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Foreword

Reducing emissions in a way that meets customer needs
and multiple stakeholders

Jonathon Peacock, Global Sector Lead, Oil and Gas, KPMG International

Leading up to COP28 in 2023, the
oil and gas sector is coming under
the microscope. That is as it should
be: the oil and gas sector will be a
key player in the global effort to
reduce carbon emissions and
transition to a cleaner energy
future. Simply put, the energy
transition cannot happen without
the active participation of the oil
and gas sector.

There are voices that advocate for
oil and gas sources to be shut off
as soon as possible. Yet the world
is increasingly recognizing that
hydrocarbons will need to remain a
central component of the world’s
energy mix for the foreseeable
future. Concerns about energy
security, the risks of imposing
energy poverty on the developing
world and the voracious appetite
for energy in the emerging markets
are just some of the factors
pushing energy demand to historic
highs. Cutting oil and gas from the
mix would only sharpen demand
and raise prices for consumers.

To achieve Net Zero and deliver on
the energy transition, it is not a
question of renewables OR
hydrocarbons. It's a matter of
diversifying into a broader set of
energy solutions. It's renewables
AND hydrocarbons.

The challenge facing oil and gas
companies is how to make that
transition in a way that meets rising
demand while simultaneously
delivering on the expectations of
stakeholders, investors, regulators
and customers.

As our authors and collaborators
argue in this series of articles,
there are multiple paths to
decarbonization and energy
transition. And there are lots of
opportunities right across the value
chain to significantly reduce carbon
emissions, scale up new revenue
streams and diversify the portfolio.
Technology will play a key role —
understanding the various options
and their relative value will be
critical to developing a practical
roadmap to a more diversified
future. So, too, will the ability to
develop strong partnerships.

For oil and gas companies,
therefore, the focus remains firmly
on delivering on their long-term
goals and business objectives. And,
for the vast majority, that includes
living up to ambitious commitments
to reduce or eliminate emissions.

KPMG member firms have some of
the world’s largest, most multi-
disciplinary decarbonization and
energy practices, serving many of

the world’s top oil and gas players
and suppliers. KPMG professionals
understand the complexities and
opportunities of the energy
transition for oil and gas
companies. And we would be keen
to share our ideas and experience
with you.

On behalf of the authors
participating in this report, and the
1,500 energy and decarbonization
professionals across the KPMG
network, we encourage you to
contact your local member firm to
discuss your unique situation.

Sincerely,

Jonathon Peacock
Global Sector Lead, Oil & Gas
KPMG International
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Transitionplanning &,
for oil and gas
companies

As pressures increase for oil and gas to
move toward renewables, we offer
some advice for creating a practical
transition plan.
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Andrew McHardy, Partner and National Leader of the KPMG Decarbonization Hub,
KPMG in Canada
Zachary Schwartz, Director, Infrastructure & Climate Advisory, KPMG in the US
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As the world moves towards
meeting net zero carbon
emissions, many industry leaders,
consumers and stakeholders are
looking to the oil and gas industry
to play a significant role to meet
these targets. Despite renewable
energy growth, the proportion of
fossil fuels in global primary
consumption has remained
relatively stable and as of 2022
was 82 percent.

How will the oil and gas industry
influence the continued demand
for energy while ensuring energy
security, affordability, and
sustainability are met?

Oil and gas companies can take a
number of steps to support the
energy transition beyond solely
transitioning from fossil fuels. For

example, measures to reduce
carbon emissions can include
eliminating non-emergency flaring,
electrifying upstream facilities
with low-emissions electricity,
equipping oil and gas processes
with carbon capture, utilization and
storage (CCUS) technologies, and
expanding the use of blue
hydrogen.

In many cases, energy transition
involves diversifying company
portfolios with various assets
related to sustainable energy
sources and innovative technology.
(see Drilling Down issue 3, “Qil
and gas opportunities in balanced
portfolios.”). This means using
revenues from today's businesses
to create future business models
and revenue streams.

Fossil fuels remained at 82%, despite renewable growth

Primary energy by type
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Despite renewable
energy growth, the
proportion of fossil fuels
in global primary
consumption has
remained relatively
stable and as of 2022
was 82 percent.
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Source: Energy Institute, in association with KPMG International and Kearney. “2023 Statistical Review of World Energy.” 2023

" Energy Institute, in association with KPMG International and Kearney. “2023 Statistical Review of World Energy.” 2023
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Maturity and impact of technologies

A Equipment A Low carbon

efficiency electricity
.'Sv A Methane reduction
T technologies

A Biofuel production
2 A Sustainable mobility
5
§ A Plastic pyrolysis
A Al & Digital twin

A Producing electricity
from waste gas

A CCUS

Maturity of technology

A Blue hydrogen

A Electrification of
steam cracking

A SAF

A NG carriers
Medium High

Impact of technology

Source: ETP Clean Energy Technology Guide, IEA, September 2023

o

While still in the earlier
stages of deployment,
Al’s ability to digest
massive amounts of
complex, unstructured
data and deliver
interpretations and
predictions makes it an
important tool in
determining how to
reduce our carbon
footprint. It's already
helping companies make
more informed decisions
in the transition to lower
carbon operations,
including moving the
dial on measuring,
tracking and forecasting
greenhouse gas (GHG)
emissions reductions.”?

Andrew McHardy
Partner and National
Leader of the KPMG
Decarbonization Hub
KPMG in Canada

2 The Globe and Mail, October 25, 2023
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Key factorsincreatinga
transition plan

Knowing when and where to invest

is not easy. Indeed, many oil and gas

companies today need help to
develop their transition plans and
articulate their positions to their
stakeholders. Leaders can start by
considering the following factors:

e What: Knowing what new
models or technologies to invest
in can be challenging. We are

seeing significant investment flow

into various options such as
CCUS, renewables, hydrogen,
electric vehicle charging,
biogases, and biofuels. We are
also seeing some oil and gas
companies look at new
opportunities that leverage their

embedded capabilities or play into

future growth areas, such as the

mining and processing of battery
minerals. Every company's list of

opportunities will be prioritized
slightly differently depending on
their ambition, objectives and
strengths.

¢ When: The timing of investments
is also a big challenge. Oil and gas

companies are developing new
energy capital assets using a
phased approach instead of
committing to the large capital
project up front. Large projects

can be broken into smaller phases

to limit their exposure to market

volatility at any given time. Oil and

gas companies will only expand
given the market economics

makes sense. |deally, you want to

scale up as demand rises.
However, demand for alternative
sources has yet to materialize in
some markets. That means that
oil and gas companies should

start building partnerships and
ecosystems of customers,
providers and generators that can
work together to raise demand
and supply in tandem. The good
news is that there are incentives
and funding mechanisms available
that could help reduce the
demand risk and make funding
more viable.

Where: The financial incentives
and business confidence created
by the US Inflation Reduction Act
(IRA) have helped the US emerge
as a key competitor for alternative
energy investment. Yet other
markets are also developing
attractive incentives for investors
in key energy sectors. The trick is
in knowing where to invest to
maximize value globally. There
could be a unique role to play in
helping shape and address the
energy agenda in developing and

emerging markets where oil and
gas companies have existing
relationships. Local supply chain
capabilities and available skills will
also influence where oil and gas
companies choose to invest.

How: There are many avenues of
entry and expansion depending
on the sector or technology.
Options include investing in
technologies, funding start-ups, or
snapping up key value chain
players. We believe that every
avenue will require oil and gas
companies to develop
ecosystems and partnerships to
execute their transition plans —
whether to drive demand, create
secure supply chains, embrace
innovation or create new business
models. Again, the available
incentives could affect how those
partnerships are formed and
structured.

Drilling down

© 2023 Copyright owned by one or more of the KPMG International entities. KPMG International entities provide no services to clients. All rights reserved

=
Q
o 5
S w
=1
Q o
Q» S
2 5
el
g
33
>
Q
==
D
o S
O,

Sol|0j10d psoueleq

s1eyJew seb
|ednieu ul eouewlopiad

suolie|nbal pue saioljod
[B1UBWIUOIIAUS BUIAOI(

ABisus uo Buiziieude)

s|eob uonisuely
ABlaus 01 sdai1s 1xeN

ul seniunuoddo

seb pue |10



Moving forward with

confidence

In the coming years, the goal is to
strike a balance between reducing
carbon emissions and ensuring
energy security. KPMG oil and gas
professionals work with companies
across the energy sector to develop
and execute their portfolio transition
plans. Based on this experience, we
suggest that oil and gas executives
consider the following objectives as
they work to balance and shape
their portfolios.

e Set a clear plan. Markets and
regulators want to see ambition
in your transition plan, but they
also want to see certainty. Be
clear about your strategy,
develop clear and measurable
objectives and then focus on
delivering on them.

e Make smart deals. \Whether
you want to recycle capital to
fund new projects or snap up a
value chain partner to improve
vertical integration within a new
sector, striking smart deals and
partnerships will be key to
success.

e Articulate your narrative. Tell
the markets where you want to
invest and what role you expect
to play in the transition. But also
be clear about your plans and
expectations for the
conventional energy side of the
business.

Bringing the plan together

A checklist for a successful transition plan can include the
following items:

¢ \We have a clear understanding of where our Scope 1 and 2
emissions are as a business.

e We know where the biggest climate and sustainability-related
risks and opportunities lie and have a plan to respond.

e \We have clear plans on what levers are available to us and which
ones we will pull in the short, medium and long-term to reduce
our emissions.

e We are confident that we know the financing opportunities open
to us for sustainable investments and the impact our transition
will have on our balance sheet.

e \We are regularly engaged with our supply chain, customers, and
investors on climate and sustainability.

e \We have an operating model and corporate structure which will
maximize our flexibility in a net-zero world.

e We have clear roles and responsibilities on delivering, tracking,
and reporting in our business on our climate and sustainability
progress.

e \We have climate and sustainability embedded into all of our
finance systems, operations, and ways of thinking and investing.

¢ \We have reliable and accessible data on our carbon emissions as
well as other metrics to track our biggest risks and opportunities.

e \We know what it takes to transition our business to hit our
climate and sustainability ambitions and how to show that we are
proactively taking action.
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Case inpoint: Leveraging carbon
offsets to support emissions
reductions goals

Client challenge

A leading multinational pipeline and

involved interviewing internal
stakeholders to understand
operational preferences and public
commitments. They identified

according to potential offset
opportunities in alignment with
corporate priorities established in
the workshop.
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Becoming ESG
assurance ready

More than half of leading companies in energy and natural resources agree
that digital tools are key to achieving ESG assurance.® All leaders have largely

or fully implemented digital solutions to collate ESG and other non-financial Energy compames are
information, an area where energy and resources firms are well ahead of undgr growing pregsure for
other industries. environmental, social, and

governance (ESG)
assurance, particularly from
shareholder activists and
investors, and from

Other All All regulators looking to hold
Leaders* energy & energy & . . o oo them accountable and

desilitss Uissulitas curtail the prevalence of
greenwashing.

Advanced technologies used for non-financial data capture/analysis

Al/machine
learning

60% 58% 59% 49%

In a recent report by
ThoughtlLabs sponsored by
KPMG International,? these
companies were found to
Cybersecurity 56% 46% 49% 57% surpass other industry
sectors in ESG reporting:

loT 64 % 48% 53% 62%

RPA 48% 32% 37% 30% ® 64 percent of energy and

natural resources
companies report ESG
* Top 25th percentile of five areas (governance, skills, data management, digital disclosures in the public

technology and value chain) domain versus

) 56 percent of all
Source: “Becoming ESG Assurance Ready: energy and natural resources sector, a P

report for KPMG,"” ThoughtLabs, August, 2023 companies.

e 17 percent of energy and
natural resources
companies that report in
the public domain provide
reasonable assurance
over all ESG disclosures
versus 14 percent of all

industries
4
-
% cz
2’ ¥
. 4% B
¢ Becoming ESG Assurance Ready: energy and natural resources sector, a report for KPMG,” August, 2023
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Case inpoint:
acquiring ESG assurance

Client challenge

A major oil and gas producer was
seeking third-party assurance
regarding Scope 1 and Scope 2
carbon emissions, as well as
multiple other ESG metrics such as
water usage and workforce
diversity. The assurance was also
needed to validate baseline data to
be used in target setting and for
projections used in scenario
analysis.

1

How KPMG helped

KPMG professionals completed a
risk assessment, including gaining
an understanding of the reporting
and control environment,
determining materiality thresholds,
and understanding target-setting
exercises. Team members planned
various assurance procedures such
as remote site visits and reconciling
source data to obtain sufficient and
appropriate assurance evidence.
The KPMG team also identified

significant risks and material issues.

Benefits

KPMG professionals helped the
client:

¢ Revise various assumptions that
were based on outdated factors

e Align the definition and
calculation methodology of
metrics across different
geographies

e Publish a detailed assurance
statement along with a
sustainability report provided to
stakeholders such as investors.

Drilling down

© 2023 Copyright owned by one or more of the KPMG International entities. KPMG International entities provide no services to clients. All rights reserved

=
Q
o 5
S w
=1
Q o
Q» S
2 5
el
g
33
>
Q
==
D
o S
O,

Sol|0j10d psoueleq

s1eyJew seb
|ednieu ul eouewlopiad

suolie|nbal pue saioljod
[B1UBWIUOIIAUS BUIAOI(

s|eob uonisuely
ABisus 01 sdais 1xaN

ul seniunuoddo

seb pue |10

ABisus uo Buiziieude)



About the authors

Andrew McHardy
Partner, National
Decarbonization Hub
Leader

KPMG Canada

Zachary Schwartz
Director, Infrastructure &
Climate Advisory

KPMG in the US
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Oiland gas
opportunities
In balanced

ortiolios

Companies are approaching the energy
transition in different ways but optimizing
a portfolio can be an essential part of their
strategy.

Wafa Jafri, Partner, Energy and Mobility Deal Strategy, KPMG in the UK
Adrian Scholtz, ENR Global Deal Advisory Leader, KPMG in the UK
Chris Wren, Director, Energy Transition Advisory, KPMG in the US
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Oil and gas companies will be essential in the global effort to reduce carbon emissions and transition to a
cleaner energy future and that energy transition cannot happen without the active participation of the oil and gas
sector. The role of a balanced portfolio is a crucial part of the overall strategy in the transition to cleaner energy.

With that belief in mind, the main question becomes what the oil and gas sector can do to deliver meaningful
and sustainable progress on energy transition.

=

o 5

=)

Q =

: : 4 i

Industry leaders on the continued need for fossil fuels 35
Els

O I

At a recent industry conference in Calgary, Canada, the CEOs of Saudi Aramco and Exxon Mobil %- Lgh
expressed their support for the global transition to cleaner forms of energy, but they also agreed that oil @ 5_

will play a major role in this transition for decades to come to ensure security of supply and resilience.

“"There seems to be wishful thinking that we're going to flip a switch and we'll go from where we're at
today to where it will be tomorrow,” said Exxon CEO Darren Woods. “No matter where demand gets to,
if we don't maintain some level of investment in the industry, you end up running short of supply, which
leads to high prices.”

Alberta Premier Danielle Smith, whose province hosted the conference, added that energy must remain
affordable and reliable. She also provided what may be a summary of the view held by many conference
participants. “We are transitioning away from emissions,” Smith said, “we are not transitioning away from
oil and natural gas.”
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Avariety ofresponses to energy

transition

It is tempting to categorize the oil
and gas sector neatly into those
companies proactively embracing
the energy transition and those
that are seemingly rooted in
traditional practices. However,
today's oil and gas companies can
best be described as energy
companies, each with various
levels of commitments and
investments in energy transition.

Some oil and gas companies are
swiftly pivoting toward becoming
sustainable energy providers. They
are channeling significant amounts
of capital and corporate resources
into renewable energy and low-
carbon technologies, underscoring

a vision for a future that leans
toward a future of lower-carbon
energy sources. Many of these
companies have already pledged
to achieve net zero Scope 3
emissions by 2050. These
companies are not just adapting to
change but often driving it,
leveraging their expansive scale
and expertise for innovative
breakthroughs. Their key challenge
is to discern exactly where and
when to invest while gauging the
appropriate scale of these
investments.

Other oil and gas companies are
harnessing their current
capabilities and focusing on

Adoption of ESG strategy over the next three years

Building customer relationships

Shaping our capital allocation, partnerships,
alliances and M&A strategy

Attracting the next generation of talent

Building our brand reputation

Driving financial performance

Driving total shareholder return

Strengthening employee engagement and
employee value proposition °

Source: KPMG 2023 CEO Outlook

15

adjacent energy transition
technologies. Fossil fuels are still
at the foundation of their business
model, but these companies are
also expanding into wind and solar,
hydrogen as a green fuel, retail
electricity, biofuels, and carbon
capture technologies. In some
cases, they are forging
partnerships with emerging green
tech startups. By keeping a finger
on the pulse of multiple energy
technologies, these companies are
well positioned to effectively pivot
in response to emerging
technologies, regulatory shifts,
and market demands in a rapidly
evolving energy landscape.

Y

1

1
10%
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Even with a variety of responses to
the energy transition, a clear majority
(78 percent) of ENRC CEOs in the
latest KPMG CEQ Qutlook say they
have fully embedded environmental,
social, and governance (ESG)
policies into their business to create
value. Significantly, in an industry
that has not always put emphasis on
the customer, 22 percent of CEOs
believe that ESG will have the
greatest impact on their customer
relationships over the next three
years.®

The variety in strategies is also
reflected in the M&A market globally
where both the O&G and
Renewables sectors are showing
robust deals activities — with deal

5 KPMG 2023 CEO Outlook

values up 35 percent in the last 3
quarters for O&G, and renewables
up 76 percent between 2022 and
2022 — only declining 5 percent in
the last 3 quarters.®

By embracing this spectrum-wide
viewpoint, there can be a more
layered understanding of the energy
sector, helping the world to
recognize that corporate strategies
stem from myriad considerations
ranging from inherent operational
strengths to market projections,
stakeholder aspirations, and
geopolitical dynamics. As a result,
there can be more constructive
dialogue about how best to support
and accelerate the collective push
toward net zero.

Even with a variety of
responses to the energy
transition, a clear
majority (78 percent) of
ENRC CEOs in the latest
KPMG CEO Outlook say
they have fully embedded
environmental, social,
and governance (ESG)
policies into their
business to create value.

6 "KPMG analysis with deal data sourced from Pitchbook and S&P Capital 1Q (extracted November 10, 2023). Deal values are presented based on
publicly available data and might not be exhaustive.”
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https://kpmg.com/xx/en/home/insights/2023/09/kpmg-global-ceo-outlook-survey.html

Key opportunities for oil
and gas companies

The deep knowledge, experience, and capital resources of oil and gas companies can be leveraged to help
accelerate the transition to sustainable energy. Here are several key opportunities for these companies, along with
examples of industry leaders that are already supporting the energy transition.

17

Develop a strategy that is focused
on commercial key performance
indicators (KPIs) such as revenue,
return on capital employed
(ROCE), and earnings before
interest, taxes, depreciation, and
amortization (EBITDA).

Create a capital-allocation
framework that supports
resilience, cost optimization, and
revenue opportunities in non-low
carbon investments.

Leverage partnerships involving
joint ventures (JVs) as a way to
reduce risk in new technologies
and rapidly expand the
organization's footprint.

Take advantage of the US
incentives markets around these
technologies, including, for
example, tax credits and the
monetization and transferability of
these tax credits through the IRA.
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How KPMG can help

At events like COP28, oil and gas
companies can showcase their
initiatives and the role they can play
in helping the world achieve its
transition to sustainable energy.
KPMG energy specialists can work
with you to set your ambition,
develop your roadmap and help you
execute your strategy as you reorient
your organization to succeed in the
new energy environment. Support
areas include the following:

¢ Technology, policy and
regulatory support: \We can
help you identify enabling
technologies, policies, and
regulations that support the
deployment of low carbon
solutions across the portfolio,
whether these are technology
tools, subsidies, taxes or market
regulation.

e Strategy development: KPMG
professionals can provide
advisory services to assist with
market scanning and sizing,
competitive landscape
assessments and commercial/
technical feasibility studies for
innovative technologies.

¢ Business model structuring:
We can aid your business with
commercial advisory services,
bringing strategy, finance and
technology together to create a
deployable opportunity.

¢ Deal preparation: KPMG can
support with financial and tax
due diligence as well as business
planning and investment case
development.

18
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3o

¢ Deal execution: \We can assist e Operationalization: \We can Q 5
with deal execution, integrating provide support with o ;
acquisitions into your portfolio operationalization, including tax, % =
and executing partnerships. legal, and accounting advisory as B =2
well as technology solutions and 3.2

¢ Integrations: KPMG data optimization. 3 s
Q.

professionals can help integrate
acquisitions into your core
business plan, optimizing
delivery, driving synergies, and
reducing costs.
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hout the authors

Wafa Jafri

Partner

Energy and Mobility Deal
Strategy

KPMG in the UK

Wafa is an energy specialist with 10+ years of
experience in the Energy industry (inc. Government
and industry). She has extensive experience advising
clients on their energy strategy and execution of their
vision, based on her experience working in different
energy markets (Europe, Asia, the US, Latin America,
West Africa, and Australia).

Chris Wren

Director

Energy Transition Advisory
KPMG in the US

Chris is responsible for enabling growth, building
community, developing industry perspectives and
helping build brand presence in the market across our
Oil & Gas, Power & Utilities and Chemicals segments
within our US Energy practice at KPMG. He works
with the US leadership group across audit, tax and
advisory to set and drive the strategic direction of the
practice.

19
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Adrian Scholtz Q O

ENR Global Deal Advisory 33

Leader S %_’

KPMG in the UK =
QO

5 «

)

o

Focusing on the renewables and low carbon sector for
12 years, Adrian advises major utilities, new entrants,
financial institutions and independent developers across
the spectrum of technologies and business activities
(development, construction, asset value optimization and
asset management). Adrian maintains a high profile
across the European renewables sector, attending and
speaking at a range of events and preparing analysis
materials for key clients.
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Proving
environmenta
performance
natural gas
markets

If you want to make your 2050 energy
transition goals, you need to be able to
measure your progress.

Pravin Chandran, Managing Director, Climate, Data and Technology, KPMG in the US
Brooke Harris, Director, ESG — Energy Transition, KPMG in the US
Mark McDivitt, Chief Operating Officer, Context Labs
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The complexity of scaling
renewables and geo-political
shifts over the last few years
has broadened the support for
including natural gas as part of
energy transition plans. Perhaps
nothing highlights this better
than the EU’s decision to
conditionally include natural gas
as an eligible activity in the EU
Taxonomy.” As a result,
downstream buyers,
governments and even investors
are looking for energy

companies to reduce the
methane emissions associated
with natural gas across the full
value chain. And those energy
companies that are able to
deliver, have the potential to
benefit, whether it be through
higher revenues or increased
market access. Accordingly,
some natural gas producers and
mid-streams operators are
looking to measure, quantify
and prove the carbon intensity
of their products and activities.

One problem is that there are
currently no standardized tools for
measuring and reporting on the
carbon intensity of a MMBtu of
oil or gas from a particular asset.
Some frameworks are emerging
for methane emission intensity
such as the UN's Oil & Gas
Methane Partnership (OGMP)
2.08 and the GTI Veritas
Protocols.® For the most part,
however, carbon intensity is
estimated using company-
reported data and general
industry benchmarks.

Better estimates are needed

Depending on what natural gas
companies are trying to achieve,
industry benchmarks may be
adequate. If the goal is to
conduct some internal
measurement to inform
decision-making and portfolio
diversification for the energy
transition, producers can use
EPA or local estimates. These
estimates can be fairly general
and qualitative in nature,
providing simple benchmarks to
work from.

However, if the goal is to
provide quantifiable reporting to
key stakeholders, producers will
likely need something more
rigorous. Whether warranted or
not, public perception of Qil and
Gas companies continues to be
sub-optimal and this creates a

need for real-world data that is
actionable, aligned with claims
being made by a company and
is perceived as objective and
reliable. And this is where
another challenge presents
itself — while there are growing
number of data sources
(satellites, continuous
monitoring systems, etc.), yet
they all face certain limitations
whether it be resolution,
coverage and/or cost. As a
result, there is a need for
solutions and standards that go
beyond methane emissions
tracking and reporting and
provide ability to track and
certify CO, emissions, measure
end-to-end emissions, and
demonstrate compliance with
protocols such as OGMP 2.0
and GTI Veritas.

o

Whether warranted or not,
public perception of Oil and
Gas companies continues
to be sub-optimal and this
creates a need for real-
world data that is
actionable, aligned with
claims being made by a
company and is perceived
as objective and reliable.

7 EU taxonomy: Complementary Climate Delegated Act to accelerate decarbonisation”, European Commission, 2 February 2022
8"“The Oil & Gas Methane Partnership 2.0,” OGMP.com

8 “The Oil & Gas Methane Part
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https://kpmg.com/xx/en/home/insights/2023/09/energy-transition/turning-the-tide-in-scaling-renewables.html#:~:text=Renewable%20energy%20is%20estimated%20to,primary%20energy%20supply%20by%202050.&text=To%20achieve%20this%20target%2C%20the,annual%20addition%20of%201%2C200%20gigawatts.
https://kpmg.com/xx/en/home/insights/2023/09/energy-transition/turning-the-tide-in-scaling-renewables.html#:~:text=Renewable%20energy%20is%20estimated%20to,primary%20energy%20supply%20by%202050.&text=To%20achieve%20this%20target%2C%20the,annual%20addition%20of%201%2C200%20gigawatts.

Confidence through trust

This is where KPMG firms have
been able to step in.

KPMG in the US has formed a
strategic alliance with Context
Labs, a leading enterprise data
fabric-based climate analytics
company based in Cambridge,
MA and Amsterdam, NL
dedicated to sourcing,
organizing, and contextualizing
the world’s climate information.

Together, Context Labs and are
helping Williams, a major US
mid-stream gas company, to
quantify the carbon intensity
and energy efficiency of their
pipelines and over 700
compression, treating and
processing facilities across the
countries. Context Labs used
Asset Grade Data (AGD™)
generated by their Immutably™
data fabric to perform reporting
and analytics with their DaaS™
or Decarbonization as a
Service™ offering.

KPMG then consumes data from
Immutably through its Net Zero
Carbon Analytics platform,
performing calculations and
analysis in parallel to further
increase trust with Williams and
buyers. The data from KPMG is
tracked on Context Lab's
blockchains and included in the
certificate that was shared with
Williams.

22

For example, in December 2022,
Williams entered into an
agreement with Coterra Energy
and Dominion Energy,
establishing the industry’s first
NextGen natural gas certification
process across all segments of
the value chain, from production
through gathering and
transmission. As a result of
these efforts, Dominion Energy
elected to procure verified low
emissions natural gas from
Williams and Coterra with
emissions tracked end-to-end
from well head to customer
delivery. Through consuming
certified low-emissions natural
gas, Dominion Energy is able to
prove a reduction of Scope 3
emissions by 120,000t of CO,e
per year.

Based on the success of this
trade, Williams is now looking to
expand the ‘ecosystem’ and
include additional producers and
down-stream buyers.
Additionally, Williams is using
information from Context Labs
and KPMG to identify and repair
areas of their infrastructure that
are leaking methane, helping to
further reduce the carbon
intensity of their operations and
improve energy efficiency.
Finally, the company is starting
to look ahead and evaluate how
it can use Context Lab’s and
KPMG in the US’ digital

capabilities with its broader
energy transition goals,
including to analyze, quantify
and track carbon (CCUS) and
hydrogen for different purposes
(both commercial and reporting).

o

This approach provides a
continuous source of
trusted data for Williams,
and companies like
Williams, which they can
repeatedly utilize for
investor, stakeholder, and
regulatory reporting and
to accurately track their
progress toward Net Zero
and sustainability goals.”

Matt Berchtold
Chief Product Officer
Context Labs
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Monetizing improved
performance

We believe that global natural
gas markets are trending toward
a world where buyers and
regulators will hold companies
accountable for improving their
environmental performance and
increasingly demand proof to
support their claims. Companies
that can deliver certified-carbon-
intensity products are gaining a
distinct competitive advantage.
Oil and gas companies should
be to consider leveraging
trustable data to differentiate in
the global marketplace.
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Regardless of your objectives,
digital proof of impact will
become critical to accessing
capital, attracting premium
pricing, and mitigating risk—as
well as credibly elevating the
leadership role energy
companies play in driving the
energy transition.
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Pravin Chandran

Managing Director,
Climate, Data and

Technology

KPMG in the US

Pravin is responsible for advising sustainability, low
carbon and digital organizations on ways to automate ESG
reporting, utilize analytics/Al to inform decarbonization
and circularity strategies and prove environmental
performance. He works closely with climate scientists,
sensor technology companies, non-profits and software
companies to analyze how to translate various types of
emission data, climate models and climate standards into
metrics that stakeholders can objectively evaluate. He
helps his clients use these insights to access capital and
drive revenue growth for companies that offer sustainable
products/solutions. Finally, he leads efforts to implement
partner applications and decarbonization platforms, as
well as KPMG's proprietary capabilities.

Brook Harris

Director, ESG — Energy
Transition

KPMG in the US

Brooke has 18 years of experience in the energy industry
centered around the commercial and political aspects of
upstream oil and gas exploration, as well as LNG and
natural gas marketing. Brooke is a member of the US
ESG team which provides deep ESG insight and
capabilities to assist our clients across a wide range of
challenges, including ESG strategy, climate/
decarbonization, social and economic development,
sustainable finance, and measurement, reporting and
assurance. Her expertise in carbon offsets and nature-
based solutions enables the firm to help our clients
navigate the risks and opportunities in environmental
markets and beyond value chain mitigation.

24

Mark McDivitt
Chief Operating Officer
Context Labs

Mark is a leading expert on Environmental, Social and
Governance (ESG) and financial markets. He has spent
the last decade of his career demonstrating global
thought leadership in ESG, culminating in his tenure as a
global head of ESG, where he focused on data analytics
and carbon trading. Prior to that he served in many
leadership roles and also served on multiple advisory
boards.
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Capitalizing on
energy policies
and regulations

saluedwoo seb pue
[10 104 Buluue|d uonisuel|

Governments are becoming more active in
supporting their national energy transition
goals.
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Julie Chapel, Director, KPMG in the US

Nicole de Jager, Senior Tax Manager, Global ESG Tax, KPMG International

Ruth Guerra, Partner, Customs, Green Tax and International Trade, KPMG in France
Trevor Traxler, Partner, KPMG in Canada
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In 2015, almost 200 countries
around the world adopted the
Paris Agreement designed to
hold “the increase in the global
average temperature to well
below 2°C above pre-industrial
levels.” The Agreement also
includes a commitment to
“limit the temperature increase
to 1.5°C above pre-industrial
levels."10

To achieve these critical goals,
greenhouse gas emissions will
need to be cut in half by 2030

and virtually eliminated by 2050.

Leaders in both the public and
private sectors acknowledge
that meeting the Paris
Agreement deadlines will

Twoways

require compliance with several
rigorous government policies
and regulations.

Numerous countries, territories
and regions have already
established schemes to support
a decrease in carbon emissions.
The UK government'’s Climate
Change Act includes a
commitment to a 100 percent
reduction of emissions by 2050
compared with 1990 levels.”
The European Green Deal aims
for the same goal across its
member states.'? China’s latest
Five Year Plan includes specific
decarbonization targets.”® Saudi
Arabia’s Public Investment Fund
(PIF) supports a major

investment portfolio with a
focus on sustainable
investments, both domestically
and internationally.™

Several markets — the EU and
UK in particular — have focused
on sharpening and ramping up
their existing Emissions Trading
Schemes (ETS). China launched
their own ETS in 2021. The EU
has more recently moved to
extend its schemes by
implementing the Carbon
Border Adjustment Mechanism
(CBAM), which is designed to
reduce carbon leakage and
maintain the competitiveness of
EU member states.

toincentivize energy

transition: European Green Deal
and US Inflation Reduction Act

Today's environmental policies
and regulations are often
behavior change oriented and
designed to accelerate global
decarbonization through
commercial incentives. That, in
turn, is encouraging new
changes for the oil and gas
sector in many markets around
the world. The two leading
examples of this type of
legislation globally are the

European Green Deal and the US
Inflation Reduction Act (IRA).

The European Green Deal aims
at creating a net-zero green
economy by 2050, enhancing
manufacturing and digital
capacity in crucial industries and
sustaining innovation leadership
via scientific and technological
investment.

Achieving these goals will be
facilitated, in addition of national
tax incentives, by a high volume
of non-tax incentives, including
EU funds, national funds and
the EU’s Covid-specific
NextGen Fund.

0 "The Paris Agreement,” United Nations Climate Change Committee, United Nations, www./unfccc.int

" "The Climate Change Act 2008 (2050 Target Amendment) Order 2019,” UK Government, www.legislation.gov.uk

2 "The European Green Deal: Striving to be the first climate-neutral continent,” Europarc Federation, www.europarc.org
13 "ASPI Climate Action Brief: China,” Asia Society.org
4 "PIF is driving the growth of new sectors, companies and jobs, as a catalyst of Vision 2030,” Saudi Arabian Government, www.pif.gov.sa
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Key opportunities
supportedbythe
European Green
Dealinclude:

¢ Financing the development
of low-carbon industrial
manufacturing

e Support for lower income
EU member states toward
climate neutrality

¢ Financing renewable
energies — including
hydrogen, wind, solar and
biofuel

e Promotion of research and
development

e Establishment of sustainable
infrastructure in low-income
member states

* |nvestments under the
Important Projects of
Common European Interest
(IPCEI).

European Green Deal, like IRA,
has a large scope and is in
essence a large compilation of
industrialization and innovation
programs with a sustainability
final goal.

The IRA is set to be the largest
US congressional action on
climate change, to date, with
provisions that touch on a mix of
energies — including wind, solar,
nuclear, hydrogen, oil and gas,
and biofuel — and climate-
change prevention measures
(such as carbon capture, battery
storage, clean vehicles).”

According to American Clean

Power, an industry group, nearly
US$350 billion in clean energy

27

Key opportunities supported by the IRA

Include:

e |nvestment Tax Credits (ITC) and Production Tax Credits (PTC)
that are available to taxable business entities and certain tax-
exempt entities eligible for direct payment of tax credits'

e Tax-credit increases involving factors such as meeting prevailing
wage and apprenticeship requirements for construction projects
and using domestically sourced steel and iron

e The monetization or transferability of IRA tax-credits, further
opening investment opportunities for energy projects

e Potential creation of demand-side incentives for M&A
transactions in industries such as solar, wind, and geothermal
power generation, as well as electric transmission, lithium
processing, and battery manufacturing'®

e Enhancement of existing 45Q tax credit, which benefits facilities
capturing and storing carbon dioxide

e Manufacturing tax credits to increase the domestic production of
components needed for the energy transformation, including
critical minerals, battery components, and others

investments were announced in
the year after the IRA was
passed.’® Another report
suggests that more than US$70
billion flowed into the US battery
sector during the same period.”®

There are signs that capital flow
is already starting to shift to
capitalize on IRA incentives and
opportunities. Competition
among markets for clean energy
investment has ramped up

considerably since the passage of

the IRA, and the Act is
encouraging many governments
around the world to reassess
their own package of clean
energy incentives and policies to
become more competitive.

Corporations with major
investment, decarbonization or
innovation projects in the US or
the EU might investigate if they
are eligible for incentives related
to the Green Deal or the IRA.

5 “Summary of Inflation Reduction Act provisions related to renewable energy,” U.S.

Environmental Protection Agency

6 “IRA: A Driver of Increased M&A Activity?,” ESG Investor, September 30, 2022

7 Inflation Reduction Act, kpmg.com, August 2022

'8 Investing in America,” Cleanpower.org

9 “One Year On, Biden's IRA Has Changed the Battery Landscape,” Benchmark Mineral Intelligence,

August 15, 2023

Drilling down

© 2023 Copyright owned by one or more of the KPMG International entities. KPMG International entities provide no services to clients. All rights reserved

selueduwod seb pue
[10 104 Buluue|d uonisuel|

Sol|0j10d psoueleq

©
o)
3
e 8
o 3
(2}
>
32
=2
o >
—
>
® 3
DL
c
=
QO

s|eob uonisuely
ABlaus 01 sdai1s 1xeN

ul seniunuoddo

seb pue |10

[BIUSLUUOIIAUS BUIACIg




Designed with ol and

gas in mind

Not all oil and gas players have
taken advantage of the
incentives and benefits available
through the IRA, the European
Green Deal, and similar
schemes. In part, that is
because the oil and gas sector
has mainly been self-funding,
with limited appetite applying
for government subsidies and
incentives. Some companies are
also concerned about the
potential optics of an oil and gas
company being awarded billions
in taxpayer money.

Yet the reality is that these
incentives have been designed
for this exact purpose.
Governments recognize that
many low-carbon and
sustainable energy technologies
currently being developed
simply aren’t economically
viable without government
support.

Some aspects of various policy
frameworks end as early as
2025. Oil and gas companies
will want to explore their
opportunities, and soon.

28

Steps to consider

The policies and regulations related to sustainable energy
should be included in any business planning or portfolio
diversification strategy. Based on KPMG firms experience in
helping oil and gas companies make the most their
opportunities in jurisdictions around the world, we suggest
that organizations focus on the following three areas as they
develop their energy transition strategy:

¢ Understand the opportunities — current and future.
No two schemes are quite the same, and it will take time
and insight to fully understand the implications and value
of each. In many cases, this may require on-the-ground
resources with local contacts and insight to help unravel
the regulatory requirements and tax incentives in each
market.

e Carefully assess the data and reporting. Accurate,
comprehensive, and timely data is key at every stage of
the process — data to develop your strategy, apply for
incentives, report on results, and drive future investment
decisions.

¢ Elevate the tax function. The tax function will become
increasingly important to enabling key aspects of the oll
and gas business strategy. Oil and gas executives will
want to ensure they have the capabilities and capacity to
support the company’s tax posture.
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How KPMG can help

KPMG firms oil and gas |
professionals can work with you to

set your ambition, develop your !

roadmap and help you to execute

your strategy as you reorient your ‘ -

organization to succeed in the new

energy environment. We can assist

you with:

seluedwod seb pue
[10 Jo} Buluueld uoiysuel|

e Developing your energy transition
strategy

e Assessing current progress and
reporting capabilities

* Assessing opportunities for tax
credits and other governmental
financing
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e Achieving alignment with
regulatory, policy and other
reguirements

e Working with relevant
stakeholders and helping you to
build partnerships

e Shaping your portfolio for the
future.
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Next steps toenergy
transition goals

The complexity of the energy transition requires collaboration among many players but with a defined strategy and clear
objectives in the short, medium and long-term - reducing emissions and moving to net zero can be a reality. Below is an

overview of what oil and gas companies should be considering as they consider the future of energy.

D 4

Value chain

Policy and
regulatory
environment

Technology

Wider ESG
considerations

Levers and
tipping points

Metrics &
targets
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Next steps to energy transition

Short-term

Quantify emissions released
at different stages of
production.

|dentify emission-intensive
processes across the value
chain.

Leverage existing regulatory
environment to invest in
clean energy and alternative
feedstocks.

Disclose category-wise
emissions by following
established standards.

Adopt mature and cost-
effective technologies such
as RE power generation,
use of biomass feedstocks,
LDAR.

Switching from coal to
natural gas in the near term,
along with CCUS and blue
hydrogen.

Embed wider ESG
considerations into transition
planning approach.

Leverage existing
government incentives for a
clean transition.

Set ambitious medium
term targets aligned to a 1.5
degree scenario.

Medium-term

Engage with suppliers and
downstream consumers to
reduce scope 3 emissions.

Collaborate with companies
and associations to develop
robust climate strategies.

Technological partnerships
with key industry players.
Deploying clean
technologies being
implemented at commercial
scales.

e Strategically implement ESG

initiatives into transition plan.

Develop infrastructure for
business model innovation,
e.g., development of
sustainable fuels.

Refine metrics as data
availability evolves.

Scenario analysis impacts
of physical risks of climate
change on business
operations.

Long-term

e Address residual carbon

emissions through offsets
and CCUS.

e Scanning the long-

term policy horizon and
implementing transition
plans accordingly.

e Embedding emerging low-

carbon emitting technologies
like CCUS, green hydrogen,
etc. into climate strategy

as well as improving their
commercial viability.

e Horizon scanning to address

climate risks and impacts on
workers and communities.

e Develop adaptation

strategies addressing long-
term climate change.

e Ensure that the Net Zero

target includes emissions
beyond Scope 1 & 2.
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KPMG firms are trusted advisors

KPMG QOil and Gas professionals work with companies across the energy sector to develop and help them to execute o 5'
their energy transition plans. Our people have helped businesses in the sector assess their opportunities, develop = §
their plans, allocate their capital and report on their achievements. As a result of this expertise in assessing and Q9
addressing clients energy transition business challenges, KPMG firms are frequently identified as leaders in various oo
key analyst reports. % %
ER
5 (@]
. . - - 23S
KPMG achieves first KPMG again rated most recognized o
analystrecognition energy and natural resources —
as a global leader in consulting brand
. - S
cumate conSUItlng In a global survey of 325 energy and natural %—)é’ o
resources executives, directors and senior managers 3 = >
_ with purchasing power, KPMG firms ranked first for § S A
According to the report, "KPMG aided awareness — a measure of how quickly g gaq
leads in this Green Quadrant for respondents selected firms they're aware of. The g2
climate risk, opportunity, and study, carried out by Source, asked participants to o=
adaptation disclosures. KPMG select three brands from a list of the world’s top 15 consulting firms
consultants have .strong that they would be most comfortable talking about in detail.
regulatory expertise at the .
entity, portfolio and product In addition to being ranked as the top firm for aided awareness in
level, with experience across energy and resources globally, KPMG firms were also recognized for -
both voluntary and mandatory strengths in helping clients get future-ready and prepare for expected o)
frameworks, as demonstrated and unexpected changes. 0 25
by the firm’'s lead role on the ‘ ‘ . =
Initiative Climat International For more information, click here 3 3 CgD
(iCl) working group for Task 2®3
Force on Climate-related - > 3
Financial Disclosures (TCFD) QEi e
implementation 5 &
recommendations under the UN i , , -
Principles For Responsiole KPMG recognized as a 'World's Best S
- - y =
Read the full report here. Management Gonsulting Firm'in _
Source: Green Quadrant: Climate i 2 Q
Change Consulting 2023, June 2023 Energv and EnVIronment %'%’
KPMG firms have been recognized by Forbes as one of the é’ (%'
World's Best Management Consulting Firms, receiving stars in all 3 o
27 industries and categories, including Energy & Environment. < (SD
Q 2D
Forbes awarded KPMG Energy & Environment professionals with =5 g
a top five-star rating, for being “very frequently recommended” by 7 <
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thousands of customers and consultants in numerous countries
around the globe.

The annual ranking recognizes KPMG for its capabilities in delivering
insights-driven consulting services to commercial and public sector
clients across the globe. Business leaders rely on Forbes’ annual list
to help them evaluate management consulting firms as they seek
partners to help drive forward their strategic plans.

For more information and to see the full rankings, click here.
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https://assets.kpmg.com/content/dam/kpmg/xx/pdf/2023/08/verdantix-green-quadrant-climate-change-consulting-2023.pdf
https://kpmg.com/xx/en/home/insights/2023/05/source-perspectives-client-perceptions-of-consulting-in-energy-and-resources-2023.html
https://kpmg.com/xx/en/home/insights/2023/11/kpmg-recognized-as-a-worlds-best-management-consulting-firm-in-energy-and-environment.html
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