only those items added to the regulatory capital base after the change 
to the regulatory agreement are affected.

As a result, F will be unable to track differences between the new items in the regulatory capital base 
related to property, plant and equipment and the new items of property, plant and equipment by 
asset class under IAS 16.

After the change to the regulatory agreement takes effect, F’s regulatory capital base effectively 
consists of two bases: 

•	 an old base that includes the items in the regulatory capital base immediately before the changes, 
to which the regulator applies the old methodology in determining regulatory depreciation; and 

•	 a new base that includes the items added subsequently, to which the regulator applies the new 
methodology in determining the related regulatory depreciation.

Because the regulator applies different methodologies to each base, F considers each separately. 
In doing so, it determines that the changes in the terms of the regulatory agreement do not modify 
the direct relationship between the old base and the old items of property, plant and equipment. It 
also determines that there are substantial differences between the new base and the new items of 
property, plant and equipment, and that it is unable to track those differences by asset class.

Therefore, F concludes that the old base has a direct relationship with the old items of property, plant 
and equipment and the new base does not have a direct relationship with the new items of property, 
plant and equipment.
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4	 Determine regulatory assets 
and regulatory liabilities to 
recognise (Step 4) 

	 The enforceability of an entity’s right to add, or obligation to deduct, amounts in 
determining future regulated rates underpins IFRS 20’s recognition requirements. 

4.1	 Regulatory assets and regulatory liabilities
IFRS 20.26	 Having determined total allowed compensation and analysed timing differences under Chapter 2, 

an entity now determines which of those timing differences to recognise as regulatory assets and 
regulatory liabilities.

	 Timing differences may relate to the recognition of new regulatory assets and regulatory liabilities or 
movements in previously recognised regulatory assets and regulatory liabilities. 

	 An entity recognises all:

•	 regulatory assets and regulatory liabilities that exist at the reporting date, subject to limited 
exceptions (see Section 4.4 for exceptions); and

•	 regulatory income and expense arising during the reporting period (see Section 4.5).

	 A regulatory asset or regulatory liability exists when it arises from a timing difference that represents 
an enforceable present right or obligation to add or deduct an amount in determining future regulated 
rates. IFRS 20 provides guidance on assessing enforceability and the existence of rights and obligations 
arising from the regulatory agreement (see Sections 4.2 and 4.3).

	 An entity generally accounts for the enforceable right or obligation arising from each individual 
timing difference under the regulatory agreement as a separate unit of account. However, in some 
circumstances, it may treat rights and obligations arising from the same regulatory agreement as a 
single unit of account. See Section 4.1.3 for further discussion.
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4.1 Regulatory assets and regulatory liabilities   

	 Typically, for a rate-regulated entity: 

•	 regulatory assets and regulatory income arise when IFRS 15 revenue for the period is lower than the 
amount it is entitled to charge under the regulatory agreement in the period (i.e. an under-recovery of 
total allowed compensation); and

•	 regulatory liabilities and regulatory expense arise when IFRS 15 revenue for the period is higher than 
the amount it is entitled to charge under the regulatory agreement in the period (i.e. an over-recovery 
of total allowed compensation).

	

Total allowed 
compensation

Regulatory 
expense/ 
liability

Regulatory 
income/ 

asset

Over-recoveryUnder-recovery

IFRS 15 revenue IFRS 15 revenue

4.1.1	 Regulatory assets

	 Regulatory assets exist if an entity has an enforceable present right to add an amount in determining a 
regulated rate to be charged to customers in future periods.

	 A regulatory asset represents the enforceable present right created by a regulatory agreement, 
reflecting that part or all of the total allowed compensation (see Chapter 2) for regulatory goods or 
services already supplied will be included in the regulatory rate and recognised as IFRS 15 revenue in 
the future. 

IFRS 20.B5	 The enforceability of a right created by a regulatory agreement is a matter of law. The enforceability of 
a right to add an amount in determining future regulated rates will often be clear from the regulatory 
agreement itself. However, in some circumstances, entities will need to exercise judgement to 
determine whether an enforceable present right exists in the context of the applicable legal and 
regulatory framework. IFRS 20 provides guidance on assessing enforceability; see Section 4.2. 

	 If there is uncertainty about whether a regulatory asset exists, then an entity only recognises the 
regulatory asset when it is more likely than not to exist. See Section 4.3 for further discussion.

	 When an entity recognises a regulatory asset, it also recognises regulatory income. This reflects that 
part or all of the total allowed compensation will be recognised as IFRS 15 revenue in future periods.

	 An entity derecognises part or all of a regulatory asset when part or all of the amount recognised 
ceases to meet the definition, or the recognition criteria, of a regulatory asset. When an entity 
derecognises part or all of a regulatory asset, it records regulatory expense. See Section 4.6 for further 
discussion.

IFRS 20.6, 8–9, 
Appendix A

IFRS 20.6, 8–9, 
Appendix A
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Example 29 – Regulatory asset

Entity X is bound by a regulatory agreement that permits the regulated rate to include any variances 
between estimated and actual input costs incurred in the rates charged to customers in the next year. 

X incurs actual input costs of 3,000 during Year 1 but is compensated only for its estimated input 
costs of 2,200 as part of the rates charged to customers in Year 1. 

In Year 1, X has an enforceable present right to add 800 to the rates that it will charge customers in 
Year 2. This is because part of the total allowed compensation (800 out of 3,000) for goods or services 
already supplied will be included in IFRS 15 revenue in Year 2. 

Applying IFRS 20’s requirements, X recognises the following in Year 1.

To recognise the regulatory asset Debit Credit

Regulatory asset 800

Regulatory income 800

4.1.2	 Regulatory liabilities

	 Regulatory liabilities exist if an entity has an enforceable present obligation to deduct an amount in 
determining a regulated rate to be charged to customers in future periods.

	 A regulatory liability depicts the enforceable present obligation created by a regulatory agreement, 
reflecting that part or all of the total allowed compensation (see Chapter 2) for regulatory goods or 
services to be supplied in the future has already been included in the regulatory rate and recognised as 
IFRS 15 revenue. 

IFRS 20.B5	 The enforceability of an obligation created by a regulatory agreement is a matter of law. The 
enforceability of an obligation to deduct an amount in determining future regulated rates will often be 
obvious from the regulatory agreement itself. However, in some circumstances, entities will need to 
exercise judgement to determine whether an enforceable present obligation exists in the context of 
the applicable legal and regulatory framework. IFRS 20 provides guidance on assessing enforceability; 
see Section 4.2. 

	 If there is uncertainty about whether a regulatory liability exists, then an entity only recognises the 
regulatory liability when it is more likely than not to exist. See Section 4.3 for further discussion.

	 When an entity recognises a regulatory liability, it also recognises a regulatory expense. This reflects the 
fact that part or all of the total allowed compensation to be supplied in future periods has already been 
included in IFRS 15 revenue.

	 An entity derecognises part or all of a regulatory liability when part or all of the amount recognised 
ceases to meet the definition, or the recognition criteria, of a regulatory liability. When an entity 
derecognises part or all of a regulatory liability, it records regulatory income. See Section 4.6 for further 
discussion.

IFRS 20.7–9, 
Appendix A

IFRS 20.7–9, 
Appendix A
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4.1 Regulatory assets and regulatory liabilities   

Example 30 – Regulatory liability

Modifying Example 29, Entity X incurs actual input costs of 1,500 in Year 1 but is compensated for 
higher estimated input costs (submitted to the regulator) of 2,200 in the rates charged to customers 
in Year 1. 

In Year 1, X has an enforceable present obligation to deduct 700 from the rates that it will charge 
customers in Year 2. This is because the revenue recognised in Year 1 includes part of the total 
allowed compensation (i.e. 700) for goods or services to be supplied in Year 2. 

Applying IFRS 20’s requirements, X recognises the following in Year 1.

To recognise the regulatory liability Debit Credit

Regulatory expense 700

Regulatory liability 700

4.1.3	 Unit of account

	 An entity accounts for the enforceable right or obligation arising from each individual timing 
difference under the regulatory agreement as a separate unit of account. However, it may treat rights 
and obligations arising from the same regulatory agreement as a single unit of account in some 
circumstances. 

	 An entity is permitted to group rights, obligations, or rights and obligations into a single unit of account 
if all items in the group:

•	 are created by the same regulatory agreement; 

•	 have similar expiry patterns; and

•	 are subject to similar risks.

Example 31 – Single unit of account 

Entity Z supplies regulatory goods or services to its customers. Under the regulatory agreement, 
Z’s regulator determines the regulated rate for Year 1 based on: 

•	 estimated input costs; and 

•	 estimated quantity of units to be supplied to customers. 

In determining the regulated rate to be charged to customers in Year 2, the regulatory agreement 
gives Z the right to add or the obligation to deduct amounts arising from differences between: 

•	 estimated and actual input costs incurred in the period; and 

•	 estimated and actual units supplied to customers in the period – i.e. volume variances.

Z has two distinct rights from the timing differences created by the above.

Z concludes that the rights arising from these timing differences are created by the same regulatory 
agreement, have a similar expiry pattern and are subject to similar risks. Accordingly, Z can treat them 
as a single unit of account.

IFRS 20.24,  
BC113–BC116
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4.2	 Assessing enforceability
IFRS 20.8, B3	 An entity determines whether a regulatory asset or regulatory liability exists by assessing whether it 

has an enforceable present right to add, or an enforceable present obligation to deduct, an amount in 
determining a regulated rate to be charged to customers in future periods.

IFRS 20.B4	 Assessing whether a present right or obligation is enforceable depends on the:

•	 legal and regulatory frameworks within which an entity operates (see Section 4.2.1); and

•	 facts and circumstances relating to a specific timing difference (see Section 4.2.2).

IFRS 20.B4	 An entity may need to exercise judgement to make this assessment, particularly when the 
regulatory agreement does not explicitly cover a specific type of timing difference. In exercising 
such judgement, an entity considers all reasonable and supportable information that is available 
without undue cost or effort.

IFRS 20.B7	 In making the assessment, an entity considers the overall balance of the evidence. For example, the 
presence of an individual fact or circumstance (see the table in Section 4.2.2) may not be enough for an 
entity to determine whether a regulatory asset or regulatory liability exists. 

IFRS 20.B7	 The weight given to each fact or circumstance may also depend on the legal and regulatory framework 
within which the entity operates and the effectiveness of any enforcement processes.

4.2.1	 The legal and regulatory framework within which an entity operates

IFRS 20.B5	 The enforceability of a right or obligation created by a regulatory agreement is a matter of law. Entities 
therefore assess whether enforceable present rights or enforceable present obligations exist in the 
context of the applicable legal and regulatory framework.

	 Sources of evidence about the existence of enforceable rights or obligations include:

•	 regulatory decisions; 

•	 court rulings;

•	 applicable laws or legal precedents that could supplement or override the terms of the regulatory 
agreement; and

•	 other factors (these may vary according to jurisdiction).

4.2.2	 Facts and circumstances relating to a specific timing difference

	 Facts and circumstances that might provide evidence of the existence of an enforceable present right 
or obligation in relation to a specific difference in timing include the following.

IFRS 20.B6 Example considerations for assessing existence of an enforceable present right or obligation 

The regulatory 
agreement

•	 Explicit requirements or guidance set out in the agreement

Actions of the 
regulator

•	 Confirmation from the regulator of specific amounts to be added to or 
deducted from future regulated rates 

•	 Preliminary views expressed by a regulator 

•	 A direct precedent – e.g. an entity’s experience with the regulator’s 
interpretation of the regulatory agreement in similar circumstances
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4.2 Assessing enforceability   

IFRS 20.B6 Example considerations for assessing existence of an enforceable present right or obligation 

Actions of the 
entity

•	 Evidence that allowable expenses have been incurred

•	 Evidence that performance criteria leading to a performance incentive bonus 
or penalty have or have not been met

Third parties •	 Advice from qualified and experienced legal or other advisers 

•	 The experience of other entities regulated by the same regulator 

•	 The decisions of other regulators in similar circumstances 

Legal bodies •	 Court rulings interpreting the regulatory agreement

•	 Court rulings in similar circumstances in the same jurisdiction

Is an entity required to undertake an exhaustive search for evidence to support 
enforceability?

IFRS 20.BC35 No. The IASB decided that it would be unnecessarily onerous to require an exhaustive search for 
evidence to support the enforceability of a present right or present obligation. 

Instead, IFRS 20 requires an entity in making the assessment to consider all reasonable and supportable 
information that is available without undue cost or effort, and the overall balance of the evidence.

Does the enforceability assessment depend on the certainty of the existence of the 
present right or present obligation? 

IFRS 20.BC126 No. The IASB observed that assessing the enforceability of a right or obligation is not dependent on 
the certainty of its existence. 

For example, in determining future regulated rates an entity may not yet have received confirmation 
from the regulator about an amount to be recovered – i.e. existence of the right is uncertain. However, 
it might have enough evidence from other sources to conclude that if the right exists, then it is 
enforceable. 
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4.3	 Uncertainty over existence
	 If there is uncertainty about whether a regulatory asset or regulatory liability exists, then an entity 

assesses whether the asset or liability is more likely than not to exist. 

	 An entity recognises a regulatory asset or regulatory liability if it is more likely than not to exist, except 
where recognition is constrained (see Section 4.4).

	

Is the right or obligation more likely than not to exist?

Yes

Recognise regulatory 
asset or liability(1)

Do not recognise 
regulatory asset 

or liability

No

1 To the extent recognition is not constrained.

IFRS 20.28, BC125	 Uncertainty about the existence of a regulatory asset or liability might arise from uncertainty about:

•	 the existence of a present right or present obligation;

•	 the enforceability of the present right or present obligation; or

•	 the existence and enforceability of the present right or present obligation.

	 An entity considers both types of uncertainty – existence and enforceability – and makes a combined 
assessment of whether it is more likely than not that an enforceable present right or present obligation 
exists. 

Is uncertainty related to timing or amount considered when assessing whether a 
regulatory asset or regulatory liability exists?

IFRS 20.BC123 No. Uncertainty related to timing or amount is not considered when assessing whether a regulatory 
asset or regulatory liability exists. Instead, these uncertainties are considered when measuring a 
regulatory asset or liability.

Does the same recognition threshold apply to regulatory assets and regulatory 
liabilities?

IFRS 20.BC122 Yes. The ‘more likely than not’ recognition threshold is applied equally to both regulatory assets and 
regulatory liabilities. 

The IASB observed that the degree of existence uncertainty for regulatory assets is similar to that for 
regulatory liabilities. It also noted that, in some cases, timing differences can frequently change, giving 
rise to regulatory assets in some periods and regulatory liabilities in other periods. 

IFRS 20.27,  
BC120–BC121
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4.4 Constraints on recognition   

Does an entity recognise regulatory assets or regulatory liabilities when there is 
significant measurement uncertainty?

IFRS 20. 
BC127–BC129, 
Conceptual Framework 
5.20

Yes. The Conceptual Framework for Financial Reporting states that significant measurement uncertainty 
might affect whether recognising an asset or a liability faithfully represents that asset or liability and any 
resulting income, expenses or changes in equity. 

However, only in limited circumstances would an entity not recognise an asset or a liability (i.e. when 
no relevant measures are available (or can be obtained) that would provide useful information about the 
asset or liability).

The IASB concluded that the degree of measurement uncertainty associated with regulatory assets or 
regulatory liabilities is unlikely to be so high that no relevant measure would provide a sufficiently faithful 
representation of the regulatory asset or regulatory liability. 

Therefore, except for the circumstances when a constraint on recognition applies (see Section 4.4), an 
entity is required to recognise all regulatory assets or regulatory liabilities if they are more likely than not 
to exist, regardless of the level of measurement uncertainty. 

4.4	 Constraints on recognition 
IFRS 20.29–31, BC117	 An entity is prohibited from recognising regulatory assets or regulatory liabilities when:

•	 the regulatory capital base does not have a direct relationship with the related item; and/or

•	 the compensation for allowable expenses is determined based on benchmark estimates using 
unobservable inputs (temporary constraint). 

	 Regulatory capital base does not have a direct relationship with a related item

	 When an entity’s regulatory capital base does not have a direct relationship with a related item or items, 
it is prohibited from recognising regulatory assets or regulatory liabilities for any timing differences 
arising in respect of that item or items (see Chapter 3).

	 Compensation for allowable expenses is determined based on benchmark estimates using 
unobservable inputs

	 A regulatory agreement might determine the compensation for an allowable expense for a period based 
on a benchmark (e.g. the expenses of an entity’s peer group). The benchmark may be determined using 
inputs that cannot be observed.

	 An entity is prohibited from recognising regulatory assets or regulatory liabilities in these circumstances 
until the regulator determines the compensation based on the actual benchmark.

IFRS 20. 29–30, 
BC130, BC135, 
BC149 

IFRS 20.31,  
BC162–BC164



64 | Regulatory assets and regulatory liabilities – IFRS 20

© 2026 KPMG IFRG Limited, a UK company, limited by guarantee. All rights reserved.

4.5	 Movements in regulatory assets and regulatory liabilities 
IFRS 20.10, 62	 Movements in regulatory assets and regulatory liabilities during the period are classified as revenue and 

presented within a separate line item in the statement of profit or loss.

IFRS 20.73	 Regulatory income and regulatory expense arise from:

•	 the origination of regulatory assets or regulatory liabilities;

•	 the recovery of regulatory assets (expense);

•	 the fulfilment of regulatory liabilities (income);

•	 regulatory interest income on regulatory assets and regulatory interest expense on regulatory 
liabilities;

•	 remeasurements of regulatory assets or regulatory liabilities; and

•	 changes in the carrying amount of regulatory assets or regulatory liabilities arising from changes in 
the boundary of the regulatory agreement (see Section 5.2.1).

4.6	 Derecognition
IFRS 20.32–33	 An entity derecognises part or all of a regulatory asset or regulatory liability when part or all of the 

amount recognised ceases to meet: 

•	 the definition of a regulatory asset or regulatory liability (see Section 4.6.1); or

•	 the recognition criteria of a regulatory asset or regulatory liability (see Section 4.6.2).

4.6.1 	 Ceases to meet the definition of a regulatory asset or regulatory liability

	 The following are examples of when an amount ceases to meet the definition of a regulatory asset or 
regulatory liability.

Example Description

When an entity:

•	 recovers part or all of a regulatory asset 
(i.e. amount is added in determining the 
regulated rate); or 

•	 fulfils part or all of a regulatory liability 
(i.e. amount is deducted in determining the 
regulated rate).

In this case, derecognition occurs when an entity 
updates the estimated future cash flows for the 
regulatory asset or liability at the reporting date.

This will be the most common way for an entity to 
derecognise a regulatory asset or liability.

When part or all of the regulatory asset or liability 
is settled or waived by a regulator or another 
party.

In this case, an entity:

•	 recognises an asset or liability if required by 
another IFRS accounting standard (e.g. a 
financial asset or financial liability applying 
IFRS 9 Financial Instruments); and 

•	 recognises the difference between the amount 
derecognised and any new asset or liability 
recognised applying another IFRS accounting 
standard in the statement of profit or loss. 

IFRS 20.32, 53(a), 
BC165
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4.6 Derecognition   

4.6.2	 Ceases to meet the recognition criteria of a regulatory asset or regulatory 
liability

IFRS 20.33, 27, 29	 An entity derecognises the part or all of the regulatory asset or regulatory liability that ceases to meet 
the recognition criteria in cases where:

•	 the regulatory asset or regulatory liability ceases to meet the ‘more likely than not to exist’ criteria 
(see Section 4.3); or 

•	 the regulatory capital base ceases to have a direct relationship with the related items 
(see Section 3.3).

	 In these cases, an entity derecognises the part of the regulatory asset or regulatory liability that 
ceases to meet the recognition criteria and recognises any related regulatory expense or regulatory 
income in the statement of profit or loss. 

Does IFRS 20 provide specific guidance on derecognition of regulatory assets arising 
from a securitisation transaction?

IFRS 20.BC167,  
IAS 8.10

No. The IASB decided not to include derecognition guidance for securitisation transactions. This is 
because any such guidance would be complex and the securitisation of regulatory assets is uncommon 
in most jurisdictions. Consequently, an entity is required to use its judgement in developing and applying 
an accounting policy for such transactions.
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5	 Measure regulatory assets 
and regulatory liabilities 
(Step 5)

	 Regulatory assets and regulatory liabilities are measured using estimated future 
cash flows, discounted at the regulatory interest rate with limited exceptions.

5.1	 Measurement approach
IFRS 20.34	 When measuring regulatory assets or regulatory liabilities, an entity uses a cash flow-based 

measurement technique that: 

•	 includes an up-to-date estimate of all future cash flows arising from a regulatory asset or regulatory 
liability (see Section 5.2); and

•	 discounts those estimated future cash flows using the regulatory interest rate (see Section 5.3).

	 However, there is an exception to this overall approach, which is discussed in Section 5.5.

	

Regulatory assets or regulatory liabilities are measured using a 
cash flow-based measurement technique

Include up-to-date estimate of 
all future cash flows

Discount the cash flows 
using the regulatory rate

%

5.2	 Estimating future cash flows
IFRS 20.35, BC172	 The measurement of a regulatory asset or regulatory liability reflects all estimated future cash 

flows arising from the regulatory asset or regulatory liability that are within the boundary of the 
regulatory agreement, and only those cash flows.

IFRS 20.37, BC175	 In estimating those cash flows, an entity considers all reasonable and supportable information that is 
available without undue cost or effort, including information about:

•	 past events and conditions existing at the reporting date; and

•	 current expectations about variables that might affect estimates of future cash flows other than 
future changes in the regulatory agreement or in law or regulation.
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5.2 Estimating future cash flows   

IFRS 20.37, BC175 Variable Description

Market variable •	 Variable that can be observed in, or derived directly from 
markets – e.g. interest rates.

•	 An entity uses assumptions about future market variables that 
are consistent with observable market prices at the reporting 
date. 

Non-market variable •	 All other variables other than market variables – e.g. useful lives 
of depreciable assets.

•	 An entity uses its expectations at the reporting date about future 
non-market variables, other than future changes in the regulatory 
agreement or in law or regulation.

IFRS 20.38, BC172	 Cash flows arising from a regulatory asset or regulatory liability include cash flows from regulatory 
interest. 

IFRS 20.44	 If regulated rates are denominated in a foreign currency, then an entity accounts for any related 
regulatory assets or regulatory liabilities as monetary items under IAS 21 The Effects of Changes in 
Foreign Exchange Rates.

5.2.1	 The boundary of a regulatory agreement

	 The cash flows included in the measurement of regulatory assets or regulatory liabilities are those 
within the boundary of the regulatory agreement. 

	 Cash flows within the boundary of the agreement comprise cash flows from:

	

regulated rates to be 
charged to customers

compensation on 
termination of a 

regulatory agreement
+

Why is the boundary of the regulatory agreement important?

IFRS 20.BC172, BC177 The boundary of the regulatory agreement is important because only cash flows within the boundary are 
reflected in the measurement of a regulatory asset or regulatory liability. 

This means that potential cash flows that arise outside the boundary of the regulatory agreement do not 
give rise to regulatory assets or regulatory liabilities.

	 Cash flows from regulated rates to be charged to customers

 	 Cash flows from regulated rates to be charged to customers are within the boundary of a regulatory 
agreement if an entity has:

•	 an enforceable present right or enforceable present obligation to supply regulatory goods or services; 
and

•	 an enforceable present right to recover a regulatory asset or an enforceable present obligation to 
fulfil a regulatory liability through regulated rates to be charged to customers.

	 Rights to renew or terminate a regulatory agreement (whether explicit or implicit) are considered in 
determining an entity’s enforceable present right or enforceable present obligation to supply regulatory 
goods or services in the future. 

IFRS 20.35, B73, 
BC176, BC178

IFRS 20.35, B74, 
BC179

IFRS 20.B75–B76, 
BC182
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	 For example, when an entity has an enforceable present right to renew a regulatory agreement, that 
right gives the entity an enforceable present right to supply regulatory goods or services at a future 
date for a period, including the renewal period.

	 In assessing its enforceable present rights and enforceable present obligations, an entity disregards a 
right held by any party to renew or terminate the regulatory agreement if there are no circumstances in 
which that party has the practical ability to exercise that right.

IFRS 20.B77	 IFRS 20 provides the following examples of situations where the holder of a right may not have the 
practical ability to exercise it. 

•	 The economic consequences of exercising the right would be significantly more adverse for the 
holder than the consequences of not exercising it.

•	 Exercising the right held by an entity would lead to the entity being liquidated or ceasing to trade.

•	 Exercising the right held by a regulator would lead to major disruption in the provision of an essential 
public service.

IFRS 20.B78, BC183	 In some cases, an entity’s rights or obligations to supply regulatory goods or services may extend for an 
indefinite period. If these rights or obligations are enforceable then the cash flows from the regulated 
rates are within the boundary of the regulatory agreement. For example, this might be the case when 
an entity operates through:

•	 a legal and regulatory framework that entitles the entity to supply regulatory goods or services for an 
indefinite period; or 

•	 renewable agreements for which the renewal is viewed as an administrative procedure – e.g. 
renewal occurs unless there is a significant breach of the agreement and the direct costs of renewal 
are not significant.

IFRS 20.B80	 If there is uncertainty over whether an entity has an enforceable present right to recover a regulatory 
asset or an enforceable present obligation to fulfil a regulatory liability, then only cash flows for which 
an entity determines it is more likely than not that it has such a right or obligation are included in the 
boundary of the regulatory agreement.

Does the probability of whether a right to renew or cancel a regulatory agreement will 
be exercised matter?

IFRS 20.B76, BC181,  
IFRS 10.B22,  
CF 4.60–61

No. The focus is on whether the party with the right to renew or cancel has the practical ability to 
exercise that right – not whether it is likely to exercise the right or intends to do so. 

This focus on substantive rights is consistent with the IASB’s decisions in other areas of 
IFRS Accounting Standards – e.g. when assessing whether an investor has power over an investee 
in IFRS 10 Consolidated Financial Statements.

	 Cash flows from compensation on termination of a regulatory agreement

	 A regulatory agreement may terminate before the recovery of a regulatory asset or fulfilment 
of a regulatory liability – e.g. because of a cancellation, non-renewal or mutual agreement. Cash 
flows arising from an enforceable present right to receive or enforceable present obligation to pay 
compensation on such a termination are included within the boundary of the regulatory agreement.

IFRS 20.B84	 If there is uncertainty about the enforceability of a right to receive or obligation to pay this 
compensation, then only cash flows for which an entity determines it is more likely than not that it has 
such a right or obligation are included in the boundary of the regulatory agreement.

IFRS 20.B76, 
BC180–BC181

IFRS 20.35, B73, 
B81–B83, BC186
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5.2 Estimating future cash flows   

IFRS 20.B85	 On exercise of a termination right, an entity accounts for a resulting contractual right to receive cash 
or an obligation to pay cash as a financial asset or financial liability. The related regulatory asset or 
regulatory liability is derecognised (see Section 4.6), while the financial asset or financial liability is 
recognised and measured in accordance with IFRS 9. Any resulting difference is recognised in profit 
or loss.

Example 32 – Boundary of regulatory agreement

IFRS 20.IE289 Entity B and Regulator R enter into a 20-year regulatory agreement under which B will supply 
regulatory goods to customers. Renewal of the agreement is subject to a competitive public tender 
process.

B is entitled to compensation for any unrecovered regulatory assets on termination of the agreement 
and expects to have a net unrecovered regulatory asset related to a pension liability.

B assesses the boundary of the agreement and determines that all estimated future cash flows from 
regulatory assets or regulatory liabilities are within the boundary, based on the following evaluation.

Regulated rates charged 
to customers

•	 B has an enforceable right to supply regulatory goods to customers 
for the 20-year term of the agreement. 

•	 B does not have an enforceable right to renew the agreement 
because of the tender process.

•	 The terms relating to determination of the regulated rate provide 
B with an enforceable right to add or deduct amounts to regulated 
rates charged up to Year 20. 

Compensation on 
termination

•	 B has an enforceable right to receive compensation on termination 
of the arrangement for any unrecovered amounts if termination is 
for reasons other than B’s failure to perform.

	 Reassessment of and changes to the boundary 

IFRS 20.B86–B87	 An entity reassesses the boundary of a regulatory agreement at each reporting date. If this 
reassessment changes the cash flows within the boundary of a regulatory agreement, then the entity 
updates the measurement of the regulatory assets or regulatory liabilities.

Example 33 – Additional cash flows following reassessment of the boundary of a 
regulatory agreement 

IFRS 20.B86–B87 Entity Y operates in the power industry and is subject to the terms of a regulatory agreement that 
governs the provision of power in the local market. Y has a 31 December reporting date.

In Year 1, Y incurs an input cost variance of 500, which it would be entitled to recover in Year 3. Y 
also assesses the boundary of the regulatory agreement and concludes it is 31 December Year 2. 
Accordingly, it does not include the cash flows expected from recovering the input cost variance in 
the measurement of the regulatory asset at 31 December Year 1. 

At 31 December Year 2, Y reassesses the boundary of the regulatory agreement and concludes that 
this has changed to 31 December Year 3. The input cost variance of 500 incurred in Year 1 is now 
within the boundary. 

Therefore, Y includes the cash flows expected from recovering the input cost variance in the 
measurement of the regulatory asset at 31 December Year 2.
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Does reassessing the boundary result in the recognition of new regulatory assets and 
regulatory liabilities, or is it a remeasurement?

IFRS 20.B87, BC192 IFRS 20 does not specify this.

IFRS 20 requires an entity to update the measurement of regulatory assets or regulatory liabilities if a 
reassessment of the boundary brings additional cash flows within the boundary or excludes previously 
included cash flows from the boundary.

The IASB concluded that information about changes in measurement resulting from a change in the 
boundary is useful and that disclosures about such changes enable users to better assess an entity’s 
prospects for future cash flows.

However, the IASB observed that there would be no practical consequence of specifying whether 
reassessment results in the recognition of new regulatory assets or regulatory liabilities, or a 
remeasurement of them. 

5.2.2	 Uncertainty about the amount or timing of future cash flows

IFRS 20.39, B88–B91	 If there is uncertainty about the amount or timing of future cash flows from a regulatory asset or 
regulatory liability – e.g. because of credit or demand risk – then an entity assesses whether it bears 
that uncertainty or whether its customers bear it.

IFRS 20.B90–B91	 An entity’s customers bear the uncertainty if the regulatory agreement provides compensation to the 
entity for the outcome of the uncertainty in determining future regulated rates.

IFRS 20.B88, B90–B91	 The following table illustrates how the requirements apply to credit risk – i.e. the risk that some 
customers will not pay the amounts charged.

Situation Credit risk borne by Result

The regulatory agreement 
treats amounts uncollected 
as allowable in determining 
regulated rates for a later 
future period

The customer The entity includes in its 
estimates of future cash flows 
the cash that it expects to 
collect in that later period.

The regulatory agreement 
does not treat uncollected 
amounts as allowable in 
determining regulated rates 
for a later future period

The entity The entity estimates future 
cash flows after deducting 
an estimate of uncollectible 
amounts.

Which sources of uncertainty are reflected when estimating future cash flows?

IFRS 20.42,  
BC193–BC197

All sources of measurement uncertainty are reflected when estimating future cash flows, except for an 
entity’s own non-performance risk. 

When an entity includes credit risk other than its own non-performance risk in estimating future cash 
flows, this may result in estimated cash flows that are less than the amount ultimately charged to 
customers and recognised as revenue under IFRS 15. This is because IFRS 15 generally requires that 
revenue recognised is not reduced by amounts that the entity might not be able to collect from a 
customer.
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5.2 Estimating future cash flows   

5.2.3	 Methods to estimate uncertain future cash flows

	 Uncertain future cash flows are estimated using either:

•	 the most likely amount method; or 

•	 the expected value method. 

	 An entity is required to select the method that it expects to better predict the cash flows that will occur 
after the uncertainty is resolved – i.e. selection of the method is not a free choice. 

IFRS 20.41	 An entity estimates uncertain cashflows using an unbiased range of possible outcomes incorporating 
the information described in Section 5.2, including outcomes in which the regulatory asset or regulatory 
liability does not exist or produces no cash flows.

IFRS 20.43(a)	 An entity can use the most likely amount method for some regulatory assets or regulatory liabilities and 
the expected value method for others, if doing so is expected to better predict the ultimate cash flow.

IFRS 20.42 Method Description Generally appropriate

Most likely amount Uses an estimate of the single 
most likely amount in a range of 
possible outcomes – i.e. possible 
cash flow amounts.

•	 If the possible outcomes are 
clustered around one cash flow

•	 If there are only two possible cash 
flows and they differ widely

Expected value Uses an estimate of the sum of 
probability-weighted amounts in a 
range of possible outcomes.

•	 If there is a wide range of possible 
cash flows and they are not 
clustered around one cash flow

	 Aggregation 

	 When selecting the method that better predicts the ultimate cash flow, an entity also assesses whether 
a better prediction will result from:

•	 considering each regulatory asset and regulatory liability separately; or

•	 aggregating any of them together with other regulatory assets or regulatory liabilities.

Does IFRS 20 specify a probability threshold?

IFRS 20.41,  
BC198–BC200 

 

IFRS 15.53 

IFRIC 23.11

No. An entity estimates uncertain cash flows using an unbiased range of possible outcomes. 

In developing the guidance on methods for estimating uncertain future cash flows, the IASB considered 
the Conceptual Framework for Financial Reporting.

Under the Conceptual Framework, possible variations in amount or timing are considered in selecting 
a single amount from within a range of possible cash flows. The most likely amount and the expected 
value are identified as two possible estimates of an amount within the central part of that range 
(which will usually provide the most relevant information).

The requirement for an entity to use whichever method it expects to better predict the ultimate cash 
flow is consistent with the existing requirements in:

•	 IFRS 15 on estimating the amount of variable consideration to be included in the calculation of the 
transaction price in a revenue contract; and

•	 IFRIC 23 Uncertainty over Income Tax Treatments on predicting the resolution of an uncertainty 
over a tax treatment.

IFRS 20.43
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Are regulatory assets subject to the requirements for non-financial assets under 
IAS 36 Impairment of Assets?

IFRS 20. 
BC204–BC206,  
IAS 36.BC8A–D

No. The IASB decided to exclude regulatory assets from the scope of IAS 36 and not require a separate 
impairment test.

Regulatory assets are measured using updated estimates of future cash flows discounted at the 
regulatory interest rate, which the IASB considered to generally result in regulatory assets being carried 
at an appropriate amount. The IASB concluded that the benefits of requiring an impairment test for 
regulatory assets would not outweigh the added complexity.

5.3	 Discounting estimated future cash flows

5.3.1	 The discount rate

IFRS 20.45	 Generally, an entity uses the regulatory interest rate for a regulatory asset or liability as the discount 
rate for that asset or liability. 

	 The regulatory interest rate specified or implied by a regulatory agreement for a regulatory asset or 
regulatory liability is the interest rate applicable to:

•	 that regulatory asset or regulatory liability; or

•	 a regulatory capital base, if that regulatory asset or regulatory liability arises from depreciation of a 
regulatory capital base.

IFRS 20.47	 In some cases, an entity derives an implied regulatory interest rate from the terms of the regulatory 
agreement instead of using the regulatory interest rate specified in the agreement – see Section 5.3.2. 

What is the effect of discounting estimated future cash flows using the regulatory 
interest rate?

IFRS 20.BC210 Discounting estimated future cash flows – including those from regulatory interest – using the regulatory 
interest rate results in the same amount as the sum of the estimated future cash flows excluding the 
cash flows from regulatory interest.

The simplest way for an entity to determine the present value of estimated future cash flows is as 
follows.

•	 On initial recognition: Calculate the sum of the estimated future cash flows excluding the cash 
flows from regulatory interest. 

•	 At the end of each period: Calculate the sum of the estimated future cash flows excluding the cash 
flows from regulatory interest that has not yet accrued. 

IFRS 20.45–47, 
Appendix A
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5.3 Discounting estimated future cash flows   

Why is the regulatory interest rate used as the discount rate?

IFRS 20.BC208–BC213,  
IAS 36.55

The IASB decided to require entities to use the regulatory interest rate as the discount rate on 
cost-benefit grounds. 

Usually, the IASB specifies the use of a discount rate that reflects the characteristics of estimated 
future cash flows. For example, when estimating value in use under IAS 36, the discount rate is 
required to reflect the risks specific to the asset for which the future cash flow estimates have not 
been adjusted. 

The IASB observed that the regulatory interest rate may not compensate or charge an entity precisely 
for the time value of money and uncertainty in future cash flows in all cases – e.g. when this rate 
is set for regulatory assets or regulatory liabilities on an aggregated basis. However, its use results 
in information about the interest an entity is compensated with or charged under the regulatory 
agreement.

The IASB also concluded that use of the regulatory interest rate is consistent with the overall 
objective of IFRS 20.

Can the regulatory interest rate used as the discount rate be zero?

IFRS 20.45, 48(c), 
IE117, IE 153, IE175, 
IE 235, IE248, BC272

Yes. An entity is required to use the regulatory interest rate specified by the regulatory agreement. 
This includes when the regulatory agreement, explicitly or implicitly, specifies that the regulatory 
interest rate for a regulatory asset or regulatory liability is zero. 

The illustrative examples in IFRS 20 include those where the specified regulatory interest rate is zero.

However, where the regulatory interest rate is only zero for part of the life of the regulatory asset or 
regulatory liability, then the guidance on implied regulatory interest rates applies (see Section 5.3.2).

5.3.2	 Implied regulatory interest rate 

IFRS 20.48, BC211	 An entity determines an implied regulatory interest rate if the regulatory agreement:

•	 specifies uneven interest rates over the life of a regulatory asset or regulatory liability;

•	 specifies an interest rate that does not apply to regulatory interest accrued in past periods; or 

•	 does not specify an interest rate, but instead adjusts the compensation provided or deduction made 
for an item to reflect the effect of the time lag until the regulatory asset is recovered or the regulatory 
liability is fulfilled.

IFRS 20.48	 For example, uneven regulatory interest rates result when a regulatory agreement specifies that 
interest does not start to accrue immediately upon recognition of a regulatory asset or liability, or if 
different rates apply for different periods over the life of a regulatory asset or liability.

IFRS 20.49	 The implied interest rate as at the date of initial recognition is the interest rate that discounts the 
estimated future cash flows arising from a regulatory asset or regulatory liability, which include 
regulatory interest cash flows, back to an amount that equals the sum of the future estimated 
cash flows, excluding regulatory interest.

IFRS 20.47	 The implied regulatory interest rate is used to discount the estimated future cash flows throughout the 
life of the regulatory asset or liability.
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IFRS 20.56	 If the regulatory interest rate applied subsequently changes, for example because of a change in the 
regulatory agreement or an interest rate benchmark to which the regulatory interest rate is linked, an 
entity recalculates the implied regulatory interest rate. The new implied regulatory interest rate is the 
rate that discounts all the updated estimated future cash flows back to the carrying amount of the 
regulatory asset or liability immediately before the new regulatory interest rate applied.

IFRS 20.50, BC223	 As an exemption from the requirement to determine an implied regulatory interest rate, an entity 
may elect not to discount the cash flows from a regulatory asset or regulatory liability until regulatory 
interest begins to accrue. This exemption is available if the period between recognition of the regulatory 
asset or regulatory liability and the start of the regulatory interest accrual is one year or less.

Does the guidance on uneven regulatory interest rates apply to regulatory interest 
rates based on an interest rate benchmark?

IFRS 20.51,  
BC226–227

No. If the regulatory interest rate is based on an interest rate benchmark, then an entity does not 
determine an implied regulatory interest rate. Instead, cash flows are discounted using the interest 
rate specified in the regulatory agreement that is linked to the interest rate benchmark. An entity 
updates the estimated future cash flows and discounts them using the new regulatory interest rate 
when the interest rate benchmark changes. 

As a result, in most cases the measurement of a regulatory asset or regulatory liability will equal 
the sum of the estimated future cash flows, excluding the cash flows from regulatory interest yet to 
accrue. This is consistent with the general approach to discounting cash flows under IFRS 20. 

The IASB noted that such a regulatory asset or regulatory liability is analogous to floating-rate financial 
assets and financial liabilities. IFRS 9 states that if an entity initially recognises a floating-rate financial 
asset or financial liability at an amount equal to the principal receivable or payable on maturity, then 
re-estimating the future interest payments normally has no significant effect on the carrying amount 
of the asset or liability. 

Example 34 – Uneven regulatory interest rate 

IFRS 20.IE250–257 Entity G enters into a regulatory agreement with Regulator R to supply regulatory services to 
customers for a five-year period on the following terms.

•	 G is required to make expenditure of 500 in Year 1.

•	 G is entitled to recover the expenditure of 500 through regulated rates charged to customers 
evenly over Years 4 and 5.

•	 Regulatory interest accrues at a rate of 10% on any unrecovered regulatory balance at the 
beginning of Years 4 and 5.

•	 No regulatory interest is specified for the initial three years.
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5.4 Subsequent measurement   

The following table summarises the estimated changes in the unrecovered regulatory balance.

Year 1 Year 2 Year 3 Year 4 Year 5

Opening carrying amount - 500 500 500 250

Addition 500 - - - -

Regulatory interest income - - -    50(1)     25(2)

Recovered amount - - - (300) (275)

Closing carrying amount 500 500 500 250 -
1 500 x 10%.
2 250 x 10%.

G determines the implied discount rate to be 4.11%. This is the rate that discounts the expected 
cashflows of 300 and 275 in Years 4 and 5 to the expenditure of 500 in Year 1. 

The following table summarises the reconciliation of the regulatory asset using this discount rate.

Year 1 Year 2 Year 3 Year 4 Year 5

Opening carrying amount - 500 521 542 264

Addition 500 - - - -

Regulatory interest income(1) -    21    21    22    11

Recovered amount - - - (300) (275)

Closing carrying amount 500 521 542 264 -
1 Opening carrying amount x 4.11%.

5.4	 Subsequent measurement
IFRS 20.52, 56–57	 After initial recognition, an entity measures a regulatory asset or liability at each reporting date by: 

•	 updating the estimated amounts and timings of future cash flows arising from the regulatory asset or 
regulatory liability; and

•	 continuing to use the discount rate determined on initial recognition unless the regulatory interest 
rate changes.

5.4.1	 Updating estimated future cash flows

IFRS 20.53	 Examples of when an entity updates the estimated future cash flows arising from a regulatory asset or 
liability include:

•	 recovery of part or all of the regulatory asset or fulfilment of part or all of the regulatory liability; and

•	 changes in estimates of the amount or timing of future cash flows because of a change in facts and 
circumstances or because of new information.
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IFRS 20.54	 The following are examples of changes in facts and circumstances or new information, grouped by 
source.

Source Example

The entity •	 Resolution of an uncertainty – e.g. confirmation the entity has or has not 
met a performance incentive target

The regulatory 
agreement

•	 Changes in the regulatory agreement or its boundary

•	 Changes in the regulatory interest rate

The regulator •	 Agreement or disagreement with regulatory filings made by the entity or 
other entities

•	 The exercise of a renewal right or cancellation option

Legal bodies •	 Resolution of an uncertainty following a court ruling

•	 Changes in legislation

Customers •	 Changes in demand for goods or services

•	 Changes in credit risk

5.4.2	 Changing the discount rate

IFRS 20.56–57	 After initial recognition of a regulatory asset or regulatory liability, the regulatory interest rate may 
change because of a change in the regulatory agreement or an interest rate benchmark. These changes 
impact the cash flows arising from a regulatory asset or liability. As a result, an entity is required to use 
the new regulatory interest rate to: 

•	 update its estimated future cash flows; and

•	 apply the guidance discussed in Section 5.3 above to discount those cash flows to their present 
value.

5.4.3	 Reassessing the method to estimate uncertain future cash flows

IFRS 20.55	 An entity estimates uncertain future cash flows using either the most likely amount method or the 
expected value method, whichever better predicts the ultimate cash flow (see Section 5.2). If there is 
a change in facts and circumstances or new information that may adjust an entity’s expectation about 
which method will better predict the ultimate cash flow, then the entity reassesses its use of the 
selected method.

5.5	 Measurement exception
IFRS 20.58–59	 Under IFRS 20, an entity uses a simplified measurement basis for regulatory assets or regulatory 

liabilities relating to the following:

•	 items of allowable expense and chargeable income that, under the regulatory agreement only affect 
regulated rates when the related cash is paid or received. Common examples of expenses that a 
regulatory agreement may treat on a cash basis include those relating to provisions for environmental 
clean-up costs, tax and pension contributions; and

•	 credit losses that, under the regulatory agreement, are only included in determining the regulated 
rates when the regulator determines that there is no reasonable expectation of an entity receiving 
the related cash.
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5.5 Measurement exception   

IFRS 20.60	 Instead of using the cash flow-based measurement basis applicable to all other regulatory assets or 
regulatory liabilities, these regulatory assets and regulatory liabilities are measured by: 

•	 using the carrying amount of the related asset, liability or loss allowance by applying IFRS Accounting 
Standards; and

•	 adjusting that carrying amount to reflect any differences between the regulatory asset or regulatory 
liability and the related asset, liability or loss allowance.

IFRS 20.60	 Differences can be caused by:

•	 an uncertainty present in the related liability, related asset or related loss allowance but not in the 
regulatory asset or regulatory liability; or

•	 an uncertainty present in the regulatory asset or regulatory liability but not in the related liability, 
related asset or related loss allowance.

	 Such uncertainties might arise from estimation, credit or demand risk.

Why does IFRS 20 provide the measurement exception?

IFRS 20.BC230–232,  
CF 6.58

The IASB determined that measuring certain regulatory assets or regulatory liabilities using the same 
basis as the related asset or liability provides useful information. This is because these assets and 
liabilities share some features, such as duration and uncertainties.

Requiring the use of the same measurement basis for related assets and liabilities is also consistent 
with the Conceptual Framework, which states that accounting mismatches can result when related 
assets and liabilities are measured on different bases.

Example 35 – Provision for environmental clean-up 

IFRS 20.IE157 Entity Y, a regulated utility entity, recognises a provision for environmental clean-up costs of 100 
and a corresponding expense. The regulatory agreement gives Y the right to add these costs in 
determining the regulated rates, but only once it pays the related cash. 

A timing difference arises because the expense of 100 is included in total allowed compensation in 
the period the expense is recorded in profit or loss, but will only be included in the regulated rates 
charged to customers once cash is paid. 

Y assesses that it has an enforceable right to the future cash flow and, as such, will recognise a 
regulatory asset. Because the item giving rise to the regulatory asset will only affect regulated 
rates when the related cash is paid, Y applies the simplified measurement approach to measure the 
regulatory asset. 

The simplified measurement approach permits Y to measure the regulatory asset using the same 
measurement basis applied in measuring the provision for environmental clean-up costs, adjusted to 
reflect: 

•	 any uncertainty present in the regulatory asset but not present in the provision for environmental 
clean-up costs; or

•	 any uncertainty present in the provision for environmental clean-up costs but not present in the 
regulatory asset.

Y determines that no additional adjustments are necessary to the amount recorded for the provision 
for environmental clean-up costs and therefore measures the regulatory asset at 100. 
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5.5.1	 Cessation of the measurement exception

IFRS 20.61	 An entity ceases to use the simplified measurement basis described in this section when:

•	 it has received or paid cash to recover a regulatory asset or settle a regulatory liability related to an 
item of expense or income that is allowable or chargeable in determining the regulated rates only 
when it pays or receives the related cash;

•	 for regulatory assets related to credit losses, there is no reasonable expectation of it receiving the 
related cash; or

•	 it derecognises the related asset, liability or loss allowance for any other reason.

	 After an entity ceases to use the alternative measurement basis, it measures any remaining part of 
the regulatory asset or liability using the cash flow-based measurement basis (see Section 5.1). Similar 
accounting applies if an entity derecognises the related asset or related liability for any other reason and 
part of the regulatory asset or regulatory liability continues to exist. 
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6.1 Presentation   

6	 Present and disclose 
regulatory assets and 
regulatory liabilities (Step 6)

	 IFRS 20 introduces new line items into the primary financial statements, as well as 
detailed qualitative and quantitative disclosure requirements.

6.1	 Presentation

6.1.1	 Presentation in the statement of profit or loss

	 An entity classifies regulatory income and regulatory expense as revenue, presented as a separate line 
item in the statement of profit or loss; unless the regulatory income or regulatory expense relates to an 
item recognised in other comprehensive income.

IFRS 20.64–66	 Items of regulatory income or regulatory expense that arise from items recognised in other 
comprehensive income are also recognised in other comprehensive income. An entity reclassifies these 
amounts to the statement of profit or loss when it reclassifies the related expense or income to the 
statement of profit or loss in accordance with other IFRS accounting standards. 

	 The illustrative statement of profit or loss below shows how an entity will present the new line item.

IFRS 20.IE317 Statement of profit or loss (illustrative)

Revenue from contracts with customers 10,200

Regulatory income (regulatory expense)(1),(2) 1,130

Revenue 11,330

Expenses (10,700)

Operating profit 630

IFRS 20.63 1 New amount recognised under IFRS 20, representing all regulatory income minus all regulatory expense. 
2 Both regulatory interest income and regulatory interest expense are included in this line item.

IFRS 20.62, 64
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	 The illustrative statement of other comprehensive income below shows how an entity will present 
regulatory income or expense related to items of income or expense recognised directly in OCI.

IFRS 20.IE317 Statement of other comprehensive income (illustrative)

Profit for the period 500

Other comprehensive income

Items that will not be reclassified to profit or loss

Remeasurement of defined benefit liability

Regulatory income related to remeasurements of defined benefit liability

Equity-accounted investees – share of other comprehensive income 

Related tax

(50)

50

15

(5)

Other comprehensive income for the period, net of tax 10

Total comprehensive income for the period 510

Is regulatory income or regulatory expense required to be presented separately from 
IFRS 15 revenue?

 
 
 

IFRS 15 Appendix A, 
IFRS 20. 
BC241–BC246,  
IFRS 18.BC241A

Yes. IFRS 20 requires an entity to classify all regulatory income minus all regulatory expense 
as revenue and to present this amount as a separate line item in the statement of profit or loss. 
This amount could be positive or negative depending on the changes in the regulatory assets and 
regulatory liabilities for the period.

Revenue is defined in IFRS 15 as ’income arising in the course of an entity’s ordinary activities’. An 
entity’s ordinary activities can be broader than those from generating revenue from contracts with 
customers in the scope of IFRS 15. When regulatory income or expense arises in the course of a 
regulated entity’s ordinary activities, it is classified as part of revenue.

However, regulatory income/expense is typically presented separately in the statement of financial 
performance, which reflects that the amount is sufficiently distinct from other sources of revenue. 
Separate presentation also provides more understandable and useful information for users about the 
income an entity is entitled to from its ordinary activities.
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6.1 Presentation   

Is an entity required to disaggregate the components of regulatory income or expense 
in the statement of profit or loss?

IFRS 20.62–63, 73,  
BC247–BC252, 
BC268, 
IFRS 18.24, 42

No. An entity presents a single line item in the statement of profit or loss comprising the total 
amount of:

•	 regulatory income;

•	 regulatory expense;

•	 regulatory interest income; and

•	 regulatory interest expense.

The inclusion of regulatory interest income and regulatory interest expense with regulatory 
income and regulatory expense reflects that the regulatory interest amounts will also be included in 
IFRS 15 revenue in future periods. For example, when the related regulatory assets are recovered or 
related regulatory liabilities are fulfilled.

Generally, disaggregation of the components of regulatory income or expense in the statement 
of financial performance will not be necessary. Instead, an entity discloses the components of 
regulatory income and regulatory expense in the notes.

6.1.2	 Presentation in the statement of financial position

	 An entity presents regulatory assets and regulatory liabilities as separate line items in its statement 
of financial position. Under IFRS 18 Presentation and Disclosure in Financial Statements, it separately 
presents the current and non-current portions of the regulatory assets and regulatory liabilities, unless it 
presents assets and liabilities in order of liquidity.

Why are regulatory items presented separately from items accounted for under other 
IFRS accounting standards?

IFRS 20.BC12, BC14, 
IFRS 18.BC315A

The separate presentation requirements are consistent with the overlay approach in IFRS 20. An 
entity would recognise, measure and present items in the scope of other IFRS accounting standards 
first and then account separately for regulatory items. 

This enables users to analyse an entity’s financial performance and financial position both with and 
without the regulatory accounting model.

Can an entity offset regulatory assets and regulatory liabilities that are separate units 
of account?

IFRS 20.24, BC113, 
BC 256

No. IFRS 20 does not permit offsetting for regulatory assets and regulatory liabilities that are separate 
units of account.

This is because IFRS 20 includes guidance that sets out when an entity can treat enforceable rights 
and obligations arising from different timing differences as a single unit of account (see Section 4.1.3).

IFRS 20.67, 
IFRS 18.96,  
99–102
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6.2	 Disclosures 

6.2.1	 Disclosure objectives

6.2.1.1	 General

IFRS 20.68	 An entity discloses information on regulatory income, regulatory expense, regulatory assets and 
regulatory liabilities in the notes to the financial statements. This information, together with information 
required by other IFRS accounting standards, provides users of financial statements with a basis for 
understanding:

•	 the total allowed compensation for regulatory goods or services supplied by the entity in a reporting 
period and, as a result, its financial performance and prospects for future cash flows; and

•	 the financial position of the entity at the reporting date and the amount, timing and uncertainty of its 
future cash flows.

6.2.1.2	 Regulatory assets and regulatory liabilities including regulatory income/expense

IFRS 20.69	 An entity discloses information on:

•	 the amounts that are recognised in the financial statements for regulatory assets, regulatory 
liabilities, regulatory income and regulatory expense; and

•	 the nature of unrecognised regulatory assets or regulatory liabilities, and the reason they have not 
been recognised. 

6.2.1.3	 Relationship between the entity’s regulatory capital base and its related items

IFRS 20.82	 An entity discloses information that enables users of financial statements to understand the 
relationship between its regulatory capital base and related items. 

	 This understanding provides:

•	 insights into the nature of a regulatory agreement; 

•	 insights into the effect of a regulatory agreement on financial position and financial performance; and 

•	 users with the ability to make comparisons between entities subject to different regulatory 
agreements.

Is the overall disclosure objective similar to that in IFRS 14?

IFRS 20.  
BC257–BC260

No. IFRS 20 does not require disclosure of the nature of – or risks associated with – rate regulation, 
nor its effects on the entity’s financial position, performance or cash flows.

The IASB considered that users do not rely on financial statements to provide information about the 
nature of – and risks associated with – rate regulation, even though that information is useful to them. 
Also, enabling users to assess the regulation’s pervasive effects on the financial statements would go 
beyond the objective of financial statements. 

Accordingly, the IASB decided to develop the overall disclosure objective of IFRS 20 by focusing on 
information about an entity’s regulatory income, regulatory expense, regulatory assets or regulatory 
liabilities, rather than on broad information regarding rate regulation. 
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Why does IFRS 20 not address disclosures for the statement of cash flows?

IFRS 20.B81–B82, 
BC264

Although IFRS 20 requires extensive disclosures for the statement of financial performance and 
statement of financial position, it does not refer to cash flows that occur during the period. 

This is because an entity generally recovers a regulatory asset by increasing the regulatory rate and 
fulfils a regulatory liability by decreasing the regulated rate, rather than receiving or paying cash. This 
means that a regulatory balance generally becomes a balance in the scope of another accounting 
standard before it becomes a cash flow. 

However, this will not always be the case. For example, a regulatory asset may represent an 
enforceable present right to receive compensation on termination of a regulatory agreement. IFRS 20 
does not address how receipt of such compensation would be presented in the statement of cash 
flows.

An entity applying the indirect method to present cash flows from operating activities will need to 
adjust operating profit or loss for changes in regulatory assets and regulatory liabilities during the 
period.

6.2.2	 Reconciliation of regulatory assets or regulatory liabilities

IFRS 20.72	 To meet the disclosure objectives, an entity discloses, in a table, reconciliations from the opening to the 
closing carrying amounts of regulatory assets and regulatory liabilities. In the reconciliations, an entity 
groups the changes into:

•	 changes included in the statement of profit or loss; 

•	 changes included in other comprehensive income; and 

•	 other changes not included in either of the above.

IFRS 20.73	 An entity discloses in the reconciliation table changes in the carrying amount of the regulatory asset or 
regulatory liability arising from: 

•	 the origination of regulatory assets during the period;

•	 the origination of regulatory liabilities during the period; 

•	 the recovery of regulatory assets during the period; 

•	 the fulfilment of regulatory liabilities during the period;

•	 regulatory interest income or regulatory interest expense;

•	 other components of regulatory income or regulatory expense; and

•	 changes in regulatory assets or regulatory liabilities that did not give rise to regulatory income or 
regulatory expense.

IFRS 20.74	 In addition, an entity provides an explanation of the following reconciling items:

•	 other components of regulatory income or regulatory expense; and

•	 changes in regulatory assets or regulatory liabilities that did not give rise to regulatory income or 
regulatory expense.
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IFRS 20.73	 The following are examples of explanations of these reconciling items.

Source Example

Other components of regulatory income or 
regulatory expense

•	 Changes in the carrying amount of a regulatory 
liability or regulatory asset arising from 
remeasurements 

•	 Changes in the boundary of a regulatory agreement

Changes in regulatory assets or regulatory 
liabilities that did not give rise to regulatory 
income or regulatory expense

•	 Regulatory assets acquired or regulatory liabilities 
assumed in a business combination

6.2.3	 Regulatory assets and regulatory liabilities measured by using a cash 
flow-based technique

6.2.3.1	 Maturity analysis

IFRS 20.34, 75	 An entity discloses quantitative information about when it expects to recover regulatory assets or 
fulfil regulatory liabilities measured by using a cash flow-based technique (see Section 5.1), using time 
bands.

	 This quantitative information is disaggregated between: 

•	 regulatory assets and regulatory liabilities for which a regulatory agreement applies a regulatory 
interest rate that is not zero; and

•	 regulatory assets and regulatory liabilities for which a regulatory agreement applies a regulatory 
interest rate of zero.

IFRS 20.76	 An entity determines the time band information using: 

•	 undiscounted cash flows, excluding regulatory interest cash flows; and 

•	 reasonable and supportable assumptions about the timing of future cash flows that are consistent 
between periods. 

IFRS 20.77	 An entity uses its judgement to determine an appropriate number of time bands. For example, it might 
determine appropriate time bands to be: 

•	 not later than one year; 

•	 later than one year and not later than three years; 

•	 later than three years and not later than five years; and 

•	 later than five years.
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6.2.3.2	 Other disclosures

IFRS 20.78	 An entity also discloses the items in the table below for the regulatory assets or regulatory liabilities 
measured by using a cash flow-based measurement technique.

Information Disclosures

Discount rate The discount rate, or ranges of discount rates, used in measuring 
regulatory assets or regulatory liabilities to which a regulatory 
agreement applies a regulatory interest rate. 

Uncertainty An explanation of how uncertainties affect the recovery of 
regulatory assets or fulfilment of regulatory liabilities.

IFRS 20.50 Exemption from discounting 
estimated cash flows

The carrying amount of regulatory assets and regulatory liabilities at 
the end of the reporting period to which the entity has applied the 
exemption.

IFRS 20.81	 For unrecognised regulatory assets and unrecognised regulatory liabilities, an entity discloses:

•	 the type of compensation or deduction the unrecognised regulatory assets and unrecognised 
regulatory liabilities relate to; and

•	 the reason they have not been recognised (e.g. because the entity determines that its regulatory 
capital base does not have a direct relationship with related items).

Does an entity need to disclose the amount of unrecognised regulatory assets and 
unrecognised regulatory liabilities?

IFRS 20.BC276–BC277 No. IFRS 20 does not require an entity to disclose the amount of unrecognised regulatory assets and 
unrecognised regulatory liabilities. This is because such information could be difficult and costly to 
obtain.

6.2.4	 Items that affect regulated rates only when paid or received 

IFRS 20.60	 For items that affect the regulated rate only when the related cash is paid or received, regulatory assets 
or regulatory liabilities are measured by using the carrying amount of the related asset, liability or loss 
allowance by applying IFRS Accounting Standards, adjusted for any differences between the regulatory 
assets or regulatory liabilities and the related asset, liability or loss allowance (see Section 5.5). 

IFRS 20.79	 For regulatory assets or regulatory liabilities measured on this simplified basis, an entity explains:

•	 the relationship between the carrying amounts, changes in regulatory assets or regulatory liabilities, 
and the carrying amounts and changes in the related liabilities or related assets;

•	 the relationship between the risks associated with the regulatory assets or regulatory liabilities, and 
the risks associated with the related liabilities or related assets; and

•	 how uncertainties affect the recovery of regulatory assets or fulfilment of regulatory liabilities. 

IFRS 20.80	 For example, if a regulatory asset arising from pension costs is measured on this basis, an entity 
considers how to disclose the information required by IFRS 20 and the information required by IAS 19 in 
a manner that shows the relationships described above. 
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6.2.5	 Relationship between the regulatory capital base and related items	

IFRS 20.82–83	 To achieve the disclosure objective regarding the relationship between the entity’s regulatory capital 
base and related items, an entity discloses: 

•	 the type of relationship (direct or not direct) between its regulatory capital base and related items; 

•	 the reasons why it determined that the relationship is of that type; 

•	 any change to or from a direct relationship, and the reason for the change; and

•	 the regulatory approach (nominal or real) used by the regulator to compensate the entity for inflation 
on its regulatory capital base. 

Does an entity need to disclose the amount of its regulatory capital base?

IFRS 20.BC279 No. The IASB decided that disclosing the amount of the regulatory capital base is not necessary to 
meet the overall disclosure objective in IFRS 20 or the objective of financial statements. 

6.2.6	 Aggregation and disaggregation, and additional information 

	 IFRS 18 sets out requirements for aggregating and disaggregating information based on shared 
characteristics. In applying these requirements to information about regulatory income, regulatory 
expense, regulatory assets and regulatory liabilities, an entity considers how such information is 
grouped for other purposes – e.g. in regulatory reports. 

	 Some examples of characteristics that an entity may consider when grouping this information include:

•	 type of rate-regulated activity – e.g. electricity distribution, gas distribution or water supply;

•	 geographical location;

•	 type of regulatory agreement – e.g. service concession arrangements or contractual licensing 
agreements;

•	 type of items that the regulatory assets or regulatory liabilities relate to – e.g. recovery of input cost 
variances, performance incentives, recovery of income taxes or recovery of pension costs; and

•	 exposure to substantially different risks or uncertainties.

IFRS 20.B97	 The appropriate level of grouping may vary for different information. It also depends on the disclosure 
requirement and objective that the information is intended to fulfil. 

IFRS 20.B95,  
IFRS 18.41–43

IFRS 20.B96,  
BC265
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	 The tables below set out an illustrative example of how an entity may disaggregate the information 
provided in the reconciliations from the opening to the closing carrying amounts of regulatory assets 
and regulatory liabilities. Such disaggregation by type of items that the regulatory assets or regulatory 
liabilities relate to may be appropriate when an entity operates in only one type of rate-regulated activity 
within a single geographical region.

IFRS 20.IE305 Reconciliation of the carrying amount of regulatory assets – Aggregation by types of items 
(illustrative)

Cost 
variances

Performance 
incentives

Pension Total

Opening carrying amount 7,800 570 9,000 17,370

Profit or loss

Origination

Recovery

Regulatory interest income

Other components(1)

7,500

(6,000)

150

-

370

(200)

20

40

6,250

(1,500)

250

4,000

14,120

(7,700)

420

4,040

Other comprehensive income

Remeasurement(2) - - 2,000 2,000

Other changes

Business combination(3) 50 - 300 350

Closing carrying amount 9,500 800 20,300 30,600

1  �Other components include 40 related to the remeasurement of regulatory assets relating to performance 
incentives; and 4,000 related to a change in the boundary of the regulatory agreement. 

2  �The balance included in other comprehensive income relates to the remeasurement of the defined benefit 
pension plan, presented in other comprehensive income in accordance with IAS 19. Under paragraph 64 of 
IFRS 20, the related regulatory income or regulatory expense is also included in other comprehensive income. 

3  �An entity acquired control of a regulated business with regulatory assets of 350.
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IFRS 20.IE305 Reconciliation of the carrying amount of regulatory liabilities – Aggregation by types of items 
(illustrative)

Cost 
variances

Performance 
incentives

Volume 
variance

Total

Opening carrying amount (600) (380) (6,360) (7,340)

Profit or loss

Origination

Fulfilment

Regulatory interest expense

Other components(1)

(3,800)

2,000

(75)

-

(175)

150

(15)

(20)

(4,614)

2,500

-

-

(8,589)

4,650

(90)

(20)

Other changes

Business combination(2) (40) - - (40)

Closing carrying amount (2,515) (440) (8,474) (11,429)

1  �Other components include 20 related to the remeasurement of regulatory liabilities relating to performance 
incentives. 

2  �An entity acquired control of a regulated business with regulatory liabilities of 40.
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7	 Effective date and transition
	 An entity may apply IFRS 20 either on a fully retrospective basis or using a modified 

retrospective approach.

7.1	 Effective date
IFRS 20.C1	 IFRS 20 is effective for annual reporting periods beginning on or after 1 January 2029. 

	 Entities may apply it earlier, subject to any local endorsement requirements.

	 If an entity applies IFRS 20 for an earlier period, then it is required to disclose that fact in the notes to 
the financial statements.

	

March June September December

Annual report
31 December 2029

Effective date
1 January 2029

Interim report(s)Early adoption permitted
(subject to local endorsement)

20282027

What is the earliest date IFRS 20 can be adopted from?

Early application is permitted. Therefore, an entity may apply IFRS 20 for any period for which it has 
not yet prepared its financial statements in accordance with IFRS Accounting Standards.

However, in some jurisdictions a new IFRS accounting standard is required to be locally endorsed 
before it is available for application. Entities operating in those jurisdictions will not be able to 
apply IFRS 20 until the endorsement process is completed. 

Will early adoption be attractive to some entities?

Yes. The ability to recognise regulatory assets or regulatory liabilities is likely to be attractive to many 
entities. 

The impact on financial performance will depend on the entity’s specific facts and circumstances. For 
example:

•	 if recognition of revenue under IFRS 15 previously lagged total allowed compensation permitted by 
the regulator, then an entity will see an increase in net assets on transition to IFRS 20; or

•	 if an entity previously experienced material short-term timing differences between recognition of 
revenue under IFRS 15 and total allowed compensation permitted by the regulator – e.g. because 
of cost or volume variances – then volatility in reported earnings from these differences will be 
reduced. 
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Is early adoption without cost?

No. Entities need to bear in mind that early adoption will not be without cost – they may need to 
change their data collection, systems and processes. 

Entities may also face capacity constraints in their finance and accounting policy functions during 
such a major period of change. This may particularly apply where the demand for early adoption across 
sectors such as transport and utilities leads to a shortage of qualified personnel. 

Therefore, entities will need to ensure they have the necessary resources before committing to early 
adoption. 

Can an entity early adopt IFRS 20 for an annual reporting period if it has already 
published a set of interim financial statements for that period?

IAS 34.43–45 Yes. Changes in accounting policy adopted after the first interim period are normally presented 
by restating the financial statements for prior interim periods of the current financial year and 
comparative interim periods presented. This may occur, for example, if a new or revised accounting 
standard such as IFRS 20 is published during the year and the entity early adopts it in that year. 

Are there specific transition requirements for a first-time adopter of IFRS Accounting 
Standards?

IFRS 20.Appendix D, 
IFRS 1.BC63N

No. An entity which is a first-time adopter of IFRS Accounting Standards has the same transition 
options available as other entities. 

IFRS 1 First-time Adoption of International Financial Reporting Standards has been amended to 
permit the use of the transition reliefs in IFRS 20. This includes the relief to apply the requirements 
for regulatory returns related to assets not yet available for use, only to those assets not yet available 
for use at the date of transition. However, this relief is not available if a first-time adopter applies the 
deemed cost exemption in IFRS 1. 

Can IFRS 18 adoption be deferred to align with the effective date of IFRS 20?

No. There is currently no option permitting an entity that has activities subject to rate regulation to 
defer application of IFRS 18 to align with the effective date of IFRS 20.

To achieve alignment, an entity would need to early adopt IFRS 20 and align the year of application 
with the first year in which it applies IFRS 18. For example, if an entity applied IFRS 18 for the first time 
in its annual reporting period ending 31 December 2027 then it would need to early adopt IFRS 20 for 
this same period.
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7.2	 Transition
IFRS 20.C3	 An entity may choose either:

•	 retrospective application; or 

•	 a modified retrospective approach.

IFRS 20.C2	 When applying the transition requirements of IFRS 20:

•	 the date of initial application is the beginning of the annual reporting period in which an entity first 
applies the accounting standard – e.g. 1 January 2029 for an entity which adopts IFRS 20 for the 
annual reporting period ending 31 December 2029; and

•	 the date of transition is the beginning of the annual reporting period immediately preceding the 
date of initial application – e.g. 1 January 2028 for an entity which adopts IFRS 20 for the annual 
reporting period ending 31 December 2029.

IFRS 20.C5	 At the date of transition an entity:

•	 recognises and measures regulatory assets and regulatory liabilities as if IFRS 20 had always been 
applied;

•	 derecognises all regulatory balances that the entity would not have recognised as regulatory assets 
or regulatory liabilities if IFRS 20 had always been applied;

•	 recognises any deferred tax effects of the adjustments above; and

•	 recognises the net amount of the adjustments in opening retained earnings (or other component of 
equity, as appropriate).

	 Below is an illustration of an entity first applying IFRS 20 for the annual reporting period commencing 
1 January 2029.

	
Date of transition

January 2028
Date of initial application 

1 January 2029

31 December 
2029

31 December 
2028

Comparative period First annual reporting period of application

7.2.1 	 Comparative information

IFRS 20.C4, C6	 Regardless of the transition method selected, an entity is required to:

•	 present adjusted comparatives for the period immediately preceding the date of initial 
application; and

•	 disclose the quantitative effects of applying IFRS 20 as required by paragraph 28(f) of IAS 8 Basis 
of Preparation of Financial Statements for the period immediately preceding the date of initial 
application. At a summarised level, this means disclosing – for that period only – the amount of the 
adjustment for:

	– each financial statement line affected by IFRS 20; and

	– basic and diluted earnings per share (if IAS 33 Earnings per Share applies to the entity).
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IFRS 20.C2, C7	 In addition to these requirements, entities may, but are not required to do the following.

•	 Present adjusted comparatives for any earlier periods presented. If an entity does present 
comparative information for any earlier periods, then the date of transition becomes the beginning of 
the earliest adjusted comparative period presented.

•	 Disclose the quantitative effects of applying IFRS 20 as required by paragraph 28(f) of IAS 8 for the 
current period or any earlier adjusted comparative periods presented before the beginning of the 
annual reporting period immediately preceding the date of initial application.

•	 Produce IFRS 20’s disclosure requirements for any earlier adjusted comparative periods that an entity 
presents before the beginning of the annual reporting period immediately preceding the date of initial 
application.

IFRS 20.C8	 If an entity presents unadjusted comparatives in its primary financial statements or discloses 
unadjusted comparatives in the notes, it is required to:

•	 clearly identify the information that has not been adjusted;

•	 disclose that it has been prepared on a different basis; and 

•	 explain that basis.

	 The following diagram illustrates the comparative period an entity is required to update and those it can 
choose to update when its date of initial application is 1 January 2029.

	

The company presents only the 
required comparatives for the 
period immediately preceding 
the date of initial application 

The company chooses to
present an additional year of

adjusted comparatives(1)

2027 20292028

IFRS 20 
applies

Adjusted 
comparatives 

required

Adjusted 
comparatives 

provided

IFRS 20 
applies

Date of equity 
adjustment

1 January 2028

1 January 2027

Date of initial 
application

1 January 2029

1 An entity may choose to present adjusted comparatives for more than one additional period. 

The company chooses to
present a year of unadjusted 

comparatives

Unadjusted 
comparatives 

provided

IFRS 20 
applies 1 January 2028

Adjusted 
comparatives 

required

Adjusted 
comparatives 

required
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	 The following diagram illustrates the reporting periods for which an entity provides the disclosures 
required by IFRS 20 and paragraph 28(f) of IAS 8, and those reporting periods for which those 
disclosures are optional.

	

Date of initial application
1 January 2029

20282027

IAS 8.28(f) 
disclosures 

optional

2029

IAS 8.28(f) 
disclosures 

optional

IAS 8.28(f) 
disclosures 

required

IFRS 20 
disclosures 

optional

IFRS 20 
disclosures 

required

IFRS 20 
disclosures 

required

Is an entity required to present a third statement of financial position as at the date of 
transition? 

IFRS 18.37,  
IAS 1.40A,  
Insights 2.1.30.10, 
40.40

It depends. On application of IFRS 20, there is no exclusion from the requirements in paragraph 37 of 
IFRS 18 (paragraph 40A of IAS 1 Presentation of Financial Statements) to present a third statement 
of financial position as at the beginning of the preceding period, following a retrospective change in 
accounting policy that has a material effect on the information in that statement of financial position. 

In interpreting the requirement to present a third statement of financial position, in our view an 
entity should consider materiality based on its particular facts and circumstances. An assessment 
of materiality requires consideration of the effect of retrospective application of IFRS 20 on the 
information in the statement of financial position as at the beginning of the preceding period. 
Generally, the effects of IFRS 20 are likely to be considered material. 

The requirement to present a third statement of financial position applies at the beginning of the 
preceding comparative period. This is the case even when an entity presents additional comparative 
information. If an entity presents an additional comparative statement of financial position identical 
to the third statement of financial position that would otherwise be required, then it does not need to 
present the same statement of financial position twice. However, this fact is disclosed. 
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7.2.2	 Transition reliefs under the modified retrospective approach

	 IFRS 20 gives entities the option to use a modified retrospective approach. 

IFRS 20.C13	 Entities that elect to use the modified retrospective approach are required to: 

•	 disclose which of the transition reliefs have been applied; and

•	 where appropriate, describe how those transition reliefs have been applied.	

IFRS 20.C9	 Electing to use this approach enables entities to use one or more of the following transition reliefs.

Area of relief The relief

IFRS 20.C10, BC291 Regulatory returns 
on assets not yet 
available for use

An entity whose regulatory capital base has a direct relationship with its 
property, plant and equipment can choose to apply the requirements for 
regulatory returns on assets not yet available for use only to assets that are 
not yet available for use at the date of transition.

The IASB’s reasons for including this relief were that an entity could have 
difficulty in retrospectively applying these requirements if it:

•	 had stopped tracking capitalised borrowing costs once assets became 
available for use; or 

•	 had not tracked regulatory returns included in regulated rates charged 
during the periods in which the assets were not yet available for use.

IFRS 20.C11,  
BC294

Implied regulatory 
interest rate

An entity can choose to disregard any implied regulatory interest rate that 
would have been derived from the terms of the regulatory agreement 
before the date of transition. 

This relief means an entity can avoid the costs and complexity of applying 
IFRS 20’s implied regulatory interest rate retrospectively before the date of 
transition. 

For example, an entity using this relief would not need to assess whether 
it is required to calculate an implied regulatory interest rate in a case of 
uneven interest rates if the interest rate specified is even going forward 
from the date of transition. 

IFRS 20.C12, BC296 Use of hindsight An entity can use hindsight at the date of transition when applying IFRS 
20’s requirements; for example, when estimating the cash flows of a 
regulatory asset or liability.

Without this relief, an entity would need to recreate the circumstances 
in which it would have made assumptions and judgements in applying 
IFRS 20’s requirements. This could be problematic if the historical 
information to do this was missing. 
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Is an entity required to adjust goodwill for regulatory assets or regulatory liabilities 
that relate to past business combinations? 

IFRS 20.BC299–301 No. The IASB considered requiring an entity to adjust the carrying amount of goodwill from a past 
business combination for the net amount of the transition adjustment relating to the regulatory assets 
that were acquired and regulatory liabilities that were assumed in that business combination.

However, the IASB decided instead to require entities to adjust the opening balance of retained 
earnings (or some other component of equity). Its reasoning was that:

•	 some adjustments might be unrelated to the goodwill recognised at the date of acquisition; and

•	 requiring entities to adjust the opening balance of retained earnings would avoid the need for 
entities to differentiate between regulatory assets acquired and regulatory liabilities assumed in a 
past business combination and those originated in another way.

7.2.3	 Interim financial statements 

IFRS 20.C14	 In the first year of applying IFRS 20, an entity that applies IAS 34 Interim Financial Reporting is required 
to present in its condensed interim financial statements each heading and subtotal it expects to use in 
its annual financial statements for that year.

IFRS 20.C14	 This is despite paragraph 10 of IAS 34, which requires an entity to include each of the headings and 
subtotals that were included in its most recent annual financial statements. The entity instead applies 
the requirements in paragraph 10 of IAS 34 for headings and subtotals in condensed interim financial 
statements after it has issued its first set of annual financial statements prepared under IFRS 20.

IFRS 20.C15	 An entity preparing interim financial statements under IAS 34 in the first year of applying IFRS 20 is 
required to:

•	 present adjusted comparative information for the comparative interim period and the cumulative 
comparative interim period of the immediately preceding financial year; and

•	 disclose in the notes – as part of the information required by paragraph 16A(a) of IAS 34 on the 
nature and effect of any changes to accounting policies and methods since the last annual financial 
report – the amounts previously presented for each line item affected in:

	– the financial statements for the comparative interim period; and

	– the cumulative comparative interim period of the immediately preceding financial year.

IFRS 20.C2, C16	 Entities are permitted, but not required, to:

•	 present adjusted comparative information for any earlier comparative interim periods presented. 
If an entity does present comparative information for any earlier interim periods, then the date 
of transition becomes the beginning of the earliest adjusted cumulative comparative interim 
period presented; and

•	 disclose in the notes the information required by paragraph 16A(a) of IAS 34 for the current interim 
period or any earlier comparative interim periods presented.

IFRS 20.C17	 If an entity presents in its primary financial statements or discloses in the notes unadjusted 
comparative information for any earlier interim periods presented, it is required to:

•	 clearly identify the information that has not been adjusted;

•	 disclose that it has been prepared on a different basis; and 

•	 explain that basis.
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Is an entity required to present a third statement of financial position when preparing 
condensed interim financial statements under IAS 34?

IAS 1.BC33,  
IAS 34.BCZ5A, 
Insights 2.1.40.20

No. IAS 34 does not require a third statement of financial position in condensed interim financial 
statements. Additional comparatives may be presented voluntarily or to meet regulatory 
requirements.

7.3	 Withdrawal of IFRS 14
IFRS 20.C18	 IFRS 20 supersedes IFRS 14.

	 Entities that applied IFRS 14 will transition to the new requirements with no carry-forward of their 
previous accounting under IFRS 14.

Is there any specific transition relief for entities that previously applied IFRS 14?

No. Entities that previously applied IFRS 14 will be required to follow the same transition 
requirements as other entities when they apply IFRS 20 for the first time. 

IFRS 14 did not set out an accounting model for regulatory deferral accounts. Instead, it permitted 
an entity to ‘grandfather’ aspects of its accounting under previous GAAP on transition to 
IFRS Accounting Standards. IFRS 14’s presentation and disclosure requirements also differ from 
those in IFRS 20.

As a result, entities that previously applied IFRS 14 may see significant changes in their financial 
statements on transition to IFRS 20.
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	 Key terms and definitions
Term Definition

Allowable expense An item of expense, as defined in IFRS Accounting Standards, for which 
a regulatory agreement provides compensation by adding an amount in 
determining a regulated rate to be charged by an entity. 

Allowed revenue The total amount of compensation that a regulatory agreement entitles an 
entity to charge customers through regulated rates in a period.

Chargeable income An item of income, as defined in IFRS Accounting Standards, for which a 
regulatory agreement makes a deduction of an amount in determining a 
regulated rate to be charged by an entity. 

Regulated rate A price determined by a regulator that an entity charges for goods or 
services supplied to customers in a period. 

Regulator A body that is required by law or regulation to apply a regulatory agreement 
to determine a regulated rate (or a range for the regulated rate). 

Regulatory 
agreement 

An agreement that creates a set of enforceable rights and enforceable 
obligations that prescribes how a regulator determines a regulated rate (or a 
range for the regulated rate). 

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 regulatory 
goods or services already supplied has not yet been included in revenue 
recognised from contracts with customers applying IFRS 15. 

Regulatory capital 
base

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.

Regulatory 
depreciation

The systematic allocation by a regulator of an amount of a regulatory capital 
base to be added in determining a regulated rate.

Regulatory expense Expense arising from changes in a regulatory asset or a regulatory liability. 

Regulatory goods or 
services 

Goods or services supplied by an entity to comply with a regulatory 
agreement. 

Regulatory income Income arising from changes in a regulatory asset or a regulatory liability. 

Regulatory interest 
rate

The interest rate specified or implied by a regulatory agreement to provide 
compensation for the time period until recovery of a regulatory asset or to 
make a deduction for the time period until fulfilment of a regulatory liability.

Regulatory liability An enforceable present obligation, created by a regulatory agreement, 
to deduct 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 regulatory goods or services to be supplied in the future 
has already been included in revenue recognised from contracts with 
customers applying IFRS 15. 
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Term Definition

Regulatory return The return on the regulatory capital base resulting from the rate of return a 
regulatory agreement applies to a regulatory capital base.

Total allowed 
compensation (for 
regulatory goods or 
services)

The amount of compensation to which a regulatory agreement entitles 
an entity for regulatory goods or services supplied in a reporting period. 
The amount might be charged through regulated rates in either the same 
period as the entity applies the regulatory goods or services, or a different 
period.
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	 List of examples 
Title Section

Example 1 – Rate set by Board of Directors in accordance with statute 1.3.2

Example 2 – Rate determined by parent company 1.3.2

Example 3 – Rate set under a legal framework subject to regulatory approval 1.3.3

Example 4 – Regulatory agreement with flexibility in the rate to be charged 1.3.3

Example 5 – No timing differences created by the regulatory agreement 1.3.4

Example 6 – Timing difference created by the regulatory agreement 1.3.4

Example 7 – IFRIC 12 arrangement out of scope of IFRS 20 1.4.1

Example 8 – IFRIC 12 arrangement in scope of IFRS 20 1.4.1

Example 9 – Total allowed compensation 2.2

Example 10 – Analysis of timing differences 2.3

Example 11A – Measurement difference 2.3.2

Example 11B – Measurement and timing difference 2.3.2

Example 12 – Timing difference for allowable expenses related to a depreciable asset 
added to a regulatory capital base

2.4.1.1

Example 13 – Recognition of regulatory asset not permitted for allowable expenses related 
to a depreciable asset added to the regulatory capital base

2.4.1.1

Example 14 – Timing difference for an allowable expense that does not arise from 
depreciable or amortisable assets added to a regulatory capital base 

2.4.1.1

Example 15 – Recognition of regulatory asset not permitted for allowable expenses that do 
not arise from depreciable or amortisable assets added to a regulatory capital base

2.4.1.1

Example 16 – Timing difference from use of estimated input costs 2.4.1.2

Example 17 – Timing difference from gain on a futures contract 2.4.1.2

Example 18 – Regulatory return included in regulated rate for the period when it arises 2.4.2.1

Example 19 – Regulatory return on asset not available for use 2.4.2.2

Example 20 – Estimate of inflation 2.4.3.2

Example 21 – Annual performance incentive 2.4.4

Example 22 – Performance period extends beyond the reporting period 2.4.4.1

Example 23 – Performance incentive dependent on more than one performance criterion 2.4.4.2

Example 24 – Allowed revenue and quantity variances 2.4.5

Example 25 – Income taxes that affect regulated rates 2.4.6
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Title Section

Example 26 – Direct relationship between regulatory capital base and depreciable assets 3.2.1

Example 27 – No direct relationship – Total expenditure approach 3.2.1

Example 28 – Reassessment of direct relationship following changes in terms of 
regulatory agreement

3.3

Example 29 – Regulatory asset 4.1.1

Example 30 – Regulatory liability 4.1.2

Example 31 – Single unit of account 4.1.3

Example 32 – Boundary of regulatory agreement 5.2.1

Example 33 – Additional cash flows following reassessment of the boundary of a 
regulatory agreement

5.2.1

Example 34 – Uneven regulatory interest rate 5.3.2

Example 35 – Provision for environmental clean-up 5.5
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	 List of insights
Title Section

Is IFRS 20 optional? 1.3

Does IFRS 20 apply if only a single regulatory asset or regulatory liability is created under 
the regulatory agreement?

1.3

Are financial instruments with regulated interest rates scoped out of IFRS 20? 1.3

Does IFRS 20 require the regulatory agreement to be in a specified form? 1.3.1

Is the legal form of a regulatory agreement important? 1.3.1

Does IFRS 20 cover other rights and obligations created under the regulatory agreement? 1.3.1

Does a regulator always need to be independent? 1.3.2

Can an entity self-regulate? 1.3.2

Does the regulatory rate need to be designed to recover the entity’s costs? 1.3.3

Are all service concession arrangements in the scope of IFRIC 12 also in the scope of 
IFRS 20?

1.4.1

Has the IASB made a practical assumption that recognition of an allowable expense or 
chargeable income under IFRS Accounting Standards is related to its supply of regulatory 
goods or services?

2.2

Is the proposed approach to performance incentives consistent with IFRS 15? 2.4.4.1

Can part of the regulatory capital base have a direct relationship with a related item? 3.2

Is the meaning of ‘undue cost or effort’ defined? 3.2

Are the indicators of there being a direct or no direct relationship exhaustive? 3.2

Is the meaning of ‘sufficiently similar’ defined? 3.2.1

Is there a practical expedient for other related items? 3.2.2

Is an entity required to undertake an exhaustive search for evidence to support 
enforceability?

4.2.2

Does the enforceability assessment depend on the certainty of the existence of the 
present right or present obligation?

4.2.2

Is uncertainty related to timing or amount considered when assessing whether a 
regulatory asset or regulatory liability exists?

4.3

Does the same recognition threshold apply to regulatory assets and regulatory liabilities? 4.3

Does an entity recognise regulatory assets or regulatory liabilities when there is significant 
measurement uncertainty?

4.3

Does IFRS 20 provide specific guidance on derecognition of regulatory assets arising from 
a securitisation transaction?

4.6.2

Why is the boundary of the regulatory agreement important? 5.2.1
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Title Section

Does the probability of whether a right to renew or cancel a regulatory agreement will be 
exercised matter?

5.2.1

Does reassessing the boundary result in the recognition of new regulatory assets and 
regulatory liabilities, or is it a remeasurement?

5.2.1

Which sources of uncertainty are reflected when estimating future cash flows? 5.2.2

Does IFRS 20 specify a probability threshold? 5.2.3

Are regulatory assets subject to the requirements for non-financial assets under IAS 36 
Impairment of Assets?

5.2.3

What is the effect of discounting estimated future cash flows using the regulatory interest 
rate?

5.3.1

Why is the regulatory interest rate used as the discount rate? 5.3.1

Can the regulatory interest rate used as the discount rate be zero? 5.3.1

Does the guidance on uneven regulatory interest rates apply to regulatory interest rates 
based on an interest rate benchmark?

5.3.2

Why does IFRS 20 provide the measurement exception? 5.5

Is regulatory income or regulatory expense required to be presented separately from 
IFRS 15 revenue?

6.1.1

Is an entity required to disaggregate the components of regulatory income or expense in 
the statement of profit or loss?

6.1.1

Why are regulatory items presented separately from items accounted for under other 
IFRS accounting standards?

6.1.2

Can an entity offset regulatory assets and regulatory liabilities that are separate units of 
account?

6.1.2

Is the overall disclosure objective similar to that in IFRS 14? 6.2.1.3

Why does IFRS 20 not address disclosures for the statement of cash flows? 6.2.1.3

Does an entity need to disclose the amount of unrecognised regulatory assets and 
unrecognised regulatory liabilities?

6.2.3.2

Does an entity need to disclose the amount of its regulatory capital base? 6.2.5

What is the earliest date IFRS 20 can be adopted from? 7.1

Will early adoption be attractive to some entities? 7.1

Is early adoption without cost? 7.1

Can an entity early adopt IFRS 20 for an annual reporting period if it has already published a 
set of interim financial statements for that period?

7.1

Are there specific transition requirements for a first-time adopter of IFRS Accounting 
Standards?

7.1

Can IFRS 18 adoption be deferred to align with the effective date of IFRS 20? 7.1
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Title Section

Is an entity required to present a third statement of financial position as at the date of 
transition?

7.2.1

Is an entity required to adjust goodwill for regulatory assets or regulatory liabilities that 
relate to past business combinations?

7.2.2

Is an entity required to present a third statement of financial position when preparing 
condensed interim financial statements under IAS 34?

7.2.3

Is there any specific transition relief for entities that previously applied IFRS 14? 7.3
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