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O P I N I O N

Globally, more and more coun-
tries continue to increase their 
focus on developing renewable 

energy sources, both due to the increas-
ing pressure from various stakeholders, 
as well as the acknowledgement of the 
clear and present danger posed by cli-
mate change. Because of this, environ-
mental, social, and governance (ESG) 
reporting has become a top priority for 
most boards. 

As the country gains momentum in 
shifting to renewable energy, we expect 
that financial reporting will 
have to reflect the com-
mitments and actions of 
most organizations, nota-
bly those in the oil and gas 
sector, in tackling climate 
change. As a signatory to 
the Paris Agreement, the Philippines, 
being a country that is particularly vul-
nerable to climate-related risks, has 
pledged to reduce its own greenhouse 
gas emissions by 75% from its 2015 lev-
els by the year 2030.

Given the increasing global climate 
concerns and strong interest in achiev-
ing the United Nations Sustainable 
Development Goal 7 of ensuring access 
to affordable, reliable, sustainable and 
modern energy for all, the Department 
of Energy (DoE) is pursuing a Clean 
Energy Scenario setting a target of 35% 
renewable energy share in the power 
generation mix by 2030 and more than 
50% by 2040. As of 2020, renewable 
energy accounted for 21.2% of the Phil-
ippine power generation mix. 

OIL AND GAS REMAIN VITAL
TO ENERGY SECURITY 
The DoE reported that in 2020, indig-
enous sources comprised almost 53% 
of the energy supply mix, out of which 

6.6% was accounted for by the oil and 
gas sector, mainly from three petroleum 
service contracts (SCs): SC38 Malam-
paya, SC14C1 Galoc, and SC49 Alegria. 
Malampaya and Galoc are projected to be 
depleted by 2024 and 2025, respectively. 

However, in October 2020, the Presi-
dent lifted the moratorium on oil and 
gas exploration in disputed areas in the 
West Philippine Sea. One of the areas 
that will significantly benefit from re-
newed exploration is SC72 Recto Bank, 
which is operated by a subsidiary of PXP 

Energy Corp. SC72’s 
Sampaguita Gas Field 
is reported to contain 
prospective resources 
of 3.1 trillion cubic feet 
of gas. This project, 
once developed and 

made operational, can fill the void that 
will be left by Malampaya and Galoc.

The reality is that until more renew-
able energy sources are developed, oil 
and gas will remain a significant com-
ponent of the Philippine energy mix. 
This is why, given the global emphasis 
on climate-related reporting, oil and gas 
industry players should be seen as being 
proactive and taking the lead in address-
ing ESG concerns.

FINANCIAL REPORTING
FOR CLIMATE CHANGE
Sustainability reporting is an impor-
tant factor in improving a company’s 
sustainability commitment and its rela-
tionship with investors and customers.

With this, the Securities and Exchange 
Commission, through its Memorandum 
Circular No. 4-2019, has provided guid-
ance regarding disclosure requirements 
relating to sustainability reporting as an 
attachment to Publicly-Listed Compa-
nies’ annual reports (SEC Form 17-A).

As climate-related matters continue 
to evolve and entities make further 
commitments and take additional ac-
tions to tackle climate change, it is im-
portant that they ensure their financial 
statements reflect the most updated 
assessment of climate-related risks. 
In November 2021, the International 
Financial Reporting Standards (IFRS) 
Foundation announced the establish-
ment of the International Sustain-
ability Standards Boards (ISSB), which 
is tasked to develop global standards 
linked to sustainability disclosures in-
cluding climate and other environmen-
tal matters. As of 31 March 2022, the 
ISSB has issued two Exposure Drafts 
on IFRS Sustainability Disclosure Stan-
dards for public comment.

While the Philippine Financial Re-
porting Standards (PFRSs) do not as 
yet explicitly reference climate change, 
climate risk and other climate-related 
matters, there may still be anticipated 
impacts on oil and gas companies over 
several areas of accounting as follows.

General disclosure requirements. 
Entities are required, at a minimum, 
to follow the specific disclosure re-
quirements in each PFRS standard. In 
determining the extent of disclosure, 
entities are required to carefully evalu-
ate whether users of financial state-
ments can assess the effects of climate 
change on their financial statements. If 
climate-related matters could reason-
ably expect to influence the decisions 
of the users of the financial statements, 
this information must be disclosed.

Going concern. In many cases, cli-
mate risk may not add significant going 
concern uncertainty in the short term. 
However, Philippine Accounting Stan-
dards (PAS) 1 requires disclosures of 
material uncertainties. Climate-related 

matters could create material uncer-
tainties related to events or conditions 
that cast significant doubt upon an 
entity’s ability to continue as a going 
concern. In such a case, although going 
concern may be assumed, additional 
disclosures explaining the uncertainties 
associated with the assumption would 
be required.

Exploration and evaluation assets. 
Entities should consider the impact of 
climate risk and potential future devel-
opments, including the sustainability of 
its current business model and commer-
cial viability, in assessing the recover-
ability of its exploration and evaluation 
assets (i.e., deferred exploration costs) 
and provide appropriate disclosures.

Property, plant and equipment 
(PP&E). Climate-related matters have 
the potential to significantly impact the 
useful life, residual value and decommis-
sioning, and restoration of PP&E (e.g., 
wells, platforms and related assets, refin-
eries, retail service stations, etc.). Climate 
change and the associated legislation to 
promote sustainability increase the risk 
that PP&E items become “stranded as-
sets” whose carrying value can no longer 
be recovered within the entity’s existing 
business model. Given the uncertainties 
around the impact of climate change, 
disclosures should be enhanced to al-
low the users of financial statements to 
understand and evaluate the judgements 
applied by management in recognizing 
and measuring items of PP&E.

Impairment of assets. The extent to 
which certain assets, processes or activi-
ties will be impacted by climate-related 
business requirements and how climate-
related risks and opportunities will af-
fect an entity’s forward-looking informa-
tion, such as cash flow projections, may 
require significant judgement. Entities 

should consider what information users 
rely on in assessing the entity’s (lack of ) 
exposure to climate-related risks.

Provisions. As entities take actions 
and initiatives to address the conse-
quences of climate change, these ac-
tions may result in the recognition of 
new liabilities or, where the criteria 
for recognition are not met, new con-
tingent liabilities have to be disclosed. 
Entities should ensure that sufficient 
disclosures are provided to allow us-
ers of financial statements to under-
stand those uncertainties, how climate 
transition has been considered in the 
measurement of a provision or disclo-
sure of a contingent liability, and the 
assumptions and judgements made by 
management in recognizing and mea-
suring provisions.

In a world that is increasingly sitting 
up and taking note of ESG concerns, 
the pressure on the oil and gas sector to 
help address climate risks will likewise 
continue to mount. While the above list 
of climate-related considerations is by 
no means all-inclusive and may vary 
between entities, they offer a starting 
point for the industry to take a proactive 
and progressive stance and demonstrate 
how it is doing its part to make the global 
climate change ambition a reality.

This article is for general information 
only and is not a substitute for profes-
sional advice where the facts and circum-
stances warrant. The views and opinion 
expressed above are those of the author 
and do not necessarily represent the views 
of SGV & Co.

Accounting considerations for the oil and gas sector
as renewable energy adoption drives ESG reporting
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NEARLY a month after the Land Transporta-
tion Franchising and Regulatory Board (LT-
FRB) commenced its P3-billion Pantawid 
Pasada program on March 15, only 110,287 
beneficiaries as of April 4 have received the 
fuel subsidy, with a senior legislator blaming 
the absence of a database for the delay.  

The program, which seeks to provide 
377,443 public utility vehicle (PUV) driv-
ers with fuel discount cards amounting to a 
P6,500 subsidy, is intended as a relief mecha-

nism for the public transport sector, which 
currently has to absorb high fuel prices.  

According to Senator Sherwin T. Gatchalian, 
Chairman of the Senate Energy Committee, 
the lack of a database has led to the delay in the 
distribution of the fuel subsidy. 

He said the election spending ban, which 
began on March 25, has also hindered distri-
bution.  

Mr. Gatchalian called for the development 
of a centralized database by various agencies 

and stakeholders to ensure “proper coordina-
tion and implementation of the program.”  

The proposed database will need to be up-
dated yearly and will help minimize waste and 
misappropriation of government resources.  

On March 23, the Department of Trade and 
Industry (DTI) identified 27,777 beneficiaries 
from the delivery services sector while the De-
partment of the Interior and Local Government 
(DILG) has yet to submit the list of tricycle driv-
er beneficiaries. — Ram Christian S. Agustin

Fuel subsidy rollout hindered
by absence of driver database

THE Trade Union Congress of 
the Philippines (TUCP) said Sun-
day that wage boards are not re-
sponding adequately or quickly 
enough to address petitions seek-
ing to raise the minimum wage.

The TUCP, the Philippines 
largest labor federation, said in 
a statement that the labor bu-
reaucracy was not being respon-
sive to the needs of workers, 
who have had to live with high 
prices, calling the bureaucracy’s 
approach “business as usual, 
time-consuming, (and) techni-
cally tedious.”

Such an attitude “will further 
push under the workers who are 
trying to keep their heads above 
the rising waters of (the rising) 
cost of living,” it said.

The wage board in Metro 
Manila recently dismissed a 
petition seeking to raise the 
minimum wage in the region to 
P1,007 per day.

It said last week that it may re-
lease its wage-setting decision four 
days before the 2022 elections.

“TUCP is outraged and fears 
that the Department of Labor and 
Employment (DoLE) and wage 
boards are just ‘dribbling the ball’ 
to calm the fears of workers now 
facing hunger as the cost of living 
escalates. TUCP condemns this 
apparent insincerity of the DoLE 
and wage board as the height of 
insensitivity to the real hunger 
being faced by our minimum 
wage earners,” group president 
Raymond Mendoza said.

TUCP last week refiled its pe-
tition for a P470 increase in the 
daily wage for Metro Manila.

“If it is true that (Labor) Secre-
tary Silvestre Bello III ordered all 
the regional wage boards to review 
the existing wages as they have be-
come insufficient for the needs of 
workers and their families, why did 
the National Capital Region Wage 
Board dismiss the original TUCP 
petition on a mere technicality?” the 
TUCP said, noting that the decision 
of Metro Manila’s wage board “con-
veys a political signal” to its counter-
parts elsewhere in the country.

Mr. Bello recently proposed 
a P5,000 wage subsidy for three 
months or until such time as a 
wage order is given. Assistant 
Secretary Dominique Rubia-Tut-

ay provided a separate estimate 
for such a subsidy of P8,000.

The TUCP said talk of a sub-
sidy represents attempts by the 
Labor department “to raise false 
hopes and to dampen the mobili-
zation plans of workers to protest 
the sub-poverty level minimum 
wage nationwide.”

The TUCP is set to file a mini-
mum wage petition in the Socc-
sksargen Region in the southern 
Philippines on Monday, following 
similar filings in the Central Vi-
sayas and Davao Region.

Minimum wages are set by 
regional boards, which can only 
entertain new wage hike petitions 
on the anniversary of their last 
ruling. — Kyle Aristophere T. 
Atienza

INVESTMENT Promotion Agencies 
(IPAs) have been attending train-
ing sessions on the incentives on 
offer from the Corporate Recovery 
and Tax Incentives for Enterprises 
(CREATE) Law, Finance Assistant 
Secretary Juvy C. Danofrata, the 
head of the Secretariat of the 
Fiscal Incentives Review Board 
(FIRB), said.

She said in a statement 
Sunday that the FIRB Secretariat 
holds town meetings with IPAs 
and releases newsletters to raise 
awareness of such incentives and 
the investments being encour-
aged under the Strategic Invest-
ment Priority Plan (SIPP). 

So far, the FIRB has held three 
town hall meetings with IPA staff, 
while three e-newsletters have 
been published, she said.

Ms. Danofrata said the training 
sessions stem from data gener-
ated by the Fiscal Incentives Reg-
istration and Monitoring (FIRM) 
program launched last year. FIRM 
allows companies to apply for tax 
incentives and monitor the status 
of their applications, and offers 
instructional videos to help IPAs 
and Registered Business Enter-
prises in using the platform.

“Finance Secretary Carlos G. 
Dominguez III instructed (the 
Secretariat) to hold a seminar as 
well with the heads of the various 
IPAs to provide them the informa-
tion they need about the CREATE 
Law,” the statement said.

Only 45 FIRMS accounts have 
been registered as of Feb. 14, Ms. 
Danofrata said.

Separately, the FIRB said it 
approved tax incentives for seven 
government agencies and state-
run corporations in 2021.

The tax incentives, valued at 
P4.28 billion, were granted to 
the University of the Philippines-
Baguio (UP-Baguio), the Philip-
pine Deposit Insurance Corp. 
(PDIC), the Armed Forces of the 
Philippines Commissary and 
Exchange Service (AFPCES), the 
Small Business Corp. (SBCorp), 
the Government Service Insurance 
Corp. (GSIS), the Department of 
Interior and Local Government 

(DILG), and the Intercontinental 
Broadcasting Corp. (IBC-13), Ms. 
Danofrata said in a report to Mr. 
Dominguez.

“Our efforts to enhance the 
country’s fiscal incentives system 
lead to attracting large amounts 
of investments from foreign 
investors, which in turn, will gen-
erate more employment oppor-
tunities and promote economic 
stability,” Ms. Danofrata said.

The government is expecting 
more foreign investment after 
the passage of key economic 
measures, which include amend-
ments to the Foreign Investment 
Act, the Public Service Act, and 
the Retail Trade Liberalization 
Act.

Last week, Trade Secretary 
Ramon M. Lopez said that the 
Department of Trade and Industry 
(DTI) is following up on invest-
ment leads from about 250 com-
panies, adding later that these 
leads are expected to generate 
P450 billion in investment.

The FIRB, which oversees the 
granting of incentives for projects 
involving P1 billion worth of 
investment or above, approved 
tax incentives for five big-ticket 
projects in 2021, four of which 
were located outside of Metro 
Manila, and one located in Makati.

Ms. Danofrata said that the 
five projects will involve capital 
investment of P119.5 billion. 
The four outside the capital 
region include cement and mass 
housing projects in Iloilo, Davao, 
Batangas, and Pampanga. The 
proposed Makati City Subway 
was also approved for tax incen-
tives. 

Three more such applications 
endorsed by the Board of Invest-
ments are awaiting review, while 
one application was rejected.

CREATE incentives include in-
come tax holidays and enhanced 
deductions, on top of the gradual 
reduction of corporate income 
taxes. The tax reform program 
had sought to make the incentive 
regime more time-bound and 
performance-based. — Tobias 
Jared Tomas

THE low-cost argument for using 
coal-fired power does not con-
sider hidden costs as well as price 
volatility in times of crisis, such 
as the present time, the Institute 
for Climate and Sustainable Cit-
ies (ICSC) said.

In an e-mail interview, ICSC 
Executive Director Renato Reden-
tor Constantino said the “coal-is-
cheapest” argument is undermined 
by the higher-than-expected cost 
of coal-fired power generation and 
the power industry’s ability to pass 

on the cost of more expensive coal 
to the end user. 

“A quick look at actual coal 
generation costs of major distri-
bution utilities shows that these 
costs range from over P4.00 per 
kilowatt-hour (kWh) to approach-
ing P9.00 pesos per kWh. Not only 
are these costs much higher than 
expected but they are also volatile 
as they reflect the ‘Pasaload’ of fuel 
costs to the consumer,” he added.

Pasaload is the telecommu-
nications industry practice of 
allowing users to share prepaid 
credits with others.   

Fitch Solutions Country Risk 
and Industry Research found in a 

recent report that coal-fired pow-
er remains the dominant source 
for electricity in the Philippines.    

According to Mr. Constantino, 
the ability to pass on coal costs 
has allowed power project propo-
nents to understate the initial all-
in cost of power when developing 
their projects. Their lack of expo-
sure to volatile fuel prices makes 
coal-fired power generation a 
“virtually risk-free business.”  

Fitch Solutions also issued a 
positive outlook for renewable 
energy (RE) development in the 
Philippines, providing support 
for ICSC’s contention that RE 
will bring substantial economic 

benefits in the form of affordable 
and reliable power.  

“The economy is easier to 
manage and is more productive 
when one is energy secure. The 
opposite of this is our current 
setting, where the Philippine 
economy is subjected to the in-
tense financial storms brought 
about by volatility risks associ-
ated with fossil fuels,” Mr. Con-
stantino said.  

The Philippine Energy Plan 
and the National Renewable 
Energy Program has a target of 
at least a 35% share of RE in the 
power generation mix by 2030, 
and greater than 50% by 2040.  

TUCP says wage boards not acting fast enough

Think tank says hidden costs erode appeal of cheap coal power 
By Ram Christian S. Agustin 

IPAs still undergoing
training on CREATE
incentives for locators


