Norsk RegnskapsStiftelse Q’Lg

7 August 2024

International Accounting Standards Board
Email: commentletters@iftrs.org

Cc: EFRAG

Dear Sir/Madam

Exposure Draft — Contracts for Renewable Electricity

Norsk RegnskapsStiftelse (the Norwegian Accounting Standards Board, NASB) welcomes
the opportunity to comment on the proposals in the Exposure Draft (ED) Contracts for
Renewable Electricity.

We support the main proposal of the exposure draft. The draft amendment addresses
important challenges related to the electricity market in a timely manner and is a satisfying
contribution to resolving accounting issues related to long-term electricity supply contracts.

Assuming the proposed amendments are finalised in the fourth quarter this year, we believe
that mandatory implementation as of January 1, 2025, is too burdensome for entities with
many contracts and/or complex issues. We also notice that the endorsement processes will be
challenging to complete in time for application in interim reporting for 2025. We therefore
suggest mandatory application as of January 1, 2026, with early adoption permitted.

We acknowledge that this project is narrow in scope. However, the interplay between the
scope paragraph and the related text in the basis for conclusions can be perceived to limit the
application for electricity produced based on water, which we do not support.

Further, we believe there might be a basis for amending the hedge accounting requirements to
cover other situations when the requirements create what is sometimes referred to as artificial
ineffectiveness and see a potential for further expanding the eligibility of the own-use
exception to some additional power contracts. However, in the interest of time, we propose
that the IASB assesses such further amendments at a later stage.

Our detailed comments to the questions in the ED are provided in the Appendix.
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Should you wish to further discuss our comments, please do not hesitate to contact Karina

Vasstveit Hestds or Bjern Einar Strandberg

Yours faithfully,

?
Bjorn Einar Strandberg

Chair of the Technical Committee on IFRS
bjorn.einar.strandberg@pwc.com



Appendix 1 — our comments

Below we provide our responses to the questions in the ED.

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?

We agree that the proposed scope covers the most challenging aspects of power purchase
agreements (PPAs), i.e. contracts with ‘pay-as-produced’ features for electricity from
renewable sources, and in particular provides relief in the application of the own-use
requirements when accounting for such contracts for consumers of electricity. Furthermore
the proposed scope provides a welcomed change in the hedge accounting requirements for
both virtual PPAs and physical PPAs failing own use, with significant improvements for
producers of electricity.

Although we appreciate the IASB’s narrow scope for these amendments, limiting the risk of
unintended consequences, we ask the IASB to consider whether the current wording of
paragraph 6.10.1 (b) is intended to be interpreted as narrowly as to only cover contracts with
‘pay-as-produced’ features. Due to the mechanics of the electricity market, volumes to be
delivered under a ‘pay-as-produced’ contract typically has to be nominated just hours before
the actual production, with short term balancing mechanisms at even shorter timeframes. We
urge the IASB to ensure that the wording will include such ‘pay-as-forecasted’ contracts
which in practice have identical or similar volume risk allocation.

We appreciate the reference to production facilities in scope in paragraph 6.10.1(a) that refers
to sun, wind and water as examples, which provides a good framework for the regulation.
However, the wording in BC9 creates some uncertainty. BC9 indicates that some contracts for
hydroelectricity are scoped out. The way we see it, all hydroelectric power production is
nature dependent, and not capable of guaranteeing specific quantities of electricity at any time
due to dependency on the availability of water in the river or reservoir, except if assessed over
a short period, and only for production units with a large reservoir. In our view, the wording
of BC9 is therefore not helpful in assessing the scope of the proposed amendment.
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Using the term “Renewable Energy” could lead to some ambiguity due to how it inter-
operates with Renewable Energy Certificates (RECs) or similar instruments, as also referred
to in the project documents. We propose clarifying the wording in the final document.
Possible wording in paragraph 6.10.1 might be electricity from renewable energy sources
rather than renewable energy, or another wording reflecting that the scope refers to
characteristics of the production facility rather than the labeling and the features of the
electricity in the marketplace.

We would like to ask the IASB to explore whether the hedge accounting relief could be
expanded to apply to contracts for other commodities when the contractually agreed volume
varies with a hedged, physical volume, so that there is no real ineffectiveness in the hedging
relationship. We acknowledge that this project is narrow in scope, and agree to the urgency of
the project, and will therefore propose that the IASB assess such an extension at a later stage.

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
[FRS 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?

We support the proposed amendments, making the own-use exception available to contracts
within the scope of the amendment.

We believe the requirement to consider receipt and consumption of electricity over a period
which is shorter than the contract in total but allowing for absorbing natural variation in the
production pattern for electricity, is reasonable. However, we are concerned that the example
of one month in 6.10.3(b)(iii) for absorbing the net sales through future net purchases could
be interpretated as a maximum time frame. For instance, during the stormy season, offshore
wind production can be well above normal production levels for periods that can span weeks.
We believe the period should reflect production patterns relevant for the production facility in
question. Hence, we suggest deleting the example of one month, or extend the wording to
underline that the features of the production facility may indicate that a longer period is
‘reasonable’.
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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?

We agree with the proposed amendments to the hedge accounting requirements.

For sellers, the designation of a variable nominal volume that mirrors the hedging instrument
better reflects the economic relationship between the hedged item and hedging instrument, as
the electricity produced is being fully hedged. We note that the amendments will remove the
potential ‘false ineffectiveness’ related to a profile mismatch arising from differences in
designated forecasted produced and sold electricity volumes and actual electricity volumes.
This ‘false ineffectiveness’ arises today because of the static designation of the hedged item
and does not represent true ineffectiveness given that the volumes are still economically
hedged through the hedging instrument. That is, the notional amount of the derivative
designated as a hedging instrument (the PPA/VPPA) varies depending on the outcome of the
hedged item (forecasted sales).

For purchasers, the proposed changes will similarly improve application of hedge accounting
by allowing an entity to identify the hedged item by reference to the hedging instrument,
which we support.

We observe the significant inherent complexity of the hedge accounting proposals, however,
we believe that these challenges best will find their resolution in practice rather than through
additional detailed guidance.

We would encourage the IASB to assess an extension of these amendments to similar fact
patterns where there is a contractual volumetric link between the hedged item and hedging
instrument (i.e. load-following swaps). As we appreciate the timeliness of the amendments,
we would suggest that this is considered as a part of the upcoming Post-implementation
Review of the hedge accounting requirements of IFRS 9.
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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?

We agree that there is a need for additional disclosures about contracts within the scope of the
amendment and how those contracts expose (relieves) the parties to (from) risks.

The disclosures in 42T seem reasonable and well balanced.

However, we find the proposed disclosures in 42U and 42V overly extensive and
burdensome. These disclosures cover aspects of energy cost, pricing and price risks also for
contracts outside the scope of the amendment and therefore should, in our view, not be
introduced as part of this narrow-scope project. Further, we are not convinced that this
information is useful for the users of the financial statements.

The proposed IFRS 7.42U seems to require disclosures about contracts that are outside the
scope of IFRS 7, and rather in scope of IFRS 15. We find that problematic. In our view, the
disclosure requirements in IFRS 15 are sufficient for contracts within its scope. Should the
IASB conclude that additional disclosures are required, we suggest any amendments are
included in IFRS 15 rather than IFRS 7.

We find the proposed requirements in IFRS 7.42V (b) to (d) particularly problematic. To
fulfil these quantitative disclosures, it is necessary to capture information that may be
unrelated to ‘pay-as-produced’ contracts in a company’s sourcing portfolio as price
differences can be substantial between fixed-price contracts with a known profile and the
often highly volatile average spot prices.



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.

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?

We have not assessed the proposal for IFRS 19.

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?

We agree to the proposed transition requirements for the amendments to the own-use
requirements. However, we propose to allow for full retrospective application of the
amendments to the hedge accounting requirements to prevent the recognition of a fair value of
a VPPA on the effective date that may create ineffectiveness going forward.

We further suggest that the fair value option in IFRS 9.2.5 should be available.



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.

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?

We find the implementation date challenging. The information required to apply the proposed
amendments may not be readily available. For example, information about the assessments of
expected purchases and sales for ‘pay-as-produced’ contracts may not be maintained for
contracts concluded not to meet the current own-use requirements, and may be time-
consuming to prepare, in particular for companies with a large number of such contracts. We
therefore propose to require the amendments to be applied for annual reporting periods
beginning on or after 1 January 2026 with early adoption permitted.
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