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1. Adoption of IFRS in Chile, an experience to share

 The transition to IFRS in Chile is a process which, since its beginning, at the end of year 
2005, has been led by the Chilean Superintendence of Securities and Insurance (SVS in its 
Spanish acronym), organization that regulates all public offered issuers in Chile.

 The transition program is based in the adoption of IFRS ïIASB.

 The adoption of IFRS, which in certain aspects presents significant differences with Chilean 
Accounting Principles, following the model used by the EU.

 There is not an exclusive date of transition for all entities; this depends on the 
characteristics of each entity, especially of the Industry in which it participates and if the 
entity is publicly traded.

 The entities which have trading operations (minimum of 25% during the last 180 days) or 
have a Directors Committee required by law had to adopt IFRS on January 1st, 2009.  
Endesa Chile, which is registered in the SVS complies with this definition.
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 During 2007 and 2008, the SVS requested the companies to inform the market quantitative 
and qualitative information regarding the adoption of IFRS, for example:

 Preliminary effects at the date of transition to IFRS (Jan. 1st, 2008).

 Definition of the functional currency, which should be supported by an 
independent report from an external auditing company.

 The SVS determined that the presentation of the quarterly financial statements, during year 
2009, should be in its complete form; the first one corresponded to March 2009.

 The SVS determined a unique format for the presentation of the financial statements.

 Currently, the SVS is evaluating to promulgated new rules regarding the treatment of the 
First-Time Adjustments (FTA) and its effect in the accumulated results that are subject to 
distribution of dividends.

1. Adoption of IFRS in Chile, an experience to share
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Benefits of adopting IFRS:

 Improve the quality and quantity of 
available information in the market. 

 Increase transparency and comparability.

 Favors the integration of the financial 
markets.

 Facilitates risk evaluations and the ratings 
determined by external agencies.

 Gap between book value and economic 
value may reduces.

 Lower costs for multinational companies 
regarding the elaboration of financial 
statements.

Costs of adopting IFRS:

 Important changes in equity and results due 
to changes in accounting rules, in its first 
year of application.

 Renegotiation of financial restrictions.

 Possible impact in the distribution of 
dividends.

 Companies must reveal information of its 
business and officers, which are usually 
reluctant to disclose.

 Companies must modify or re-design its 
information and controlling procedures and 
systems.

 Training at company level (not only to 
accountants).

1. Adoption of IFRS in Chile, an experience to share
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i) Consider as carrying amounts in the transition to IFRS those that are included in the 
consolidation process of its parent company, Endesa Spain (paragraph 24.a) IFRS 1).

i.1 Treatment of goodwill.
i.2 Adjustments controlled at Endesa Spain level and other immaterial adjustments.
i.3 Consistency between financial statements of Endesa Chile or any of its 

subsidiaries and the ones reported to Endesa Spain.

ii) Undertake its transition to IFRS not considering carrying amounts reported to its 
parent, in other words, apply the general rule and determine the First-Time Adjustments 
according to the differences between Chilean GAAP and IFRS registered as of Jan. 1st, 
2009. (paragraph 24.b) IFRS 1).

ii.1 Revaluation of non-monetary assets?
ii.2 Two IFRS reports for the same company: Difficult to explain.
ii.3 Higher administrative costs.

IFRS 1: ñA subsidiary company, Endesa Chile, which adopts IFRS later than its parent 
company, Endesa Spain, has the following alternatives to undertake its transitionò:

P

1. Adoption of IFRS in Chile, an experience to share
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Precautions:

 Adoption vs. Adaptation.

 It requires a direct participation of all involved entities: Regulator, Companies, External 
Auditors, etc.

 How does the legal environment change to facilitate the transition process? Examples:

- First-time adjustments and its effect in the distribution of dividends?

- Does the tax legislation change?

- Requirements of the regulator: Complete quarterly report?, flexible format?, date of 
first presentation?

 A high level of involvement from companiesô top management is necessary.

 Opportune training, especially changes in the studying programs of universities and 
professional institutes.

 IFRS  IASB vs. IFRS EU. 

1. Adoption of IFRS in Chile, an experience to share



10

Agenda

1. Adoption of IFRS in Chile, an experience to share

2. Functional Currency, transactions in foreign currency
and foreign operations

3. Conclusions



11

2. Functional currency, transactions in foreign currency and 
foreign operations

General Background:

The International Accounting Standard N° 21(R) ñEffectsof the exchange rate fluctuations of
foreign currencyòwas revised for the last time in 2003, with obliged application starting on
Jan. 1st, 2005, which coincides with the date of adoption of IFRS in the EU.

This International Accounting Standard states how the companies must register in their
financial statements, its transactions in foreign currency and foreign operations, and how to
convert the financial statements to the chosen functional currency. Additionally, the
companies have to define the minimum disclosure of information.
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Key concepts:

 Functional Currency: The currency of the primary economic environment in which the 
entity operates.

 Foreign Currency: A currency other than the functional currency of the entity.

 Foreign Operations: An entity that is a subsidiary, associate, joint venture or branch of 
the reporting entity, which operations are based in a country or currency other than those 
of the reporting entity.

 Monetary Items: Units of currency held and assets and liabilities to be received or paid in 
a fixed or determinable number of units of currency.

 Presentation Currency : the currency in which the financial statements are presented. 

2. Functional currency, transactions in foreign currency and 
foreign operations



13

How is the functional currency determined?:

Primary factors:

 Currency that mainly influences the prices 
of goods and services.

 Personnel expenses, material, and other 
costs.

 Currency that mainly influences the costs 
of goods and services.

More:

 Currency in which the funds from financing 
activities are generated.

 Currency in which the operating activities 
are usually retained.

Secondary factors:

 Independence on the parentôs operations: 
Production vs. commercialization

 Cash flows of foreign operations directly 
affect the reporting entity and readily 
available for remittance to it.

 Proportion of transactions between 
foreign operations and reporting entity. 

 Financial autonomy of foreign operations.

ñThe functional currency must reflect the economic content of the facts and relevant 
circumstances for the entity, giving priority to the primary factors before considering the 
secondary factors.  If it is obvious from the primary indicators what the entityôs functional 
currency is, then there is no need to consider any of the other factors.ò

2. Functional currency, transactions in foreign currency and 
foreign operations
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Results of the analysis in Endesa Chile:

The Company has determined that its functional currency is the Chilean Peso and that the 
functional currency of its subsidiaries corresponds to the currency of each country where 
they are located. 

Additionally, it has been determined that the functional currency of certain joint ventures 
and affiliates is the US Dollar.

2. Functional currency, transactions in foreign currency and 
foreign operations
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Accounting policies of Endesa Chile:

i) Foreign currency transactions:

Transactions undertaken by each company in a currency other than its functional currency
are recognized in the functional currency by applying the exchange rate prevailing at the
date of the transaction.

During the year, the differences that arise between the exchange rate prevailing at the date 
of the transaction and one prevailing at the date of collection or payment are recorded as 
financial income/cost in the income statement.

Also, balances receivable or payable at the closing of each period denominated in currencies
other than the functional currencies in which the financial statements of the companies are
denominated, are translated to the functional currency at the year-end exchange rates. The
resulting translation differences are recognized as financial costs or financial income in the
income statement.

2. Functional currency, transactions in foreign currency and 
foreign operations
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Accounting policies of Endesa Chile:

ii) Hedging policies:

The companyôspolicy has been to hedge a portion of the revenues that are directly linked
to the performance of the US dollar by obtaining financing in US dollars.

As these transactions constitute cash flow hedges, the exchange differences arising on the
debt in US dollars are recognized, net of the related tax effect, in a reserve account in
Equity. These amounts are allocated to the income statement over the period in which the
hedged cash flows will arise, which has been estimated to be 10 years.

2. Functional currency, transactions in foreign currency and 
foreign operations
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Accounting policies of Endesa Chile:

iii) Conversion of foreign operations:

The conversion of the financial statements of the foreign companies with a functional
currency different than the Chilean Peso is carried out as follows:

 Assets and liabilities  applying the exchange rate prevailing at the date of the

financial statements.

 Items of the income statement  applying the average exchange rate during the

period.

 Equity is converted at the historic exchange rate as the date of acquisition or capital
injection. An average exchange rate is applied at the date of generation in the case
of the accumulated results.

The exchange rate differences arising from the conversion of the financial
statements are registered as ñConversionadjustmentsòin Equity.

2. Functional currency, transactions in foreign currency and 
foreign operations
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Highly inflationary economies (IAS 29):

Functional currency: The functional currency of a hyperinflationary economy is the
currency of that country.

 The financial statements must be adjusted in order to recognize the effects of the inflation,
the revenues and costs that result of the net monetary position are recorded in the income
statement.

 Assets, liabilities, equity, revenues and costs are translated to the submitted currency:

Current period: Closing exchange rate at the date of the period.

Comparative: Closing exchange rate at the date of the balance sheet, only if the
presentation currency is hyperinflationary. If not, the submitted information does not
change.

2. Functional currency, transactions in foreign currency and 
foreign operations
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3. Conclusions

 The success of the transition process depends on the commitment of entire organization.  
A proper communication within the different areas of the company allows to detect and 
solve problems on time.

 Teamwork facilitates the transfer of knowledge and the creation of synergies.

 IFRS not only changes an accounting policy of the companyé it also changes its culture. 
There is an integration to a universal language of financial information, with higher 
required standards and higher level of exposure.  The financial statements of an entity will 
be considered as its ñpresentation cardò in any market.

 The adoption of IFRS generates a better and easier comparison worldwide. It simplifies 
the analysis, interpretation and understanding of the financial statements.

 The fundamentals of the companyôs business remain the same and the accounting 
changes as a result of adopting IFRS do not have cash flow effects.


