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Abstract 

Long-term sale and purchase contracts of electrical energy are usually contracts for the 
purchase, in whole or in part, of the output from the plants specified in the supply contract for a 
consideration adjusted to the effective production cost or to the right of use of a given plant 
against payment of prearranged amounts, independently of the fair value of the units of product 
purchased.  

The lack of specific provisions in the Ias/IfrsStandards on accounting electrical energy 
supply contracts in the balance-sheet, together with peculiar features of the electricity (e.g. the 
impossibility to physically store the "good" to be sold) and the considerable complex legal 
structure of such sale and purchase agreements, leave a degree of uncertainty in determining the 
most appropriate modalities to account the supply transactions at stake in order to ensure 
their“faithful representation” in the balance-sheets of the counterparts. 

Therefore, the aim of this paper is to provide a contribution to the topic of accounting 
long-term electrical energy sale and purchase contracts in Ias/Ifrsbalance-sheets according to the 
aforementionedprinciple of faithful representation, thus eventually lifting the “veil” of the legal 
form of the contract in favour of the economic substance of the transaction. To this end it shall 
have to be ascertained – based on the typical features of this kind of contracts – whether a 
specific amount of electrical energy is bought/sold for an industrial use exclusively, so that such 
transactions will be accounted as a normal purchase/sale, or is implementing financial trading 
strategies, as in such hypothesis the contract is to be accounted as a derivative financial 
instrument according to Ifrs 9 “Financial Instruments”/Ias 39 “Financial Instruments: 
recognition and measurement”, i.e. at its fair value and specifying gains and losses for the period 
in the income statement. 
 

Introduction and Objectives 
 

The distinctive features of the electrical energy sector(e.g. the impossibility to physically 
store the "good" to be sold) and, in particular, the prevailing incidence of fixed structural costs 
on the overall production costs, with the subsequent need to adapt the rigidity of the 
production/transportation system to a highly changeable demand, have favoured the development 
of a notable variety of contractual instruments (e.g. forward undertakings, options on quantities, 
price indexation formulas, etc.) aiming at obtaining the most appropriate balance between needs 
and offeringpower.  

Long-term sale and purchase contracts of electrical energy (so callednetwork capacity 
agreementsornetwork capacity contracts) are usually contracts for the purchase, in whole or in 
part, of the output from the plants specified in the supply contract for a consideration adjusted to 
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the effective production cost or to the right of use of a given plant against payment of 
prearranged amounts, independently of the fair value of the units of product purchased (Teixeira 
Lopes, 2007). 

The lack of specific provisions in the Ias/Ifrs Standards on accounting electrical energy 
supply contracts in the balance-sheet, together with peculiar features of the electricity and the 
considerable complex legal structure of such sale and purchase agreements, leave a degree of 
uncertainty in determining the most appropriate modalities to account the supply transactions at 
stake in order to ensure their “faithful representation” in the balance-sheets of the counterparts. 

The duty to comply with the aforementioned principle of faithful representation of 
business transactions specified in paragraphs QC 12-16 of the Conceptual Framework - which 
represents the guideline for the whole Ias/Ifrs accounting model (Barth, Landsman and Lang, 
2008) - might require to account a sale and purchase contract of electrical energy in the balance 
sheet of each contracting party in a way that could be different not only from the mere legal form 
of the contract but also, upon occurrence of certain specific conditions, from the original 
intention of the parties and from the overall scope of the transaction. This is due to the 
considerablecomplexity of the contracts at stake, and to the occurrence of certain typical 
conditions explicitly provided for by the international standards, as it will be discussed 
hereinafter. As a consequence, there could be a significant impact on the economic-financial 
results of the periodfor the contractingparties as well as on the quantitative representation of the 
respective assets.  

Therefore, the aim of this paper is to provide a contribution to the topic of accounting 
long-term electrical energy sale and purchase contracts in Ias/Ifrsbalance-sheets according to the 
principle of faithful representation, thus lifting the “veil” of the legal form of the contract in 
favour of the economic substance of the transaction. To this end it shall have to be ascertained – 
based on the typical features of this kind of contracts – whether a specific amount of electrical 
energy is bought/sold for an industrial use exclusively, so that such transactions will be 
accounted as a normal purchase/sale, or is implementing financial trading strategies, as in such 
hypothesis the contract is to be accounted as a derivative financialinstrument according to Ifrs 9 
“Financial Instruments”/Ias 39 “Financial Instruments: recognition and measurement”1, i.e.at its 
fair valueand specifying gains and losses for the period in the income statement. 
 

Literature review 
 

The topic of the faithful representationof electrical energy sale and purchase agreements 
in aIas/Ifrsbalance-sheet has not yet been researched and analysed by business scholars nor the 
International Accounting Standard Board (Iasb) has issued specific interpretations and/or 
accounting standards in this specific respect so far. On the other hand, there is a large and 
qualitatively significant literature on specific items of the topic at stake. 

With specific respect to the formal structure of these kind of agreements, the analyses 
carried out so far have defined their qualifying content (Dorris and Mount, 1994; Hogan, 1992) 
andthe mechanics to determine production and transportation costs of electrical energy (Deng, 
Johnson and Sogomonian, 2001; D’Souza and Jacob, 2001; Kleindorfer and Wu, 2003). Even 

1 In October 2010 Iasb issued the accounting standardIfrs 9 “Financial Instruments” which will replace Ias 39 starting from January 
2015. Having stated that the content of the new standard may still be subject to amendments (specifically with reference to accounting 
of hedging transactions and evaluation mechanisms of the fair value of financial instruments, in particular the derivative ones) due to 
requests coming from EU accounting experts, in any case it has to be noted that those provisions of Ias 39 which are going to be 
analysed in this work (chapter “Scope”, paragraphs 2-7) are entirely mentioned, with no changes, in chapter 2 “Scope” of Ifrs 9. 
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larger are the studies of the scholars relating to the mechanics to calculate prices of such good on 
the spot and futures markets, paying attention in particular to the evaluation of options 
andoffuturesandswap contracts (Cartea and Villaplana, 2008; Ebrahim, Schultz and Hollister, 
2010; Hortacsu and Puccer, 2008; Longstaff and Wang, 2004; Miltersen and Schwartz, 1998). 

Instead, thebest practicein this field (i.e. the International Energy Accounting Forum - 
IEAF, which associates some of the main worldwide companies producing/utilising electrical 
energy and whose institutional scope is to provide opinions and interpretations to its members on 
the modalities to account in their balance-sheets transactions on the commodity “energy”), 
hasdrawn up a series of useful application guides aiming at supplementing and interpreting the 
limited and general provisions set out byIas 39/Ifrs 9 on the accounting ofnetwork capacity 
agreements. 

 
Applicability of Ifrs 9/Ias 39 to anetwork capacity contract 

 
Paragraph 5 of Ias 39 states that this standard is to be applied “…to those contracts for the 

purchase or saleof a non-financial asset, provided that settlementcan be in cash or another 
financial instrument, or by exchanging financial instruments, as if such contracts were financial 
instruments in all respects, with the exception of those contracts that were entered into and 
continue to be held for the purpose of receiving or deliveringphysically a non-financial item in 
accordance with the party’s expected purchase, sale or usage requirements”. 

The following paragraph 6 explains the conditions upon whose occurrence contract to buy 
or sell a non-financial item “…can be settled net in cash or another financial instrument, or by 
exchanging financial instruments. These include: 
a) when the terms of the contract allow both parties to settle it in cash or another financial 

instrument or by exchanging financial instruments; 
b) when the possibility to settle it in cash or another financial instrument, or by exchanging 

financial instruments, is not clearly stated in the contract, but the party’s practice is to settle 
similar contracts in cash or another financial instrument or by exchanging financial 
instruments (whether with the counterparty, by entering into offsetting contracts or by 
selling the contract before its exercise or termination); 

c) when, for similar contracts, the party’s practice is the delivery of the underlying asset and 
its sale within a short period of time after the delivery, for the purpose of generating a profit 
from short-term fluctuations in price or from the dealer’s margin of profit;  

d) when the non-financial item that is the subject-matter of the contract can be readily 
converted into cash”. 

Based on the above-mentioned standard it can be inferred that also the sale and purchase 
agreements relating to non-financial assets may presumptively fall within the scope of Ias 39/Ifrs 
9 if certain objective conditions are jointly met during the entire term of the supply (it’s 
important to point out that the occurrence of such objective requirements is a condition necessary 
but not sufficient to apply the fair value to the sale and purchase agreements at stake). Such 
requirements derive from the features of the agreement or are intrinsic to the "good" which is the 
subject-matter of the transaction (these latter are independent of the real intention of the 
contracting parties): 
1) The item to be sold/purchased is readily convertible to cash(paragraph 6 subd); 
2) The arrangementsallow the parties to settle each contractual obligation through a spreadin 

cash or another financial instrument,therefore without physical delivery of the goodsubject-

 3 



matter of the contract (paragraph 6 suba, so called net settlement). In other words, from the 
purchaser's viewpoint there is the possibility to sell the option to purchase the agreed output 
on the market before it is delivered or to exchange it with another financial instrument; 

3) There is a solid business practice of reaching thesaid net settlement of the contract(so 
calledpast practice - paragraph 6 subb), i.e. in previous transactions the management has 
often settled similar contracts in cash or through another financial instrument or by 
executing offsetting contractswith arbitrage scope. In other words, abackward analysis to 
ascertain a repeated settlement in cash of previous contractual obligations in order to obtain 
financial profits and not the standard performance of the contract does not allow to consider 
"trustworthy" the management’s intention to have a physical delivery of the “good”subject 
of the contract (Teixera Lopes, 2007); 

4) There is a solid past business practice (paragraph 6 subc) of the purchaser toreceive the 
physical delivery of the goodby the supplierand sell it on the market within a short period of 
time after delivery, for the purpose of obtaining a profit from short-term fluctuations in 
price. 

However, the same Standard (paragraph 5) states that if and to the extent such contracts 
fulfil the conditions of use listed out below (so called subjective conditions), which reveal the 
intention of the contracting parties to satisfy effective industrial and not trading purposes, such 
contracts are exempted from the application of Ias 39/Ifrs 9 provisions and, therefore, they are 
accounted in the balance-sheet as a normal purchase/sale (therefore, objective conditions are 
necessary but not sufficient to apply Ias 39/Ifrs 9 provisions to an agreement for the sale and 
purchase of goods): 
(i) The effective intention of the contracting parties to have the physical delivery of the 

contractual output (rather than having the net settlement of the agreement), 
(ii) The effective intention of the contracting parties to adjust the quantities of output to be 

exchanged to the effective purchase, sale or use needs of each party (so called own use 
exemption - o.u.e.). 

As to the possibility to determine if an asset, is readily convertible to cash(such condition 
being preliminary and instrumental to have anet settlement of the supply contract), in our opinion 
the assessment cannot depend exclusively on the analysis of the technical-economic features of 
the exchanged item, as it is necessary to evaluate a variety of other factors, including: the 
characteristics of the market in which the good is exchanged, the existence of technical-
operational constraints to its use (for example, the lack of transportation network could make 
impossible or, anyway, uneconomic to deliver physically the good), the existence, if any, of 
alternative purchasers or the existence of a pricing structure that would allow to “exit” the 
contract without the physical delivery of the good, etc.. 

Granted that the corpus of Ias/Ifrsstandards does not provide other criteria to ascertain the 
existence of the condition at stake, nor it clarifiesthe above-mentioned requirements, the best 
practice of the sector (IEAF, 2005) refers - when needed - to the provisions of the US 
Gaapaccounting standardsand, in particular, to Asc 815 (formerlySfas 133) “Accounting for 
derivative instruments and hedging activities” (corresponding- under US accounting standards - 
to Ias 39/Ifrs 9)2. According to suchstandard, a good (or, better, a contract for the sale and 

2 The international accounting standardsIas/Ifrs allow to applyonly on a subordinated basis rules issued by domesticaccounting 
standards to all those practical circumstances not specifically analysed by Ias/Ifrs. In this respect, Paragraph 10 and 11 of Ias 8 states 
that in the absence of a standard or interpretation that specifically applies to a transaction, other events or conditions, the 
management may consider more recent pronouncements or rules of other institutions employing a conceptual framework similar to 
Ias/Ifrs’s one to issue accounting standards, as well as other accounting literature and accepted practices in the different sectors 
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purchase of goods) can qualify as readily convertible to cashwhen the following conditions are 
met: 
(a) Fungibility, that is the good can be substituted perfectly by other goods of the same product 

category, given the fact that there are noprominent qualitative differences (the lack of this 
condition, anyway, would not impede completely the possibility to convert it to cash, but 
would increasethe transaction/renegotiation costs significantly–in this respect, please see 
under letter (c) below). Although in principle the existence of the condition at stake derives 
strictly from the kind of good to be sold (and, therefore, from its physical-technical 
features), some provisions of the contract could limit sensibly its degree of fungibility. This 
would be the case, for example, if a plant isspecifically designated in the contract for the 
production of the agreed output for technical or logistics reasons (IEAF, 2005). For the 
purposes of this analysis, therefore, it is necessary to examineboth the technical-economic 
features of the output to be sold and also the conditions endogenous and exogenous to the 
supply contract; 

(b) Negotiability in an active market, i.e. a market in which tradedassets are homogeneous, 
prices are publicly available, entering the market is not based on exchanged volumes and 
seller or purchaser size (Ias 36, paragraph 6). With specific reference to financial 
instruments, instead, a market is active when, among the requirements, the price can 
bereadily inferred from a price list and is made on the basis ofregular transactionsexecuted 
during the ordinary trading hours (Ifrs 9, paragraphs B5.4.3 - B5.4.12); 

(c) Insignificant transaction fees (transportation, commissions, etc.) to be borne in order to 
convert the goodin cash. In this respect, a fee is insignificant when the amount of conversion 
costs does not exceed 10% of the value ex contractuof the transaction, in accordance with 
the Interpretation Dig A-10 ofAsc 815/Sfas 133. 

The existence of the "readily convertible to cash" requirement in a contract for the sale 
and purchase of goods and, therefore, the analysis of their technical-economic features, of the 
markets they are traded in, the existence of market prices as well as of technical-operational 
constraints which are capable to affect – more or less significantly –on their convertibility to 
cash,together with the check on the existence of proper contractual provisions in this respect, is - 
in our view -necessary and instrumental to the possibility of having a net settlement of the same 
contract, i.e. the net settlement of contractual obligations on a differential basis, without physical 
delivery of the agreed output,and through cash or other financial instruments (both objective 
conditions influence each other and the existence of one of them does not exempt from verifying 
existence of the other). In other words, in order to include a contract within the scope of Ias 
39/Ifrs 9, it should verify not only that it meets the conditions pertaining to the good to be sold, 
its reference markets, the existence of market prices and technical-operational constraints that 
could influence the convertibility into cash of the good itself, but also all those features, 
contractual terms and clauses capable of determining, explicitly or implicitly, the possibility to 
have a pre-settlement of the contract in cash or other financial instruments. 

In any case, the occurrence of the above-mentioned objective conditions allows only to 
presume that a sale and purchase agreement of goods has been executed for trading rather than 
industrial purposes(accordingly, to be accounted as financial derivative instrument in the balance 
sheet), unless – as said above – at the time of its execution and for its entire duration (Deloitte, 
2008) specific subjective conditions are met, i.e. the intention of thecontracting parties thereto 

activity, to the extent that they do not conflict with the Conceptual Framework, the Rules and the Intepretations set by the Iasb for 
similar or related issues (Barth, Landsman, Lang and Williams, 2012; Churyk,Reinstein and Gross, 2010). 
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effectively want (i) the physical delivery of the output subject of the transaction, as well as - at 
the same time – (ii) to adapt the exchanged quantities tothe effective purchase, sale or use needs 
of each party.  

As to the first of the above-mentioned subjective conditions for exemption, the parties’ 
intention to have the physical delivery of the good should be verified, above all, by a backward 
analysis, to ascertain the absence of a past practice ofnet settlement of the contract (paragraph 6 
sub b), i.e. it must be ascertained that, in previous transactions, one of the parties had not 
repeatedly settled similar contracts by cash or other financial instruments, or by entering into 
offsetting contracts with arbitrage scope (otherwise, should this not be the case, the current 
intention of the management to deliver/withdraw physically the contractual output could no 
longer be considered "reliable").Moreover, if during the term of the contract the management of 
one of the parties should change the intention to have a physical delivery of the output, due to 
changesof strategy as such or to fluctuationsof market conditions (e.g. different levels of 
expected demand, price lists, etc.), preferring the net settlement of the contract, in our opinion it 
should be verified ex novo, with reference to the whole agreement and not only a portion of this 
(Teixera Lopes, 2007), whether the subjective conditions are met, in order to determine the 
applicability or not of the provisions of Ias 39/Ifrs 9 to the supply contract. 

In this respect, the specific features of certain goods and, in particular, of electrical 
energy, including the need to modulate continuously the quantitiespurchased and sold in relation 
to variations in the demand/offer volumes, make it more difficult to verify if the condition of 
future physical delivery is met when certain events occur, which are endogenous to the company 
or driven by the market, and which are unknown at the time the contract is entered into, but that 
could bring to the total or partial liquidation of the contract. Considering thatthe corpus ofIas/Ifrs 
standards contains no provisions in this respect, in our view3 the contracting parties should 
manage the variability between needs and undertakings, and - accordingly - adapt the strictness 
of the subjective condition for exemption at stake to the normal needs of balancing demand and 
offer, by applying "optimization" strategies in order to adjust, through partial settlement 
agreements or offsetting contracts the quantities of output initially agreed to the changed needs 
of purchase/sale, without liquidation. In this way, the supply contractcould continue to be 
exempted from the application of Ias 39whenever the management implement balancing action 
for “insignificant amount”, whereas any other activity for higher amounts would affect the 
original intention of the parties to have a physical delivery of the contractual output (IEAF, 
2005), thus obtaining, according to the analysis above, a net settlement of the whole contract for 
trading purposes. Moreover, it is hard to define a range of values to measure the level of 
importance of the quantities of output subject to optimization, or at least to set a threshold value 
above which the optimization objective of the management would shift to a real liquidation 
strategy of the contract4. 

3In this respect, with the Statement Implementation Issue n. C10. Can option contracts and forward contracts with optionally features qualify for the 
normal purchases and normal sale exeption, US Gaap grant the exemption to the application of Asc 815/Sfas 133 (equivalent to Ias 39/Ifrs 
9, as already mentioned) when the subject-matter of a supply contract is electricity, due to the impossibility to verify in practice if the 
subjective conditions for the exemption (that is the impossibility to apply the own use exemption) are met with respect to activities that 
do not allow to modify the amount of output subject of the contract (IEAF, 2005). 

4Current international practice, anyway, considers that partial settlement strategies applied to a range of volumes within 20% 
would fall within an optimization strategy rather than a real net settlement(in other words, within this threshold it is still possible that 
the management's intention is to have a physical delivery of the good to be sold). Moreover, in order to allow more flexibility to 
purchase/sale strategies thus meeting an increasing/decreasing demand, contracts in this sector often contain a volumetric flexibility 
clause, which allows the purchaser to receive an additional quantity of energy compared to the one initially agreed and, accordingly, to 
provide for growths, if any, in market demand (IEAF, 2005; Teixeira Lopes, 2007). 
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Moving to the second subjective condition for exemption from the duty to evaluatea sale 
and purchase agreement of goods as a derivative financial instrument, as mentioned above it is 
also required that the purchase/sell commitments, which would demonstrate the management’s 
intention to have a physical settlement of the contract are in line with the normal purchase, sale 
or use needs of each contracting party (so called own use exemption).Having preliminarily 
clarified that it is difficult that quantities of output exceedingthose needed for the usual conduct 
of business could be considered compatible withthe above mentioned management’s intention to 
have a physical delivery of the same output, which would cause the supply contract to be subject 
to the application of Ias 39/Ifrs 9, on the contrary it is deemed that the existence of effective 
business plans to purchase and/or sell which would reveal clearly the management's intention to 
have a net settlement, as well as the existence of formal undertakings for the effective subsequent 
use of the said output are sufficient to prove the existence of a management's intention to avoid 
the net settlement (moreover, as already mentioned, such requirements must exist not only when 
the contract is executed, but for its entire duration). 
 

Discussions and Conclusions 
 

The lack of specific provisionsin the Ias/Ifrs standards on accounting network capacity 
agreements in the balance-sheet, together with peculiar features of the electricalenergy and the 
complex legal structure of such sale and purchase contracts, leave a degree of uncertainty in 
determining the most appropriate modalities to account the supply transactions at stake in order 
to ensure their faithful representation. 

Undoubtedly, the content of this kind of contracts is strictly linked to the contracting 
parties' arrangements (which are, furthermore, influenced by the hystorical period, the overall 
economic trend, etc.), and in theory it is therefore necessary to evaluate on a case by case basis if 
and when the conditions to apply Ias 39/Ifrs 9 to the relevant contract are met, or – on the other 
hand - when the sale and purchase of the electrical energymust be considered as a normal 
purchase/sale. Moreover, the general accounting rules in this sector (IEAF, 2005), theFinancial 
Accounting Standard Board - Fasb (withStatement Implementation Issue n. C15. Scope 
exceptions: normal purchase and normal sale exception for option-type contract and forward 
contract in electricity) and a significant part of scholars (Hogan, 1992; Inderfurth and Kelle, 
2011) single out the following features as significant in order to qualify and define astandard 
formfornetwork capacity contracts: 
a) The plants appointed to the production of the quantity ofoutputto be sold must be specified in 

the contract; 
b) The exchanged quantities usually reflect the production capacities of the seller, with reference 

to a given plant or groups of plants, and the overall needs of the purchaser; 
c) The agreed consideration, usually corresponding to the fair valueof the exchanged quantities 

as of the time of physical delivery, may be broken down into acapacity charge, i.e. a fix 
consideration (independently of the volumes of output effectively “withdrawn” by the 
purchaser) determined taking into account structural costs, and anenergy charge, aiming at 
paying both variable production costs and capitals the supplier has invested; 

d) Usually they are long-term contracts with a duration approaching most of the time the 
relevant production plant(s)'s lifetime; 
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e) The places to deliver the electrical energyare formally singled out and they are usually at the 
supplier's or the purchaser's (i.e. there are real places for physical delivery), whereas it is more 
rare that trading/market hubs are specified in the contract. 

Granted that thestandard format stake is surely a concise and simplified contractual model 
and that, in practice, the contracting parties are free to agree upon amending and supplementing 
it in a more or less significant way, thus with the need to analyse every time, on a case by case 
basis, the effective contract in order to ensure itsfaithful representation in the balance-sheet, 
however it is for us clear that such framework contents are specifically suitable to support 
typically industrialpurposes, rather than trading strategies, with reference to a transaction for the 
sale and purchase ofelectrical energy. 

In order to apply Ias 39/Ifrs 9 to anetwork capacity contract (or better, as said above, 
itsstandard form), indeed, only the objective condition of being readily convertible to cash is 
verified, taking into account that electrical energyis traded on domestic and international 
regulated marketsboth asspotandfuture contracts, and therefore the requirement at stake is always 
met. Moreover, if as a matter of principle the existence of such requirement is strictly linked to 
the kind of good to be sold (and therefore to its physical-technical features), still some 
contractual provisions could largely limit its degree of fungibility, e.g. when plants specifically 
appointed to the production of the agreed amount of output are singled out in the contract for 
technical-logistic reasons. 

The objective condition analysed under no. 2) of page three of this paper (i.ethe 
arrangements allow the parties to settle each contractual obligation through a spread in cash or 
another financial instrument, therefore without physical delivery of the good subject-matter of 
the contract - so called net settlement) is not matched in the standard formof anetwork capacity 
contract, as this latter contains a number of operating provisions which are binding for all 
contracting parties (see under lettersb, c, d andeabove) and clearly incompatible with the 
possibility to have a net settlementof such contract (unless, obviously, such option is expressly 
agreed upon by the parties, thus amending the standard content of the contract). 

The objective condition analysed under no. 3) of page fourth of this paper, i.e. the 
existence of a solid past business practice of reaching the said net settlement of the contract(such 
condition has to be met jointly with the other two in order to have a derivative financial 
instrument underlying in reality a network capacity contract), instead, lies outside the content of 
thestandard format stake and must be verified empirically every time. 

In any case, even disregarding the above-mentioned remarks on the existence or not of the 
objective conditions for the application ofIas 39/Ifrs 9, it must be highlighted that the standard 
content of anetwork capacity contractdoes surely satisfy the two subjective conditions to be 
exempted from such accounting rules, if any. In particular, the real intention of the contracting 
parties to adjust the quantity of electrical energyto be transferred to their respective effective 
needs of purchase, sale or use (so calledown use exemption) is clearly stated subletter b) of the 
standard form (and in a lower, but complementary degree subletter c), while the real intention of 
the contracting parties to have the physicaldeliveryof the same good (rather than to have the net 
settlementof the contract) is clearly stated in the subsequent itemsubletter e). 

Obviously, it must be briefly outlined that is and to the extent the contractual structure of 
a network capacity contract divergesmore or less significantly from the mentioned standard 
formas a consequence of the parties' arrangements, then it is necessary to evaluate on a case by 
case basis, in the light of the remarks made in the previous pages of this paper and, therefore, 
lifting the "veil" of the legal form of the agreement in favour of its effective economic substance, 
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if a company is simply purchasing/selling a given quantity of electrical energyonly for industrial 
purposes, thus accounting the transaction as anormal purchase/sale, or still the company is 
pursuing financial tradingstrategies, therefore accounting the contractas a derivative financial 
instrument pursuant to Ifrs 9 “Financial Instruments”/Ias 39 “Financial instruments: 
recognition and measurement”, i.e. at itsfair valuesetting-off gains and losses for the period in 
the income statement. 
 

Further research 
 

Further studies will be required to verify empirically:  
• The characteristics of contracts of purchase/sale effectively stipulated by EU companies 

quoted in market regulated, that are seller/buyer of relevant quantities of electrical energy (of 
course if these contracts diverge from the aforementioned standard form); 

• If these companies account such contracts in the correct way in the balance sheets accordingly 
to the specific characteristics of each contract(so if they are really compliant to the principle 
of faithful representation of business transactions). 
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