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About the Institute of Singapore Chartered Accountants

The Institute of Singapore Chartered Accountants (ISCA) is the national accountancy body
of Singapore. ISCA’s vision is to be a world-class accountancy body of trusted professionals,
contributing towards an innovative and sustainable economy. There are over 33,000 ISCA
members making their stride in businesses across industries in Singapore and around the
world.

Established in 1963, ISCA is an advocate of the interests of the profession. Complementing
its global mindset with Asian insights, ISCA leverages its regional expertise, knowledge, and
networks with diverse stakeholders to contribute towards the advancement of the
accountancy profession.

ISCA is the Designated Entity to confer the Chartered Accountant of Singapore — CA
(Singapore) — designation.

ISCA is a member of Chartered Accountants Worldwide, a global family that brings together
the members of leading institutes to create a community of over 1.8 million Chartered
Accountants and students in more than 190 countries.

For more information, visit www.isca.org.sg.

About ISCA’s Professional Standards Division

As the national accountancy body, ISCA is committed in supporting our members in their
careers as they progress and rise to challenges faced along the way. ISCA’s Professional
Standards Division provides technical support in areas of audit & assurance, financial
reporting, sustainability reporting, ethics and specialised industries such as capital markets,
banking and finance and insurance; and communicates insights and views to our members
and the wider accountancy community. Through our technical committees that comprise
representatives from various stakeholders in the corporate reporting eco-system, we hear
issues from the ground and conceive initiatives to promote and enhance quality, consistency
and best practices to uphold technical excellence.

About ISCA’s Financial Reporting Committee

ISCA’s Financial Reporting Committee (FRC) comprises representatives from legal and
accounting firms, corporate, regulators and academia in the financial reporting eco-system.

FRC'’s terms of reference include monitoring policy and implementation issues relating to the
development of accounting standards internationally and in Singapore, and to identify,
understand and address accounting issues faced by professional accountants in Singapore,
and provide support through the issuance of guidances.

The terms of reference are executed through FRC with the support of two Sub-Committees,
namely the Core Sub-Committee and the Valuation Sub-Committee.


http://www.isca.org.sg/

Important note:

References made to the publicly available information (including relevant regulations on
RECs in Singapore) are accurate as at the date of issuance of this FRB.

This FRB also contains references to an Agenda Decision issued by the IFRS
Interpretations Committee (IFRIC). Agenda Decisions include explanatory material to
facilitate greater consistency in the application of International Financial Reporting
Standards (IFRS Standards). The broad policy intention of the Accounting Standards
Committee under the Accounting and Corporate Regulatory Authority (ACRA) is to adopt
IFRS Standards as issued by the International Accounting Standards Board (IASB).
Therefore, Agenda Decisions are relevant to entities reporting under SFRS(I). It should
also be noted that while Agenda Decisions do not have effective dates, entities are
expected to implement them in a timely manner if their accounting policies are
inconsistent with an Agenda Decision.

Although this FRB refers to various SFRS(I) standards, the guidance in this FRB is also
applicable to entities applying Financial Reporting Standards issued by the Accounting
Standards Committee.

This FRB is not comprehensive and does not address:

o all possible accounting considerations for all types of PPAs and RECs. The
appropriate accounting treatment of each PPA and REC depends on the entity’s
facts and circumstances, as well as the terms and conditions attached to the PPA
and REC in question.

o hedging considerations as such transactions are highly dependent on the facts
and circumstances, as well as the terms and conditions attached. It should be
noted that in the Amendments to SFRS(I) 9 and SFRS(l) 7: Contracts
Referencing Nature-dependent Electricity (effective 1 January 2026), changes to
SFRS(I) 9 had been made to allow an entity designating a contract referencing
nature-dependent electricity as a hedging instrument to designate a variable
nominal amount of forecast electricity transaction as the hedged item if certain
conditions are met.

In view of the above, significant judgement may be required, and auditors or professional
advisors should be consulted as needed.




Executive Summary

With Singapore’s push to achieve net-zero emissions by 2050, entities are encouraged to
adopt sustainable practices such as the use of electricity from renewable sources. In doing so,
more and more entities are entering into renewable power purchase agreements (PPAs) or
purchasing renewable energy certificates (RECs). Questions have arisen about what PPAs
and RECs are and the appropriate accounting treatment of PPAs and RECs.

To aid the buyers in PPAs in selecting the most appropriate accounting standard to apply, this
FRB sets out the key considerations for the buyers. This FRB does not address the accounting
for the suppliers in PPAs.

Singapore’s electricity market’

Singapore’s electricity market is one where all electricity generated by licensed generators
must be sent to the power grid (operated by SP Group) and be offered to the Singapore
Wholesale Electricity Market (SWEM), administered by the Energy Market Company (EMC).

Electricity purchased from the power grid is typically consumed immediately. Only consumers
with energy storage systems, for example battery devices, can store electricity.

Key stakeholders in Singapore’s electricity market include:

- Energy Market Authority (EMA) — regulates electricity market in Singapore

- Power generation companies —generate and sell electricity in the wholesale electricity
market

- EMC - operates and administers the SWEM

- Electricity retailers — buy electricity in bulk from the wholesale electricity market and
sell electricity to consumers

- SP Services — provides services such as reading of electricity meters, management of
meter data and facilitation of access to the wholesale electricity market

- SP PowerAssets — owns the power grid which delivers electricity throughout Singapore

- SP PowerGrid — builds and maintains the power grid

What is a PPA and REC?

A renewable PPA is a long-term contract between an entity (i.e. buyer) and a producer of
renewable energy (i.e. seller) to have reliable access to renewable energy at a stable price
level agreed by the two parties.? A PPA can be either a physical PPA or virtual PPA.

For a physical PPA, the buyer will receive the contracted renewable energy produced by the
seller. For a virtual PPA (also known as contracts for differences), there is typically no ‘physical’
delivery of the contracted renewable energy and both parties will ‘net settle’ the differences
between the spot/market price and the strike fixed price.

1 https://www.ema.gov.sg/our-energy-story/energy-market-landscape/electricity

2 We understand that PPAs may be used for energy from non-renewable sources. This FRB focuses on PPAs that
are used for energy from renewable sources.


https://www.ema.gov.sg/our-energy-story/energy-market-landscape/electricity

A REC is a verifiable instrument that represents one megawatt-hour (MWh) of electricity
generated from a renewable energy resource. RECs can be purchased (and sold) on a stand-
alone basis or together with the related renewable energy. A REC can be held for an entity’s
own use, traded or retired.?

As mentioned above, a REC may be purchased (and sold) together with the related renewable
energy. This can apply to both physical PPA and virtual PPA. [Note: For RECs that are bundled
together with PPAs, the entity will need to first unbundle/split the REC from the PPA and
account for each component separately. This process requires significant judgement, as it
depends on facts and circumstances, including terms agreed between the contracting parties.
Hence, this FRB does not provide guidance on how to unbundle the components.]

In Singapore, the Singapore Standards Council and Enterprise Singapore, together with the
National Environment Agency, and Energy Market Authority, introduced the Singapore
Standard (SS) 673: Code of Practice for Renewable Energy Certificates (RECs) in 2021. This
standard aims to improve the integrity of measurement, reporting and verification
requirements for the issuance and management of RECs.

Accounting for PPAs

Under SFRS(l)s, there is currently no specific accounting standard or interpretation that
directly addresses the accounting for PPAs and RECs. The appropriate treatment depends
on the specific terms attached to each PPA and REC and the entity’s facts and circumstances.

To aid the buyers in PPAs in selecting the most appropriate accounting standard to apply, this
FRB sets out the key considerations for the buyers. This FRB does not address the accounting
for the suppliers in PPAs.

PPAs can be either physical or virtual.

Physical PPA

- A physical PPA needs to be assessed to determine if it provides for control (SFRS(I) 10
Consolidated Financial Statements), joint control (SFRS(I) 11 Joint Arrangements) or
significant influence (SFRS(I) 1-28 Investments in Associates and Joint Ventures) by the
buyer over the supplier/producer.

- Ifit does not, it should be assessed whether it is or contains a lease (SFRS(I) 16 Leases).

- Ifitis not or does not, it should be assessed whether the ‘own use’ criterion is met.

- Ifitis not, the physical PPA is accounted for as a derivative under SFRS(I) 9.

If the answer to any of the above questions is ‘yes’, the physical PPA is accounted for in the
manners indicated in the flowchart below.

Regardless of whether the buyer has control, joint control or significant influence over the
energy supplier, the buyer still needs to assess whether it should account for the PPA as a
lease (or one that contains a lease), an executory contract or a derivative contract (or one that
contains an embedded derivative).

Virtual PPA
- A virtual PPA is accounted for as a derivative under SFRS(l) 9 Financial Instruments as
there is no ‘physical’ delivery of the contracted renewable energy.

3 AREC is retired when it has been used by an entity as a proof to make a claim of green energy use. Once retired,
the same REC is not available for sale to another party to make the same claim. This is to avoid double-counting.


https://www.ema.gov.sg/content/dam/corporate/news/media-releases/2021/261021-Media-Factsheet-New-Singapore-Standards-launch-to-support-REC.pdf.coredownload.pdf
https://www.ema.gov.sg/content/dam/corporate/news/media-releases/2021/261021-Media-Factsheet-New-Singapore-Standards-launch-to-support-REC.pdf.coredownload.pdf
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Accounting for RECs

The accounting considerations for RECs are similar to those for the accounting of carbon
credits which are covered in FRB 11 Accounting for Carbon Credits: From the perspective of
a buyer/holder, specifically on the classification as inventory or intangible asset, and
considerations relating to impairment, fair value and current vs non-current presentation.

To reiterate, the appropriate accounting treatment varies depending on factors such as
terms and conditions attached to each PPA and REC and the entity’s facts and
circumstances. It is, therefore, imperative for the entity to have a full understanding of
the contract/arrangement as well as the PPA and REC in question to identify the most
appropriate accounting standard to apply. Sufficient disclosures are to be made in the
financial statements in relation to such contracts/arrangements.
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1. Background

To achieve net-zero emissions by 2050, the Singapore government has embarked on various
strategies such as implementing the carbon tax regime and encouraging entities to adopt
sustainable practices to reduce their carbon footprint. An example of sustainable practices is
to use electricity from renewable sources like solar, wind or hydro power. More and more
entities have done so by entering into renewable PPAs or RECs.

1.1 What is the issue?

Questions have arisen regarding the accounting for PPAs and RECs. Under SFRS(l)s, there
is currently no specific accounting standard or interpretation that directly addresses the
accounting for PPAs and RECs. The appropriate accounting treatment depends on the
specific terms attached to each PPA and REC and the entity’s facts and circumstances.

1.2 Purpose and scope of this FRB

ISCA, through its Financial Reporting Committee, is issuing this FRB to aid entities in
understanding what PPAs and RECs are, and the key considerations that the entity should
have in selecting the most appropriate accounting standard under SFRS(I) to apply in
accounting for PPAs and RECs.



2. PPAs and RECs

2.1 What is a power purchase agreement (PPA)?

A renewable PPA is a long-term contract between an entity (i.e. buyer) and a producer of
renewable energy (i.e. seller) to have reliable access to the benefits of renewable energy at a
stable price level agreed by the two parties.*

A PPA can be either a physical PPA or virtual PPA. For a physical PPA, the buyer will receive
the contracted renewable energy produced by the seller. For a virtual PPA (also known as
contracts for differences)®, there is typically no ‘physical’ delivery of the contracted renewable
energy and both parties will ‘net settle’ the differences between the spot/market price and the
strike fixed price.

A REC (see Section 4) may be purchased (and sold) together with the related renewable
energy. This can apply to both physical PPA and virtual PPA.

This FRB does not provide guidance on how to unbundle the components.

Payment made from buyer
to supplier/producer

s
<>

Renewable energy Power purchase Renewable energy
supplier/producer agreement (PPA) buyer

L)

Delivery of renewable energy and
Physical PPA RECs (if included in
contract/arrangement) from

supplier/producer to buyer

4 We understand that PPAs may be used for energy from non-renewable sources. This FRB focuses on PPAs that
are used for energy from renewable sources.

5 The renewable energy supplier/producer and the renewable energy buyer agree in advance on a fixed price (i.e.
the ‘strike price’ - a term used in a virtual PPA to denote the contracted price, as opposed to the ‘strike price’ in an
option contract) for the electricity generated for a specified number of years. At the date settlement (frequency can
be monthly or quarterly), if the spot/market price is below the fixed price, the supplier/producer receives from the
buyer the difference in price. If the spot/market price is above the fixed price, the supplier/producer pays the buyer
the difference in price.
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2.2 What is a renewable energy certificate (REC)?

A REC is a verifiable instrument that represents one megawatt-hour (MWh) of electricity
generated from a renewable energy resource. RECs can be purchased (and sold) on a stand-
alone basis or together with the related renewable energy. A REC can be held for an entity’s
own use (i.e. to offset the entity’s energy consumption from non-renewable sources), traded
or retired (i.e. once a REC is utilised, it is removed from circulation and cannot be sold or used
again).

In 2021, the Singapore Standards Council and Enterprise Singapore, together with the
National Environment Agency, and Energy Market Authority, introduced the Singapore
Standard (SS) 673: Code of Practice for Renewable Energy Certificates. This standard aims
to improve the integrity of measurement, reporting and verification requirements for the
issuance and management of RECs.

10
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3. Accounting considerations for PPAs
Physical PPA
For a physical PPA, the below flowchart provides an overview of the considerations that are

relevant in the entity’s assessment of the appropriate accounting treatment. For simplicity, the
‘physical PPAs’ will be referred to as ‘PPA’ in Sections 3.1 to 3.4.
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3.1 Does the PPA provide for control, joint control or significant influence over the
supplier/producer?

A renewable energy supplier/producer may put an energy project (e.g. a solar farm) as a
separate legal entity. An entity (i.e. the renewable energy buyer) entering in a PPA should
consider whether the counterparty to the PPA (i.e. the legal entity) is an entity which it controls
or has significant influence or joint control over. If the buyer is exposed, or has rights, to
variable returns from that legal entity, the buyer’s relationship with that legal entity needs to
be carefully assessed to determine if the buyer has power over the relevant activities.

If the buyer determines that it has control over the legal entity, the buyer will consolidate the
legal entity in accordance with the requirements in SFRS(I) 10 Consolidated Financial
Statements.

If the buyer determines that it has joint control or significant influence over the legal entity, the
buyer will account for the legal entity in accordance with the requirements in SFRS(I) 11 Joint
Arrangements and SFRS(I) 1-28 Investments in Associates and Joint Ventures respectively.

Regardless of whether the buyer has control, joint control or significant influence over the
energy supplier, the buyer still needs to assess whether it should account for the PPA as a
lease (or one that contains a lease), an executory contract or a derivative contract (or one that
contains an embedded derivative), as discussed in Sections 3.2 to 3.4.

11



3.2 Is the PPA a lease or does it contain a lease?

Under SFRS(I) 16 Leases, a lease is a contract, or part of a contract, that conveys the right to
use an asset (the underlying asset) for a period of time in exchange for consideration.® To
determine this, entities need to consider the following questions:

(a) Is there an identified asset?

The ‘identified asset’ can either be explicitly specified in the contract (e.g. the PPA specifies a
particular solar farm that will be used to satisfy the contractual obligations) or implicitly
specified at the time that the asset is made available for use by the customer (e.g. the green
energy supplier/producer has one solar farm and no alternative solar farm which can be used
to satisfy the contractual obligations).”

Substantive substitution right

There is no identified asset if the supplier has the substantive right to substitute the asset

throughout the period of use. The substitution right is substantive only if both of the following

conditions exist:®

- The supplier has the practical ability to substitute alternative assets throughout the period
of use (e.g. the customer cannot prevent the supplier from substituting the asset and
alternative assets are readily available to the supplier or could be sourced by the supplier
within a reasonable period of time); and

- The supplier will benefit economically from the exercise of its right to substitute the asset
(i.e. the economic benefits associated with substituting the asset are expected to exceed
the costs associated with substituting the asset).

Portions of assets

A capacity portion of an asset is an identified asset if it is physically distinct (e.g. which turbines
or parts of the windfarm are allocated to the specific customer). A capacity or other portion of
an asset (e.g. X% of the electricity generated from a windfarm) that is not physically distinct is
not an identified asset unless it represents substantially all of the capacity of the asset and
thereby provides the customer with the right to obtain substantially all of the economic benefits
from use of the asset. °

(b) Does the buyer have the right to obtain substantially all the economic benefits
throughout the PPA term?

To control the use of an identified asset, the entity (i.e. customer) is required to have the right
to obtain substantially all of the economic benefits from use of the identified asset throughout
the period of use. Economic benefits include its primary output (e.g. electricity) and by-
products (e.g. RECs generated from the solar farm), and other economic benefits from using
the asset ."°

6 Appendix A of SFRS(I) 16.

7 Paragraph B13 of SFRS(I) 16.
8 Paragraph B14 of SFRS(l) 16.
9 Paragraph B20 of SFRS(l) 16.

0 Paragraph B21 of SFRS(l) 16.
12



IFRIC’s Agenda Decision

In November 2021, the IFRS Interpretations Committee (IFRIC) issued an Agenda Decision™
on whether a PPA in a ‘gross pool’ electricity market'? is, or contains, a lease as defined in
IFRS 16. The focus is on the application of paragraph B9(a) of IFRS 16 — whether the
electricity retailer (i.e., the buyer in the PPA) has the right to obtain substantially all the
economic benefits from use of a windfarm throughout the contract term.

Key facts and conclusion

Based on the fact pattern set out in the Agenda Decision, IFRIC noted that:

- The economic benefits from the use of the windfarm include the electricity it produces (as
its primary output) and the renewable energy credits (as a by-product or other economic
benefit from use of the windfarm).

- The agreement results in the retailer settling with the supplier the difference between the
fixed price and the spot prices per megawatt of electricity the windfarm supplies to the grid
throughout the 20-year term of the agreement.

- However, the agreement conveys neither the right nor the obligation for the retailer to
obtain any of the electricity the windfarm produces and supplies to the grid. Although the
retailer has the right to obtain the renewable energy credits (which represent a portion,
and not substantially all, of the economic benefits from use of the windfarm).

Therefore, IFRIC concluded that the agreement does not contain a lease on the basis that the
retailer does not have the right to obtain substantially all the economic benefits from use of
the windfarm. More details of the IFRIC’s agenda decision are provided in Appendix A.

(c) Does the buyer have the right to direct how and for what purpose the identified asset
is used throughout the PPA term?

In assessing whether the buyer has the right to direct how and for what purpose the asset is
used throughout the period of use, the buyer considers the relevant decision-making rights it
has (i.e. rights that affect the economic benefits to be derived from using the asset). The
decision-making rights that are most relevant are likely to be different for different contracts,
depending on the nature of the asset and the terms and conditions of the contract.’

Examples of decision-making rights include:'*

- Rights to change when the output is produced

- Rights to change where the output is produced

- Rights to change whether the output is produced, and the quantity of that output

" IFRIC Agenda Decision Economic Benefits from Use of a Windfarm [link] — Reproduced in Appendix A of this
FRB for easy reference.

2 For example, Singapore’s wholesale electricity market is a gross pool electricity market centrally administered
by the Energy Market Company.

'3 Paragraph B25 of SFRS(l) 16.

4 Paragraph B26 of SFRS(l) 16.
13
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Examples of decision-making rights that do not grant the right to change how and for what
purpose the asset is used include rights that are limited to operating and maintaining the
asset.' In addition, rights for the supplier/customer to inspect the facilities to ensure proper
operation and maintenance are considered protective rights and not decision-making rights.

In making the above assessment, the entity considers only relevant decision-making rights
occurring throughout the period of use unless the entity has designed the asset (or specific
aspects of the asset) in a way that predetermines how and for what purpose the asset will be
used throughout the period of use.'®

For further guidance, the entity may wish to consider Example 9 (Contract for energy/power)
in SFRS(l) 16’s implementation guidance (SFRS(l) 16 — lllustrative Examples) on the
evaluation of whether a customer designed the asset in a way that predetermines how and for
what purpose the asset will be used throughout the period of use.

lllustrative example 1 — PPA is a lease or contains a lease

Fact pattern:

- 15-year physical PPA, with solar panels constructed by the supplier on the buyer’s
rooftop (i.e. solar facility).

- Buyer has the right to purchase the electricity generated from the solar facility and all
RECs provided.

- Annual fixed payment for capacity at $10k/year and a variable rate of $0.03/MWh for
electricity and RECs delivered.

- Supplier operates and owns the rooftop solar facility

- Buyer participated in the design of the solar facility including the selection of equipment
and the determination of generation capacity and battery system.

- Supplier has no substitution rights and any replacement of the equipment requires the
agreement of the buyer.

- Buyer must approve all maintenance plans and modifications to the solar facility and
retains a first right of refusal on any additional capacity resulting from future
modifications during the term of the PPA.

Question: Is the above PPA a lease or contains a lease?

Assessment:

- The solar facility is a specified asset in the PPA that conveys the buyer the right to
control the use of the asset for majority of economic benefits during the term of the PPA.

- Buyer participates in the equipment selection and determination of the generation and
storage capacity.

- Buyer retains production rights and approval rights for maintenance and modification
plans.

- Buyer is deemed to have the right to direct the use of the specified solar facility during
the term of the PPA.

Conclusion: The PPA is a lease or contains a lease and is accounted for under
SFRS(I) 16.

5 Paragraph B27 of SFRS(l) 16.

6 Paragraph B29 of SFRS(l) 16.
14



3.3 Is the ‘own use’ criterion met?

The buyer needs to consider whether the PPA is entered into, and continues to be held, for
the purpose of receipt or delivery of renewable energy for the entity’s expected purchase, sale
or usage requirements (own-use criterion)."”

Generally, the existence of the following conditions will prevent the own-use criterion from

being satisfied:

- When the ability to settle net is not explicit in the terms of the contract, but the entity has
a practice of settling similar contracts net (whether with the counterparty, by entering into
offsetting contracts or by selling the contract before its exercise or lapse).'

- 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."?

If the own-use criterion is not met, the PPA is accounted for as a derivative under SFRS(I) 9
and measured at fair value through profit or loss unless it qualifies as a hedging instrument in
an effective hedging relationship.?° It should be noted that hedging can be complex and
is not covered in this publication. Entities should consult their auditors and
professional advisors if necessary.

If the own-use criterion is met, the PPA is accounted for as an executory contract.?' Executory
contracts where both parties have yet to perform (e.g. a purchase order where neither delivery
nor payment has taken place), there is no recognition of assets or liabilities unless the contract
is onerous and SFRS(l) 1-37 Provisions, Contingent Liabilities and Contingent Assets is
applicable. However, the entity may elect to account for the PPA at fair value under SFRS()
9 at inception if this eliminates or significantly reduces an accounting mismatch.

In practice, it may not be always clear whether an entity that purchases renewable energy
through a PPA can meet the own-use criterion. The challenge arises as the renewal energy
production is dependent on nature and PPAs typically require buyers to take and pay for
whatever quantity of renewable energy produced, even if that quantity exceeds the buyer’'s
needs at the time of production.??

7 Paragraph 2.4 of SFRS(l) 9 — Contracts entered into and continue to be held 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
(‘own use’ exemption).

'8 Paragraph 2.6(b) of SFRS(l) 9.

9 Paragraph 2.6(c) of SFRS(l) 9.

20 |t should be noted that in the Amendments to SFRS(1) 9 and SFRS(I) 7: Contracts Referencing Nature-dependent
Electricity (effective 1 January 2026), changes to SFRS(l) 9 had been made to permit hedge accounting for
contracts referencing nature-dependent electricity, allowing them to be used as hedging instruments if certain
conditions are met.

21 Paragraph 4.56 of the SFRS(l) Conceptual Framework for Financial Reporting defines an executory contract to
be “a contract, or a portion of a contract, that is equally unperformed—neither party has fulfilled any of its obligations,
or both parties have partially fulfilled their obligations to an equal extent.”

22 |ASB’s Exposure Draft — Contracts for Renewable Electricity.
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For annual reporting periods beginning on or after 1 January 2026

(i) New application guidance for contracts referencing nature-dependent electricity

To address the above, SFRS(I) 9 Financial Instruments has been amended to include specific

application guidance for contracts referencing nature-dependent electricity. Under the

guidance, an entity needs to assess whether the following two conditions are met:?®

(i) the contract requires the entity to buy and take delivery of the electricity when it is
generated; and

(i) the design and operation of the market in which the entity receives electricity under the
contract requires the entity to sell any amounts of unused electricity within a specified time.

If both conditions are met, the sales of unused electricity are not necessarily inconsistent with
the entity’s expected usage requirements. The contract continues to meet the own-use
criterion if the entity has been, and expects to be, a net purchaser of electricity over the
contract period. An entity is a net purchaser of electricity if it buys more electricity from the grid
than it sells unused electricity to the same grid over the contract period.

(i) New disclosure requirements

If an entity meets the own-use criterion and account for a PPA as an executory contract, it
recognises purchases of electricity upon delivery but not the future purchase commitments
under the PPA. Hence, SFRS(I) 7 Financial Instruments: Disclosures has been amended to
require the further disclosures such as:?

e contractual features that expose the entity to variability in underlying amount of
electricity and risk of it being required to buy electricity which it cannot use during the
delivery interval,

e unrecognised contractual commitments, including estimated future cash flows to buy
electricity, and qualitative information about how the entity assessed whether a
contract might become onerous; and

o qualitative and quantitative information about the costs and proceeds associated with
purchases and sales of electricity, based on the information that is used by the entity
to assess whether it has been a net purchaser of electricity.

The new application guidance and new disclosure requirements:

- are to be applied retrospectively using facts and circumstances at the beginning of the
reporting period of initial application. The entity is not required to restate its financial
statements of prior periods.

- are effective for annual reporting periods beginning on or after 1 January 2026, with early
application permitted.

23 Paragraph B2.7 of SFRS(I) 9.

24 Paragraph 30A of SFRS(I) 7.
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Additional disclosure considerations for PPAs which meet the ‘own use’ criterion

before the effective date of the above amendments

The entity should consider providing additional quantitative and qualitative information
necessary for a user’s understanding of the PPA. It should also adhere to the following
requirements under SFRS(I) 1-1 and SFRS(l) 7:

- Additional disclosures when compliance with specific IFRS Standards is insufficient for
an understanding of the financial statements [paragraphs 17(c) and 31 of SFRS(I) 1-1]

- Information not presented elsewhere, but that is necessary for an understanding of the
financial statements [paragraph 112(c) of SFRS(I) 1-1]

- Summary quantitative data on the impact of the contract on liquidity risk for financial
liabilities, to the extent that such information is provided to key management personnel
[paragraphs 34(a) and B10A of SFRS(l) 7]

- Disclosures required by paragraph 25 of SFRS(I) 1-1, to the extent that liquidity risk
rises to the level of material uncertainties related to events or conditions that might cast
significant doubt on the entity’s ability to continue as a going concern.

3.4 Is there any embedded derivative in the PPA to be separated?

A PPA may contain terms and conditions that ‘behave’ like a free-standing derivative. SFRS(I)

9 requires such embedded derivatives to be separated from the host PPA and accounted for

as a derivative under SFRS(l) 9 if and only if:?®

- the economic characteristics and risks of the embedded derivative are not ‘closely related’
to the economic characteristics and risks of the host;

- a separate instrument with the same terms as the embedded derivative would meet the
definition of a derivative; and

- the hybrid contract is not measured at fair value through profit or loss.

Examples of embedded derivatives include pricing of the energy based on a specified index,
rate or price, cap or floor on the energy price and leverage features which modify the
contractual cash flows when there are changes in energy prices or index.

Despite the above requirement for separating an embedded derivative from the host PPA, the
entity can elect to account for the hybrid contract (i.e. host PPA with one or more embedded
derivatives) in its entirety at fair value through profit or loss.?

Is the embedded derivative closely related to the host PPA?

SFRS(I) 9 does not contain a specific definition of ‘closely related’ but the standard contains

examples of:

- embedded derivatives which are not closely related to the host contract (see paragraph
B4.3.5 and B4.3.6 of SFRS(l) 9)

- embedded derivatives which are closely related to the host contract (see paragraph B4.3.8
of SFRS(I) 9).

25 Paragraph 4.3.3 of SFRS(I) 9 requires separation of the embedded derivative from the host if the host is not a
financial asset within the scope of SFRS(I) 9.

26 Paragraph 4.3.5 of SFRS(I) 9.
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If the embedded derivative is not closely related to the host PPA, it has to be accounted for
separately under SFRS(I) 9 unless the entity elects to account for the hybrid contract in its
entirety at fair value through profit or loss. This would be an unlikely election in practice as a
PPA is usually a long-term contract that is too complex to re-measure at fair value.

If the embedded derivative is closely related to the host PPA, it need not be separately
accounted for.

3.5 Accounting considerations for virtual PPAs under SFRS(l) 9
Virtual PPA

As stated in Section 2.1, in a virtual PPA, the renewable energy supplier/producer and the
buyer will settle the difference between spot/market price and the fixed price. There is no
‘physical’ delivery of the renewable energy and both parties will ‘net settle’ the differences
between the spot/market price and the fixed price. Therefore, a virtual PPA is accounted for
as a derivative under SFRS(I) 9 Financial Instruments.

lllustrative example 2 — PPA is a derivative

Fact pattern:

- Supplier designs, constructs and operates a solar energy facility

- Buyer is allocated 50% of the solar energy facility’s capacity

- Contract price - $150/MWh during any settlement interval

- For each half hour interval, the settlement amount is the share of the actual power at
the prevailing wholesale market price less the same quantity at $150/MWh

- If the above is negative, the buyer will pay the supplier

- If the above is positive, the supplier will pay the buyer

- Supplier warrants that the solar energy facility will have a mechanical availability of no
less than 90% during each year of the term of the PPA. If not, the supplier must pay the
buyer liquidated damages.

Question: Is the above PPA a derivative?

Assessment:

- As Buyer is only contracting for 50% of the capacity of the solar energy facility, the PPA
is not a lease

- There is no ‘physical’ delivery of electricity

- As the PPA is net cash settled, it does not qualify for classification as own-use

- Fair value of the PPA will change in response to changes in market power prices

Conclusion: The PPA is a derivative and is accounted for under SFRS(I) 9.
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Host contract determination

In practice, entities enter into virtual PPAs which also provide for delivery of RECs. Hence,
such virtual PPAs should be carefully assessed for the host contract and embedded
derivatives.

The entity also needs to assess if there is any embedded derivative in the host contract which
needs to be separated (see Section 3.4).

If the host contract is for the purchase of RECs (as in the case of a virtual PPA), it needs to
be assessed whether it qualifies for own-use criterion (see Section 3.3). However, if the entity
is trading in RECs (i.e. purchasing RECs and reselling them on short-term basis or otherwise
net settling in cash), that host contract is unlikely to meet the own-use criterion and needs to
be accounted for as a derivative under SFRS(I) 9.
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4. Accounting considerations for RECs

A REC can be purchased (and sold) on a stand-alone basis or together with the related
renewable energy such as in a physical/virtual PPA. In that case, the entity (i.e. the buyer)
needs to allocate the purchase price between the renewable energy and the RECs.

The accounting considerations for RECs are similar to those for the accounting of carbon
credits which are covered in FRB 11 Accounting for Carbon Credits: From the perspective of
a buyer / holder, specifically:

1. Classification of the REC as inventory or an intangible asset (see Section 3.2 of FRB 11)
Impairment considerations (for RECs which are accounted for as intangible assets) (see
Section 3.3 of FRB 11)

Fair value considerations (see Section 3.4 of FRB 11)

Current vs non-current presentation considerations (Section 3.5 of FRB 11)

W
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Appendix A — IFRIC Agenda Decision

Economic Benefits from Use of a Windfarm (IFRS 16 Leases)

The Committee received a request about whether, applying paragraph B9(a) of IFRS 16,
an electricity retailer (retailer) has the right to obtain substantially all the economic benefits
from use of a windfarm throughout the term of an agreement with a windfarm generator
(supplier). In the fact pattern described in the request:

a. the retailer and supplier are registered participants in an electricity market, in which
customers and suppliers are unable to enter into contracts directly with each other for
the purchase and sale of electricity. Instead, customers and suppliers make such
purchases and sales via the market’s electricity grid, the spot price for which is set by
the market operator. The retailer therefore purchases electricity from the grid.

b. the retailer enters into an agreement with the supplier. The agreement:

(i) swaps the spot price per megawatt of electricity the windfarm supplies to the grid
during the 20-year term of the agreement for a fixed price per megawatt, and is
settled net in cash. In effect, the supplier receives a fixed price per megawatt for
the electricity it supplies to the grid during the period of the agreement and the
retailer settles with the supplier the difference between that fixed price and the spot
prices per megawatt for that volume of electricity.

(i) transfers to the retailer all renewable energy credits that accrue from use of the
windfarm.

Paragraph 9 of IFRS 16 states that ‘a contract is, or contains, a lease if the contract conveys
the right to control the use of an identified asset for a period of time in exchange for
consideration’. To control the use of an identified asset for a period of time, the customer—
throughout the period of use—must have both the right to obtain substantially all the
economic benefits from use of the identified asset and the right to direct the use of that asset
(paragraph B9 of IFRS 16).

Paragraph B21 of IFRS 16 specifies that ‘a customer can obtain economic benefits from
use of an asset directly or indirectly in many ways, such as by using, holding or sub-leasing
the asset. The economic benefits from use of an asset include its primary output and by-
products (including potential cash flows derived from these items), and other economic
benefits from using the asset that could be realised from a commercial transaction with a
third party’.

The Committee observed that, in the fact pattern described in the request, the economic
benefits from use of the windfarm include the electricity it produces (as its primary output)
and the renewable energy credits (as a by-product or other economic benefit from use of
the windfarm).

The agreement results in the retailer settling with the supplier the difference between the
fixed price and the spot prices per megawatt of electricity the windfarm supplies to the grid
throughout the 20-year term of the agreement. That agreement, however, conveys neither
the right nor the obligation for the retailer to obtain any of the electricity the windfarm
produces and supplies to the grid. Although the retailer has the right to obtain the renewable
energy credits (which represent a portion of the economic benefits from use of the
windfarm), the retailer does not have the right to obtain substantially all the economic
benefits from use of the windfarm because it has no right to obtain any of the electricity the
windfarm produces throughout the period of the agreement.
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The Committee therefore concluded that, in the fact pattern described in the request, the
retailer does not have the right to obtain substantially all the economic benefits from use of
the windfarm. Consequently, the agreement does not contain a lease.

The Committee concluded that the principles and requirements in IFRS Standards provide
an adequate basis for an entity that enters into an agreement as described in the request
to assess whether it has the right to obtain substantially all the economic benefits from use
of an identified asset. Consequently, the Committee decided not to add a standard-setting
project to the work plan.

In considering the request, the Committee noted two other agenda decisions that include
explanatory material that may be relevant to the agreement described in this request:

a. the Agenda Decision Meaning of delivery (IFRS 9 Financial Instruments) (August 2005);
and

b. for entities applying the hedge accounting requirements in IFRS 9 or IAS 39 Financial
Instruments: Recognition and Measurement, the Agenda Decision Application of the
Highly Probable Requirement when a Specific Derivative is Designated as a Hedging
Instrument (IFRS 9 and IAS 39) (March 2019).
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For reference: ISCA Financial Reporting Codification Framework

In November 2019, ISCA issued the ISCA Financial Reporting Codification Framework
(Framework). The Framework establishes a formalised categorisation, degrees of authority
and a due process for future issuance of ISCA’s technical documents. It provides credence to
ISCA’s technical content, promulgates ISCA’s views on the application of accounting
standards as well as promotes quality, consistency and best practices in financial reporting.

The Framework is summarised in the table below.

Category Degree of | Due Highest
authority Process level of
approval
1. Financial Recommended best Expectedto  Public ISCA
Reporting practices for financial  apply consultation  Council
Practice (FRP) reporting for specific required
industries, sectors or
transactions
2. Financial Technical guidance, Expectedto  Public ISCA
Reporting views and insights on  follow or consultation  Financial
Guidance (FRG) specific financial explain required Reporting
reporting issues for departures Committee
specific industries, (FRC), with
sectors or authority
transactions delegated by
the ISCA
Council
3. Financial Technical bulletin For Public ISCA FRC
Reporting containing information consultation
Bulletin (FRB) discussions and and not required
highlight of emerging educational
topical financial purposes

reporting issues

For more details on the Framework and the guidance issued under the Framework, please
refer to the following:

e Framework [link]

e FRG [link]

e FRB[link]


https://isca.org.sg/standards-guidance/financial-reporting/due-process/codification-framework
https://isca.org.sg/standards-guidance/financial-reporting/technical-guidance-issued-by-isca-professional-standards-division/technical-guidance-issued-under-codification-framework/financial-reporting-guidances
https://isca.org.sg/standards-guidance/financial-reporting/technical-guidance-issued-by-isca-professional-standards-division/technical-guidance-issued-under-codification-framework/financial-reporting-bulletins
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