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Accounting Policy Practices in Regulated Companies:
KEPCO and KOGAS

Kyoung-Ha Kim* - Sewon Kwon™*

— I ABSTRACT

This study examines the factors behind the divergent financial performances
of Korea Electric Power Corporation (KEPCO) and Korea Gas Corporation
(KOGAS), two public utility companies with similar cost and revenue structures
but differing accounting policies. Both entities implement fuel price indexation
to adjust their pricing in response to fluctuations in fuel prices. However,
KEPCO does not recognize recoverable costs as assets due to the absence of
explicit government assurances, whereas KOGAS, backed by such assurances,
records them as account receivables—resulting in more favorable reported
profitability and better financial condition. These differences in accounting
policies significantly affect key financial indicators such as operating income,
debt levels, and interest expenses. Nevertheless, international credit rating agencies
assign similarly low standalone credit ratings to both firms, suggesting that
KOGAS's reported earnings are considered less reliable with respect to recoverability.
This highlights how accounting policies can influence the perceived reliability
and usefulness of financial information, and how reported financial statements
may not fully reflect the underlying economic reality of a firm. The study
underscores two key implications: (1) the importance of government assurances
and the perceived feasibility of cost recovery in shaping accounting and pricing
policies for public-sector entities; and (2) the need for greater alignment between
financial disclosures and credit evaluations, particularly in light of the upcoming
adoption of the IFRS standard on regulatory assets and liabilities.
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