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List of Acronyms 

USOA Uniform System of Accounts 

COA Chart of accounts 

IFRS International Financial Standards 

ED Exposure Draft 

IASB International Accounting Standard Board 

DP Discussion Paper 

GAAP Generally Accepted Accounting Principals 

1.0 Uniform System of Accounting Concept Paper 

The purpose of this report is to introduce Uniform System of Accounting (USoA) 
main features to reader. 

USoA is a regulatory tool to control tariffs, license monitoring and benchmarking of 
rate-regulated entities. 

There are a number of businesses worldwide for whom regulators set the prices that 
can be charged to customers for services rendered and products delivered. Typically 
this takes place because of excessive market power or monopolistic character of 
these businesses; so called rate regulated entities. Generally Regulators set tariffs 
for a future period normally based on costs of operations of an entity from a historical 
period and adjustments are made for divergences from budgeted amounts in future 
period rates. 

At some periodicity, rate-regulated entities report to the energy regulator regarding 
their costs incurred and/or costs planned for rate making purposes. The regulator 
should be able to effectively review, analyze and verify the provided information. This 
reveals the necessity of a well-designed Uniform System of Accounting to be in 
place. Since the entity’s revenue requirement is based on entities reported costs plus 
return on capital employed, the regulator should be entitled and capable to verify 
reported costs. 

Generalizing contents of USoA of different countries we may say, that USoA is a set 
of documents with following essence: 

 Chart of accounts, Name and Numerical Code 

 Instructions on classification for those accounts 

 Instruction on year-end closing entries 

 Instructions on non-current asset issues such as valuation, depreciation & 

amortization 

 Accounting manuals 

 Guidance on cost allocation issues of the entity 

 Definitions of terms used in documents relating and referring to USoA 



 

 Data requirements for USoA - i.e. list of information utility company should 

record throughout reporting period, i.e. not just information in monetary value, 

but in item quantities terms as well. 

 Document on regulatory auditing, its frequency and purpose, with focus on 

most important issues during audit, such as purchases and cost allocation. 

The information recorded in the manner prescribed by regulator is grouped in 
reporting forms developed by regulator as well. These forms are mostly of financial 
and technical character and they are supplied regularly (annually, quarterly, 
monthly). The ultimate purpose of forms supplied to regulator directly or indirectly is 
to control reliability of utility company operations, make benchmarking and calculate 
tariffs. 

It is very important that every line item in reporting forms has a clear reference in the 
chart of accounts, i.e. it should be identifiable and traceable source information for 
data reported in the forms. 

The method of supplying the forms to the energy regulator differs between countries 
- ideally forms should be uploaded on regulators portal. Although from practice we 
know, that other, less developed means of information transfer is still in place. 

In dealing with cost information provided by entities, one of the sensitive matter is to 
put clear delineation between regulated and non-regulated activities, i.e. expenses 
not related to regulated activities should not be burdened by regulated customers. 

In modern corporate governance, there are strongly stressed matters such as 
agency theory – i.e. one party is principal and another - agent (in our case regulator 
and rate-regulated entity, respectively). Agent is accountable to principal and it 
should not be any surprises in doing so, i.e. since entity decides to operate in rate-
regulated business it should be well aware of its responsibilities to report fairly, 
professionally and not make interference during auditing process conducted by 
agent. 

USoA for rate-regulated entities in the electricity sector is introduced by relevant 
authoritative bodies in a great number of countries. Of course there are differences 
between different countries USoA due to their sizes, development extent, level of 
unbundling, established corporate governance issues, level of privatization of 
electricity sector, capacity of a Commission to implement its own policies, etc… 

Important for effective functioning of USoA is the extent of its presence in countries 
legislation, the extent of specification and the clarity of wording in subsequent legal 
documents. Also there is economic trade-off between costs and benefits that the 
USoA should bring for each country. Conducting USoA requires the regulator to 
have a trained team on accounting, financial, operating and technical issues of rate-
regulated entities. 

While analyzing different country USoA-s and related legislative documents, 
following topics are very important to consider: 

 Unrestricted access of the regulator (and/or assigned third party) to all rate-

making information of utilities. 



 

 Dispute regarding USoA compatibility with IFRS (International Financial 

Reporting Standards), regarding this we should notice, that there is project 

issued by IASB1 (International Accounting Standards Board) on new standard 

on Rate-Regulated activities, it is in exposure draft stage as yet. Document 

focuses on rate-regulated assets and liabilities, their recognition, 

measurement and disclosure, to give snapshot we will cite paragraph #8 of 

“Rate-regulated Activities” Standard ED (Exposure Draft): 

“An entity shall recognize: 

a) A regulatory asset for its right to recover specific previously 
incurred costs and to earn a specified return, or 

b) A regulatory liability for its obligation to refund previously collected 
amounts and to pay a specified return 

When it has the right to increase or the obligation to decrease rates in future 
periods as a result of the actual or expected actions of the regulator.” 

This is great wording of main divergence of accounting for regulated and non-
regulated purposes, i.e. regulator may count current spending as an asset and let 
entity recover them from future rates (normally it would be expensed in current 
period), or vice versa – regulator may deem as excessive or unnecessary (i.e. spent 
not for regulatory purposes) cost incurred in reporting period and impose liability 
through reducing future periods rate. 

As a short summary we may say, that: 

To develop effective and well-functioning USoA is important for Georgia, because 
when USoA is in place: 

 Rates are transparent and this is very sensitive point for the Country 

 The fact that USoA exists raises credibility of Country electricity sector, while 

Georgia is involved in international energy projects and has potential and 

intention to increase these activities. 

 Projections are more effective to do since effective and reasonable cost 

estimations and reasonable future revenue requirements are possible to 

achieve. 

 There is no window dressing and creative accounting in reported forms of 

entities, since they are filled according to regulator’s requirements and 

regulator has tools to audit information provided by company. 

 The regulator has legal tool to ask for well-designed accounting and operating 

information of rate-regulated entities. 

2.0 Overview of IFRS Project Rate-regulated Activities. 

Below is given short summary of current status of IFRS Project - Rate-regulated 
Activities. 

                                            

1
 http://www.ifrs.org/Current-Projects/IASB-Projects/Rate-regulated-activities/Pages/Rate-regulated-

activities-oct.aspx# 



 

Overview of the IFRS project: 

“The objective of the Rate-regulated Activities project is to determine whether 
IFRSs should be amended to require certain rate regulated entities to 
recognize assets or liabilities arising from the effects of price regulation and/ 
or to require specific disclosures that help financial statement users to 
understand the regulatory environment in which the entity operates”. 
(www.Ifrs.org ). 

This project was initiated first in 2009, but then was suspended due to complexity of 
its nature and scope, also because of diversity of rate-regulations between countries. 

In late 2012 IASB decided to restarting project and assumed that by fourth quarter of 
2013 they’ll publish just DP, and final resolution might not be available before 2016. 

IASB will consider several possible options, e.g. an adoption of new IFRS on Rate-
regulated activities, or just amendments to existing IFRS or a conclusion, that no 
specific requirements need to be developed. 

IASB outlines that USA, Canada and India are in an advanced position to develop 
local GAAP-s on rate-regulated activities. 

The key points we can outline from discussions and questions regarding rate-
regulated activities IFRS are: 

1. How rate-regulated entities differ from non-regulated ones 
2. Can rate-regulated entities capitalize expenditures which regulator agrees to 

collect from customers over time? 
3. What kind of rate-regulated entities should be subject of above mentioned 

IFRS? - Just ones applying cost-of-service rate-regulation or some other 
entities as well _ e.g. ones applying incentive-based rate regulation. 

4. Should IASB introduce interim IFRS or not. 
5. What are main recognition and measurement criteria for regulatory assets and 

liabilities? 

Project is actively monitored by DTT LLC and extensive materials on rate-regulated 
activities can be found on http://www.iasplus.com/en/projects/project50 . 
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