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Energy investment remained at USD 1.85 trillion in 2018. A rise in fossil fuel supply investment offset lower power 

and stable efficiency spend. Despite the shift, power was the largest sector for the third year in a row. 

Global energy investment in 2018 and change compared to 2017

Global energy investment stabilised in 2018 after 3 years of decline
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Today’s capital allocation would need to shift rapidly towards cleaner sources and electricity networks in 

order to align with the Sustainable Development Scenario and the Paris Agreement. 

Energy supply investment needs to rise, whatever the scenario
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Decisions to sanction new oil & gas projects have picked up slightly, and could rise further in 2019, but

remain short of what would be required if demand continues to grow strongly.

Decision time for new oil and gas projects
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Gas-fired FIDs
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Final investment decisions (FIDs) for coal-fired generation and gas-fired generation

Investment decisions for new fossil fuel generation are down for the fourth consecutive year, 

with coal power in China, and gas power in the United States and MENA region. 

Fossil fuel generation investments are down, but the global fleet is still growing

Coal-fired FIDs
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The output expected from investment in renewable & nuclear power levelled off in 2018 while demand 

growth soared. To meet sustainability goals, spending on renewable power would need to double.

Low-carbon investment is not keeping pace with power demand

Expected generation from low-carbon power investments
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Thermal power Utility-scale renewables Grids & battery storage

Distributed power Thermal power Utility-scale renewables

Grids & battery storage

Project finance for renewable power increased by one-quarter in the past five years, as government 

policies enable access to financing and help manage risks in many places of the world.

Project finance has grown in importance for renewables investment

Global power sector investment by primary source of finance

USD 775 billion

Balance sheet 

finance:

Project finance:
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After years showing significant improvements in the financial sustainability of operations, the shale 

industry did not turn a profit in 2018, although 2019 could be different.

US light tight oil production, investment and free cash flow

US shale industry is leaning towards profitability
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In upstream oil & gas and power generation, industry is bringing capacity to market 20% faster than at 

the start of the decade. In a changing energy system, industry seeks to better manage capital at risk.

A preference for projects that deliver more quickly

Average time to market for 

conventional oil and gas projects
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While public energy RD&D spending rose modestly in 2018, led by the United States and China, most 

countries are not spending more of their economic output on energy research.

Public energy RD&D spending is not expanding enough

Spending on energy RD&D (research development & demonstration) by national governments, and as share of GDP
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Conclusions

• Energy investment stabilised in 2018 due to a bounce back in spending on oil, 

gas & coal supply while low-carbon (supply & demand) investment stalled

• Company strategies are reacting to technological change & unprecedented 

uncertainties by focusing on projects that deliver returns more quickly

• Approvals of new conventional oil & gas projects are falling short of what would 

be needed to meet continued robust demand growth

• There are few signs of the major shift of capital towards efficiency, renewables & 

innovative technologies that is needed to turn emissions around

• Investment & financing decisions are shaped by policies: today’s frameworks are 

not yet fit to avoid multiple risks for the future
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Accounting 

developments

New IFRS standards and reporting on climate change disclosures

David Holtam | 5 June 2019
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New IFRS Rules
International Financial Reporting Standards

IFRS 9

• Accounting for financial instruments

• Standard is effective for reporting periods beginning on or after 1 January 2018

• Main impact on impairment of receivables and unlisted equity investments

IFRS 15

• Covers revenue from contracts with customers

• Effective for periods beginning on or after 1 January 2018

• Ultimately no major impact in the energy sector (since, for businesses that trade in energy, the transfer of “control” of the
sold item is generally same as previously under a “risk and rewards” assessment).

IFRS 16

• Accounting for leases

• For annual periods beginning on or after 1 January 2019

• Main impact on treatment of leases as liabilities for all leases
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IFRS 9
Financial Instruments

• Standard was primarily written for banking institutions and is very technical in nature.

• In the energy sector, the main impacts we have seen are: 

Impairment of Receivables

• Entities are now required to provide for possible future credit losses. 

• This is still required even if there is a high probability of asset being fully collectible.

Equity Investments

• All equity investments in scope of IFRS 9 are to be measured at fair value in the statement of financial position.

• This includes unlisted entities, for example Entech start-ups in venturing portfolios.

• FV measurement is particularly hard to do for unlisted entities as there is no market evidence of the value readily 
available.
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IFRS 16
Leases

• Standard is effective for reporting periods beginning on or after 1 January 2019. 

• Main impact is that companies are now required to present all leases as liabilities on the balance sheet (with a 
corresponding asset). In the past, operating leases were simply recognised as an expense in P&L when they were paid. 

• This is a large change for a lot of companies with particular impact on energy sector companies which have material 
leased assets, including vessels and rigs. 
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IFRS 16
Leases (cont.)

• A big challenge for the companies is to reflect this transition in their KPIs. 

• A lot of companies use gearing or net debt as financial KPIs when telling their story to investors. Lease liabilities 
potentially give significant overnight changes in these metrics.

• Best practice for this is still emerging but so far we have seen several examples of quarterly reporting companies.
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IFRS 16
Leases (cont.)
BP (extract from 2019 first quarter results)

• “Net debt at 31 March 2019 was $45.1 billion, compared with $39.3 billion a year ago. Gearing at 31 March 2019 was 30.4%, compared with 
30.0% at the end of 2018 and 27.8% a year ago.”

• “Lease liabilities are now presented separately on the group balance sheet, do not form part of finance debt and are not included in net debt 
and gearing in the financial framework.”



20

IFRS 16
Leases (cont.)
Shell (extract from 1Q19 quarterly results announcement)

• Net debt: As a result of the implementation of IFRS 16, net debt increased by over $16bn. 

• Gearing: First quarter 2019 reported Gearing increased to 26.5% on an IFRS 16 basis, from 21.9% on an IAS17 basis
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IFRS 16
Leases (cont.)

Eni (extract from 2018 annual report)

• Net borrowings: €14.5 billion, of which around €2 billion pertaining to the share of lease liabilities attributable to joint operators in Eni-led 
upstream Joint Operations. Net borrowings would be €8.68 billion when excluding the overall effect of IFRS 16.

• Leverage: 0.27, or 0.24 excluding the share of lease liabilities attributable to joint operators. Leverage would be 0.16 billion when excluding 
the effect of IFRS 16, unchanged compared to December 31, 2018. 
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Reporting of climate change 
disclosures
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Reporting of Climate Change Disclosures

• Whilst there is no specific requirement prescribed by accounting standards, there is an increasing investor expectation for 
companies in the energy sector to provide greater disclosure relating to climate change in their accounts. 

• For example: 

• in September 2018, the FRC launched an initiative to look at “Climate and workforce reporting”;

• recommendations of the Taskforce on Climate-related Financial Disclosure (TCFD) are gaining momentum;

• Activist groups such as ClientEarth and Extinction Rebellion have hit the headlines challenging companies for failure to 
adequately describe climate-related risks facing their organisation and for auditors and regulators to enforce this under 
current law. 

• ISA 720 sets out the auditor’s responsibility relating to other information in the annual report, and therefore covers what 
auditors should do in relation to disclosures of climate-related risks. 

• ISA 720.14 states: “The auditor shall read the other information and, in doing so shall… consider whether there is a 
material inconsistency between the other information and the financial statements [or] the auditor’s knowledge obtained 
in the audit”

• Audit firms are now also considering whether there are direct accounting consequences from climate change 
considerations, for example whether exploration and appraisal assets in the balance sheet are actually likely to be 
developed by management teams; and whether economic assumptions used for asset impairment testing reflect all risks, 
including those relating to climate change. 
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The risks driven by a more rapid low-carbon transition mean the 

financial sector… “has a clear interest in ensuring the financial 

system is resilient to any transition hastened by those decisions.”

Turning point: climate change is a financial stability issue

Mark Carney

Chairman G20 Financial Stability Board               

& Governor of the Bank of England, 2018
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ERM supported TCFD in developing a robust approach                     
for companies to address climate-related financial risks

Source: ERM, G20 Task Force on Climate-related Financial Disclosures – Technical Recommendations
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ENGAGE                               - ASSESS                    - INFORM INVESTMENTS 

LEVELS OF ANALYSIS TO DELIVER INCREASING QUANTIFICATION IN FINANCIAL DECISION MAKING

Companies can adapt the TCFD approach to ensure best fit-for-
purpose integration into their own decision-making frameworks
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Over 5 years, expect broad understanding
The concentration of carbon-related assets in the financial system & 
exposure to climate-related risks

06

02 Companies are already reporting
Uptake will increase with CDP, PRI, etc. 

TCFD Recommendations delivered 
2017

01

Greater adoption expected over time
Growing sense of what good looks like

04

Further guidance to be delivered 
Once agreed on what good looks like

05

03 Beginning to disclose in financial filings 
Reporting season

Over time, TCFD expects disclosures to continue to grow 

in depth and consistency
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