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Cristina C. Gotianun, president and chief operating officer, reflected on the roller coaster ride of
Semirara Mining & Power Corporation (SMPC) since 2020. Plagued by extended Covid-19
lockdowns from 2020 to 2021, coal and power volumes were down 13% and 18% respectively.
Compounded by low coal and power prices, net income from coal was down 56% while power
incurred a loss, resulting in a 66% decline in consolidated profit.*

In her message,? Cristina described how 2022 saw their earnings surge: an Indonesian coal
export ban, the Russian—Ukraine War, and supply chain issues resulted in record high coal and
power prices. SMPC’s revenues grew 74% to reach P91.1 billion (US$1.65 billion),? earning a net
income of P39.9 billion (USS725 million), a 246% rise from 2021. To cap SMPC’s silver
anniversary, under DMCI Group, 2022 saw completion of the Pandan pit rehabilitation four years
ahead of schedule, making the project the fastest of its kind and scale in terms of execution.

The 2023 easing of geopolitical tensions saw mixed results: Profits were reduced by significant
coal price reductions despite rising volumes. By Q2 2024, falling coal and power prices added to
the profit squeeze. Cristina commented: “Despite our efforts to manage costs and operating
efficiencies, the persistent decline in global coal and electricity prices has significantly impacted
our financial performance.”*

1 Semirara Mining & Power Company, “SEC Form 17-A, Annual Report 2020.”
2 Semirara Mining & Power Company, “2022 Annual Report.”
3 For simplicity, Philippine pesos are converted at an exchange rate of P55 for every US dollar.

4 https://insiderph.com/consunjis-semirara-mining-and-power-reports-lower-profits-in-q2-2024
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In looking forward to the next decade, Cristina sought to prioritize the company’s actions by
sifting through the various prospects and converting them into tangible opportunities. For this
task, Cristina entrusted Alexander Gotianun with identifying feasible strategic approaches.
Alexander, while finishing his MBA at IESE Business School in May 2024, worked with fellow MBA
Beatriz Maria Matti on analyzing SMPC's strategic options.

Alexander, a civil engineer with experience managing nationwide construction projects, assets,
and financial investments, collaborated closely with Cristina and Carla Cristina T. Levina, chief
financial officer, to identify growth opportunities. Past financial data are in Exhibit 1.

A number of papers published on energy transition and sustainability piqued the curiosity of
Alexander and Beatriz Maria, particularly as a context for appreciating the challenges or
opportunities that confront SMPC. Specifically:

Leaders at the G20 Summit agree to triple total renewable energy capacity and underscore
the global need for over USD 4 trillion of annual investments until 2030.°

The United Nation’s Goal 7 aims to expand, by 2030, infrastructure and upgrade technology
to supply modern and sustainable energy services in developing countries. This programme
prioritises aid to least developed countries, small island or landlocked states.®

Specific to coal and energy, the International Energy Agency (IEA) forecasted coal to decline by
1.8%, with renewables growing by 4% annually until 2050. This implied a global shift toward
sustainable energy and highlights the decreasing viability of coal as a long-term energy source.

Conscious of a temptation for introspection, Cristina challenged her team to challenge accepted
wisdoms. Within the Philippine energy industry, some policy- and decision-makers keep faith in
coal as a dominant fuel. The “logic” suggests that “cheap” coal’s demise would cause severe
power shortages and spiraling prices, resulting in widespread economic welfare losses. These
views run counter to opinions expressed in developed economies. Alexander grappled with the
following dilemmas.

IEA projections suggest that continued reliance on coal could become increasingly untenable,
with demand likely to diminish over time. On the other hand, the rise of renewables offers a
pathway for SMPC to adapt and thrive by investing in sustainable energy sources. Aligning
SMPC’s strategy with these global trends could secure its long-term competitiveness and
sustainability in the evolving energy market. However, this would come at a cost in foregoing
current coal revenues, which remained lucrative albeit volatile.

In preparing to engage SMPC'’s leadership team, Alexander aimed to address these strategic
guestions: a) Should we lead the energy transition by investing in renewables? b) Can we wait
and follow what other energy players in Asia do? c) Can we ride the wave of coal and diversify
to other industries?

In tackling these questions, Alexander anticipated a need to offer some alternatives on how they
could pace the transformation and how their internal organization and capabilities could evolve.
This boiled down to the following: How could SMPC create a mix of revenue streams to thrive in
a future energy market? In the end, would doing nothing remain an option?

5 https://www.irena.org/News/pressreleases/2023/Sep/G20-Leaders-Endorse-IRENA-Recommendations-for-Global-Renewable-
Energy-Adoption#:~:text=Leaders%20at%20the%20G20%20Summit,0f%20annual%20investments%20until%202030

6 https://sdgs.un.org/goals/goal7
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SMPC and the energy industry

The Philippine energy industry comprised the supply of fuel, such as coal, oil, and gas, and power
generation from various energy resources and its distribution to consumers. Fuels were supplied
from indigenous coal and pipeline gas from Malampaya and from imported coal and oil (and its
refined products such as diesel, gasoline, kerosene, and aviation fuels). Power was generated
from indigenous fuels such as coal, geothermal, hydro, and renewables resources. With the
passage of the Electricity and Power Industry Restructuring Act,” the power supply sector was
split into a competitive power generation business, a privatized transmission entity under
Transco (a state-owned monopoly and holder of the concession), and predominantly privately
owned distribution and supply companies and cooperatives. The power industry was regulated
indepedently by the Energy Regulatory Commission.®

SMPC straddles the industry as supplier of indigenous coal and as supplier of power generated
from coal.

SMPC’s economic and social contributions are significant. It contributes substantially to public
budget through their royalty and tax payments. The mining activities create local employment
and livelihood, reducing Caluya’s (Antique, Philippines) poverty incidence to 6%, which is well
below the World Bank’s projection of 18.7% for the_ Philippines for 2021, according to the
Philippine News Agency.’

Government policies had an impact on how SMPC’s prospects could evolve. Jorge A. Consuniji, a
member of the SMPC board of directors, shared his thoughts on prevailing coal policy:

The government has issued a moratorium on endorsing greenfield coal-fired power assets.
However, committed coal-fired power projects and operating complexes, which already have
firm expansion plans and landsite provision are exempted from this moratorium. This is in
line with the country’s goal of improving energy sustainability and security.®

Taking the cue from the Philippine Energy Plan for 2023 to 2050,'! and allowing full foreign
ownership of renewable energy investments, renewable targets were set at 50% of power supply
(from 32.7%, including hydro and geothermal, in 2022). This renewed push for renewables was
gaining credence under the leadership of Secretary of Energy Raphael P. Lotilla.*?

In quantifying SMPC’s contribution, a clearer picture emerged of the inter-dependencies of the
coal mining and power businesses. By 2024, more than 600 hectares of depleted coal mines had
been subjected to rehabilitation. To support its coal mining operations, port facilities able to
dock coal-handling vessels for both domestic and export markets were operational, as were
airports for light aircraft and inter-island air travel.

7 https://pidswebs.pids.gov.ph/CDN/PUBLICATIONS/pidspn1819.pdf

8 https://powerphilippines.com/sc-erc-has-jurisdiction-over-cases-vs-power-
players/#:~:text=The%20Energy%20Regulatory%20Commission%20(ERC,as%20long%20as%20the%20alleged Accessed:
January 25, 2025.

9R. G. Barcelona, Dynamic Decisions: Energy PIVOT, Adaptive Moves, Wining BOUnCE (London: World Scientific Publishing,
2023), chapter 11.

10 |bid.
11 Department of Energy, Philippines, “Philippine Energy Plan 2023 — 2050.”

12 https://asian-power.com/exclusive/philippines-track-energy-transition-re-targets-could-be-
higher#:~:text=lyer%20said%20the%20Philippine%20government,Energy%20Auction%20Programme%20(GEAP).
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