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Executive summary

The International Accounting Standards Board (IASB) has issued some amendments to IFRS 9
Financial Instruments and to IFRS 7 Financial Instruments: Disclosures to help entities apply these
standards to contracts for renewable energy. The amendments also include changes to IFRS 19
Subsidiaries without Public Accountability: Disclosures to reflect the amendments to IFRS 7.

Background

Contracts that reference nature-dependent electricity production, also known as power purchase
agreements (PPASs), are contracts to buy and take delivery of electricity that is produced from
nature-dependent sources. As generation of renewable energy has increased, so has the number
of PPAs.

The IFRS Interpretations Committee (IFRIC) received requests for clarification on how IFRS 9
should be applied to these contracts, and following stakeholder feedback the IASB decided to add
a narrow-scope standard-setting project to its work plan to address these issues.

The amendments

Amendments to IFRS 9

The amendments include detail on which PPA contracts can be used in hedge accounting, and
the specific conditions allowed in such hedge relationships.

The amendments specifically target the use of PPAs as designated hedging instruments in
gualifying hedge relationships. The amendments specify that for such a hedging relationship, the
hedged item may be designated as a variable nominal amount of forecast electricity transactions,
which is aligned with the variable amount of electricity that is expected to be delivered under a
PPA designated as the hedging instrument.

In the application guidance, the amendments set out that some PPA contracts will expose entities
to volume risk, the risk that they may have to buy electricity during a window in which they cannot
use the electricity, or sell electricity that it cannot use within a specified period of time. The
amendments clarify that these features are not necessarily inconsistent with a contract held in
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accordance with the entity’s expected usage requirements. The entity needs to determine in these
situations whether or not they are still a net purchaser of electricity, and in making this
determination they need to consider all reasonable and supportable information about past,
present and future electricity transactions.

All of the existing hedge accounting requirements included in IFRS 9 still apply.

Amendments to IFRS 7
The amendments introduce new disclosure requirements for contracts referencing nature-
dependent electricity as defined in the amendments to IFRS 9.

For such contracts, an entity is now required to disclose the following:

¢ Information about contractual features that expose the entity to variability in the underlying
amount of electricity, and the risk that the entity may be required to purchase electricity when
they are unable to use it;

¢ Information about unrecognized commitments from such contracts at the reporting date
including estimated future cash flows and a qualitative assessment of whether a contract may
become onerous; and

¢ Qualitative and quantitative information about the effects of these contracts on the entity’s
financial performance for the reporting period. This includes information on the costs of
purchasing electricity under the contract and how much was unused, the proceeds from the
sale of unused electricity and the cost of any purchases of electricity made to offset sales of
unused electricity.

IFRS 19 is also amended to include these requirements, so there will be no relief for entities
applying IFRS 19 for these contracts.

Effective date

The amendments are effective for periods starting on or after January 1, 2026, with early
application permitted. The amendments to IFRS 7 must be applied at the same time as the
amendments to IFRS 9.

The requirements related to identifying in-scope PPAs must be applied retrospectively in
accordance with IAS 8 using facts and circumstances at the date of initial application of the
amendments. The amendments related to designated hedging relationships should be applied
prospectively to new hedging relationships designated on or after the date of initial application.
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Our thoughts

We welcome these amendments from the IASB. PPA contracts are increasing in frequency, and
we expect these to become increasingly used as demand for renewable energy will increase in
the coming years. The amendments will be helpful in bringing more consistency to accounting for
these contracts.

Due to their narrow scope, we do not expect that these amendments will impact a significant
number of entities. They will primarily be relevant to larger entities with well-developed finance
and risk teams who are familiar with the hedge accounting requirements set out in IFRS 9.
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