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Dear Madame, dear Sir,

On behalf of the Austrian Financial Reporting Advisory Committee (AFRAC), the privately organised
standard-setting body for financial reporting and auditing standards in Austria, we appreciate the
opportunity to comment on the Exposure Draft “Contracts for Renewable Electricity Proposed
amendments to IFRS 9 and IFRS 7”.

Principal authors of this comment letter were Konstanze Amtrup, Konrad Fuhrmann, Christian Grol3,
Michael Hammer, Christian Hoéllerschmid, Anna Ledermiiller, Gerhard Margetich (chair), Roland
Nessmann and Anita Seiwald. In order to ensure a balanced Austrian view on the consultation, these
authors have different professional backgrounds.

Best regards,
Romuald Bertl
Chairman



FRAC

Comments on Exposure Draft — “Contracts for Renewable Electricity Proposed
amendments to IFRS 9 and IFRS 7”

Question 1—Scope of the proposed amendments

Paragraphs 6.10.1-6.10.2 of the proposed amendments to IFRS 9 would limit the application of
the proposed amendments to only contracts for renewable electricity with specified characteristics.

Do you agree that the proposed scope would appropriately address stakeholders’ concerns (as
described in paragraph BC2 of the Basis for Conclusions on this Exposure Draft) while limiting
unintended consequences for the accounting for other contracts? Why or why not?

If you disagree, please specify with which aspect of the proposals you disagree. What would you
suggest instead and why?

AFRAC’s response Question 1:

We agree with the scope of the proposed amendments. However, we find that further explanations
and clarifications should be added as the proposed standard text may be misleading in the following
aspects:

Our understanding of the proposal is for a narrowly defined set of contracts and allows (a) the
substitution for the own-use assessment of quantities in a contract with quantities arising outside the
contract that are to be used within a short time period from the delivery of the quantities in the contract
and (b) the identification of the hedged item to be conducted by reference to the hedging instrument
while at the same time removing a “highly probable” condition for the sellers.

While this proposal may create the desired outcome for some contracts, they represent significant
deviations from the current regulation. We are of the opinion that it must be very clear when to apply
these proposals, moreover, the extent of the proposals must be distinct and not subject to principle-
based assessments.

The proposed scope is circumscribed to contracts of renewable electricity that meet two requirements.
First, their source of production is nature-dependent and, therefore, the volume of electricity is not
guaranteed and second, the volume risk lies with the purchaser. Most PPAs where the volume risk
lies with the purchaser and the volume of electricity is not guaranteed will be captured by the scope
defined by the IASB. Using the term “renewable electricity” in paragraph 6.10.1 of the ED may add an
unnecessary layer of complexity.

Against the background of the above-mentioned deviation from core principles in IFRS 9 we question
whether this may lead to inconsistencies with other energy-related contracts, which have different
characteristics as those referring to renewable energy, and whether this may have unintended side
effects on the application of the own-use exemption. The ED requires in paragraph 6.10.1(a) that the
source of production of electricity is nature-dependent so that supply cannot be guaranteed at



specified dates or for specified volumes. It also includes wind, sun and water as examples of such
source of production. Therefore, contracts meeting this requirement are already deemed to be
contracts within the scope of these amendments. But renewable energy production from water is
sometimes not comparable to renewable energy production by photovoltaic or wind power plants. If
“‘water® means run-of-river power plants the comparability is higher; if “water” instead means storage
power plants, the comparability is lower. While storage power plants are, of course, also dependent
on natural inflows (due to rivers, rain or melting snow, etc.), the incomparability results from the
production timing that can be influenced. To list “water” as an example for contracts where the source
of production is “nature-dependent” could be misunderstood. In addition, energy stemming from
biomass combustionl could also be deemed “nature-dependent” (since the combustion process is
dependent on biomass being available); moreover, biomass is also renewable. However, contracts
that are based on energy sales from combustion processes are usually not comparable to (v)PPAs as
the production and volume risk seldom lies with the purchaser.

The volume risk which involves volume and timing should be linked to the characteristics of the
contract (i.e. the volume of electricity to be delivered and/or the timing of the delivery is affected by
the source of production of the conractual electricity) rather than by the energy consumption of the
purchaser. Moreover, the proposals indicate that the contract should expose the purchaser to
substantially all the volume risk in order to be in the scope of the amendments. In our view typical
contracts that meet the characteristics included in paragraph 6.10.1 (a) are subject to volume risk.
Therefore, we suggest removing the term 'substantially all' to avoid confusion. At the same time, we
are concerned that the current draft limits the scope solely to contracts with a 'pay-as-produced'
feature, noting that many contracts within the EU have 'pay-as-forecasted'/'pay-as-nominated'
features and / or contain volume cap, volume floor and/or volume collar features. It is not clear how
the requirements proposed in paragraph 6.10.1 of the ED are to be assessed for tthe latter types of
contracts. We believe that those contracts should also be considered in the proposed amendments,
as they expose the purchaser to similar application issues.

The ED notes in BC9 that the IASB decided not to include other contracts for electricity, such as
contracts for biomass energy and some contracts for hydroelectricity, in the scope of the proposed
requirements because those contracts might only have one of the characteristics described in the
proposed paragraph 6.10.1. In order to assist users to identify contracts, which are not included, it
may also be useful to further elaborate why the IASB considers that no volume risk exists for those
contracts.

One additional consideration regarding the scope pertains to assist users to identify such renewable
energy certificates (RECs). The IASB explains in BC11 that RECs should be addressed in a potential
project on pollutant pricing mechanisms. However, it's worth noting that such a project is currently not
listed among the open or future projects of the IASB. Consequently, we anticipate diversity in practice
and recommend re-evaluating the IASB’s work plan to include a project specifically focused on
pollutant pricing mechanisms. This becomes even more important since sustainability regulation is
increasing and various forms of pollutant pricing schemes are being introduced.

1 We are aware that it is explicitly mentioned that biomass is not included in the scope of the changes imposed by the ED
in BC9. This example is, thus, meant to be understood in a more general sense.



We understand that due to the narrow scope and the time pressure IASB has good arguments for
limiting the scope. However, we find that the logic outlined in paragraph 6.10.5 of the ED is limited to
the contracts included in the scope of the proposed amendments and should not be applied to all load
following swaps from a seller perspective, although we find that such contracts should be eligible to
hedge accounting too. Such contracts are becoming increasingly relevant and we suggest to include
this topic on the agenda for future projects.

Question 2—Proposed ‘own-use’ requirements

Paragraph 6.10.3 of the proposed amendments to IFRS 9 includes the factors an entity would be
required to consider when applying paragraph 2.4 of IFRS 9 to contracts to buy and take delivery
of renewable electricity that have specified characteristics.

Do you agree with these proposals? Why or why not?

If you disagree, please specify with which aspect of the proposals you disagree. What would you
suggest instead and why?

AFRAC’s response Question 2:

We fully agree that an entity - applying the own-use requirements - should not be prohibited from
accounting for contracts to buy renewable electricity as normal purchases solely because of sales that
arise from the characteristics in the proposed paragraph 6.10.1 and the design or operation of the
electricity market, and we support the introduction of specific criteria under which the own-use
exemption shall be applied for PPAs.

But we do not agree to the criterion defined in 6.10.3 (b) (iii) as a prerequisite for own-use accounting
of such contracts. The requirement in 6.10.3.(b) (iii) that the entity expects to purchase at least an
equivalent volume of electricity within a reasonable time (for example, one month) after a sale is
inconsistent with the overall understanding that wind and sun energy production is beyond anyone’s
control. If wind and solar generation exceeds expectations, resulting in unanticipated oversupply that
needs to be sold in the market, the entity may not adjust its consumption correspondingly to comply
with 6.10.3 (b) (iii). Consequently, it may not purchase additional electricity for consumption purposes
within the specified timeframe. The fact that wind and sun occasionally produce more energy than
expected does not necessarily lead to increased energy consumption, which continues as anticipated.
The requirement for an equivalent purchase of electricity remains unclear in such cases. Additionally,
assessing whether an entity can be considered a net purchaser of electricity within a short period, like
one month, may not accurately reflect its overall consumption pattern. The timing of excess electricity
sales and purchases during periods of underproduction is influenced by the seasonal variability of
photovoltaic and wind energy production, as well as by industry-specific consumption patterns.

Paragraph 6.10.3 states that the entity shall consider the application of the own-use exemption at
inception of the contract and at each subsequent reporting date. Due to the given inherent



uncertainties connected to the characteristics of renewable energy contracts as described in the
pervious paragraph we expect that this may lead to frequent changes in the application and
divergence in practice is to be expected. We suggest adding additional guidance and examples how
the assessment shall be performed. The lack of accounting guidance in case that the application of
the own-use exemption shall be changed to fair value accounting or vice versa also leaves room for
divergence in practice. Finally, we would recommend that the reassessment shall only be performed
if significant changes to the contract or the circumstances as described in paragraph 6.10.3 indicate
that a material impact on the financial statements is to be expected.

IFRS 9.2.6 says that a contract is not entered into for the purpose of the receipt or delivery of a non-
financial item in accordance with the entity’s expected purchase, sale or usage requirements and
accordingly is not within the scope of IFRS 9
- when the ability to settle net in cash or another financial instrument, or by exchanging financial
instruments, is not explicit in the terms of the contract, but the entity has a practice of settling
similar contracts net in cash or another financial instrument or by exchanging financial
instruments (IFRS 2.6 (b)); or
- when, for similar contracts, the entity has a practice of taking delivery of the underlying and
selling it within a short period after delivery for the purpose of generating a profit from short-
term fluctuations in price or dealer’s margin (IFRS 2.6 (c))

This may be read that if the two examples IFRS 9.2.6 (b) and (c) apply, the own-use exemption cannot
be applicable, and the contracts are accounted for in accordance with IFRS 9. As we understand, it is
the intention of the IASB that for renewable electricity contracts that fulfil the criteria in the newly
introduced IFRS 9.6.10.1 and IFRS 9.6.10.3 the own-use exemption shall apply and they shall not be
accounted for in accordance with IFRS 9. For this reason, we think it would be relevant to add a
clarification (e.g. in brackets) in IFRS 9.2.6 stating this fact to make this intention also clear in that
paragraph. Otherwise, an inconsistency could arise between the regulations of IFRS 9.2.6 and the
newly introduced IFRS 9.6.10 et seqq.

Question 3—Proposed hedge accounting requirements

Paragraphs 6.10.4-6.10.6 of the proposed amendments to IFRS 9 would permit an entity to
designate a variable nominal volume of forecast electricity transactions as the hedged item if
specified criteria are met and permit the hedged item to be measured using the same volume
assumptions as those used for measuring the hedging instrument.

Do you agree with these proposals? Why or why not?

If you disagree, please specify with which aspect of the proposals you disagree. What would you
suggest instead and why?

AFRAC’s response Question 3:
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We welcome the IASB’s approach splitting the considerations for sellers and purchasers in (v)PPAs
and not requiring the forecasted sales to be 'highly probable' if the hedging instrument is load-following
from the seller’s side.

The proposed amendments seem to reverse the sequence of the hedging logic which is that an entity
identifies an exposure (the then hedged item), the entity risk manages this exposure (the then
identified hedging instrument) and then designates a hedging relationship. Thus, the hedged item
exists, and the hedging instrument is identified and adapted to the hedged item. In paragraph 6.10.4
(a), the volume of the hedged item is instead defined by the volume of the hedging instrument: "the
hedged item is specified as the variable volume of electricity to which the hedging instrument relates".
By defining the volume of the hedged item through the volume of the hedging instrument in case of a
(V)PPA, the proposed amendment aims at ensuring that the consumption profile and the production
profile (profile of the (v)PPA) are fully aligned in the designated hedging relationship and that there is
no potential inefficiency arising from the profile mismatch when assessing the economic relationship.

As noted in the IFRIC’s June 2023 paper, the delivery of the electricity happens at very granular time
intervals, down to 15 minutes or even less in some markets. The assessment of the highly probable
criterion at each of these time intervals can be burdensome for the preparers who are purchasers in
the (v)PPA. Furthermore, we suggest clarifying in paragraph 6.10.4(b) of the ED that 'the variable
volume of forecast electricity transactions designated in the hedging relationship which do not exceed
the volume of future electricity transactions that are highly probable’ should be determined in
accordance with paragraph 6.10.3, i.e. taking into consideration the same criteria which would be
applied to purchase or sales contracts assessed for the receipt or delivery of electricity in accordance
with the entity’s expected purchases or sales.

Question 4—Proposed disclosure requirements

Paragraphs 42T-42W of the proposed amendments to IFRS 7 would require an entity to disclose
information that would enable users of financial statements to understand the effects of contracts
for renewable electricity that have specified characteristics on:

(a) the entity’s financial performance; and

(b) the amount, timing and uncertainty of the entity’s future cash flows.

Do you agree with these proposals? Why or why not?

If you disagree, please specify with which aspect of the proposals you disagree. What would you
suggest instead and why?

AFRAC’s response Question 4:



We agree that it would be useful to provide information related to the financial impacts of the unused
volumes sold back on the market at spot price (in case of physical PPA) in order to allow users of
financial statements to understand how the contracts in the scope of the ED affect an entity’s
performance. However, we do have some concerns as outlined below:

The proposed amendments to the disclosure requirements (paragraphs IFRS 7.42T ff. and
IFRS 19.67A ff. as outlined in the ED) would apply to any entity "that is a party to contracts for
renewable electricity (that have the characteristics in paragraph 6.10.1 of IFRS 9)" regardless of
whether the contracts would otherwise be within the scope of IFRS 9. This requirement would bring
an additional burden to the entities that are a party to contracts for renewable electricity but which
already account for those contracts at fair value through profit or loss in accordance with the current
guidance in IFRS 9. From our point of view, the disclosure requirements proposed in the ED should,
therefore, apply only to those entities that apply the own-use exemption.

The disclosure requirement in IFRS 7.42T of the ED should be mandatory as it relates to the
disclosure of volume by range of periods (replacing "an entity is permitted" by "an entity is required"
in IFRS 7.42T (b)). However, we recommend enabling management to define relevant timeframes
rather than imposing them. Further, the disclosure requirements in paragraph 42T should be
applicable only to the contracts subject to the own-use exemption.

We believe that the disclosure requirements in paragraph 42V of the ED may result in unintended
consequences as we understand that an entity that is a purchaser under contracts for renewable
energy would not only be required to disclose the terms and conditions of these contracts in
accordance with paragraph 42T (a) of the ED but would also be required to disclose the total net
volume of electricity purchased and to justify why there is a difference between the average market
price per unit of electricity in the markets in which the entity purchases electricity (a term which we
believe would need to be defined) and the price per unit under its contracts for renewable energy.
Considering that some of these contracts have a duration of up to 30 years, this requirement may not
only burden an entity but could also lead to potentially misleading information. Furthermore, IFRS
does not require the disclosure of a comparison of contractual prices with average market prices for
other contracts, e.g. lease agreements or contracts to buy or sell other commaodities. Thus, we would
recommend to delete the requirements in paragraphs 42V (c) and (d) of the ED.

In addition, we do not think that the disclosure of the proportion of renewable electricity covered by
the contracts to the total sales/purchases of electricity (IFRS 7.42U and IFS 7.42V (a)) provides useful
and relevant information to be presented in the financial statements. As the scope of the amendments
does not include all contracts for renewable energy, this disclosure will be misleading.

Question 5—Proposed disclosure requirements for subsidiaries without public
accountability

Paragraphs 67A-67C of the proposed amendments to the forthcoming IFRS 19 Subsidiaries
without Public Accountability: Disclosures would require an eligible subsidiary to disclose
information about its contracts for renewable electricity with specified characteristics.
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Do you agree with these proposals? Why or why not?

If you disagree, please specify with which aspect of the proposals you disagree. What would you
suggest instead and why?

AFRAC’s response Question 5:

We think that the requirements proposed within the paragraph 42W of the ED would also be relevant
for the subsidiaries without public accountability, specifically the fact that the entity shall consider how
much detail to disclose and how much emphasis to place on different aspects of the disclosure
requirements, the appropriate level of aggregation or disaggregation, and whether users of financial
statements need additional explanations to evaluate the quantitative information the entity has
disclosed.

Question 6—Transition requirements

The IASB proposes to require an entity to apply:

(a) the amendments to the own-use requirements in IFRS 9 using a modified retrospective
approach; and

(b) the amendments to the hedge accounting requirements prospectively.

Early application of the proposed amendments would be permitted from the date the amendments
were issued.

Do you agree with these proposals? Why or why not?

If you disagree, please specify with which aspect of the proposals you disagree. What would you
suggest instead and why?

AFRAC’s response Question 6:

We welcome the approach outlined in the ED. However, the current ED lacks clear guidance how to
account for changes due to the first-time application - such as: allowing reassessment of elective fair
value according to IFRS 9.2.5. on the transition date or ceasing to apply cash flow hedging when the
contract is switched to be accounted for under the own-use exemption.

Question 7—Effective date

Subject to feedback on the proposals in this Exposure Draft, the IASB aims to issue the
amendments in the fourth quarter of 2024. The IASB has not proposed an effective date before
obtaining input about the time necessary to apply the amendments.
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In your view, would an effective date of annual reporting periods beginning on or after 1 January
2025 be appropriate and provide enough time to prepare to apply the proposed amendments?

Why or why not?
If you disagree, what effective date would you suggest instead and why?

AFRAC’s response Question 7:

Taking into consideration the endorsement process in the EU, we suggest setting the effective date
to the periods beginning on or after 1 January 2026 with early application possible.



