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Climate Change:

Risks and opportunities for the
oll and gas sector
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1. What risks and why are we facing them?

2. Managing risks and creating opportunities
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What risks and why are we facing them?

Why are we facing these risks and what
drives them?

Today’s conference agenda

Demographics

Cyber Governance
Innovation Complexity
Four
Main Technology IT
Trends Geopolitical Fraud
Energy Audit
Technology
Climate change
What can we understand about them to ‘
come up with a better solution to address
them?
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What risks and why are we facing them?

The Four Main Trends will
interact with us through %
our “Worlds"

Physical world

00

Social Risks are
Foe
W world faced by...

Political world

Business
world
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What risks and why are we facing them?

Water scarcity and drought affecting
agriculture and food security

-------- * Infrastructure damage due to extreme
weather events

3 _____________ . Changes in rainfall pattern and
rainfall intensity

Rising sea levels resulting in
"""""" * inundation of coastal areas and
Risks faced by increased saline water intrusion
physical world

------- < Loss of biodiversity

6 -------------- e Increase in cases of Vector born diseases such
as dengue fever, malaria and Lyme disease
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What risks and why are we facing them?

. Physical asset damage due to extreme
weather events, sea level rise eftc.

o Supply chain disruptions and ensuing
financial implications

@ 3 _____________ o Increase in insurance claims filed

and insurance premium charged

Volatility in terms of availability of
"""""" ® commodities, their prices, quality

Risks faced by and availability

business world

o Water shortage likely to affect the
output of various industries

6 -------------- e Extreme weather events and rising temperature
present H&S related risks for workers
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What risks and why are we facing them?

Meeting the needs of increasing population in
an environmentally benign way

-------- « International treaties and agreement
requiring nations to reduce GHG emissions

4

------------- * Impact of climate change on
GDP

____________ +« Choosing the right policy tools such
Risks faced by as to address climate change issues
political world

Dealing with an influx or exodus of
* climate change refugees

6 .............. « Dealing with regional unrest arising out of
resources shortages e.g. food and water
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What risks and why are we facing them?

Food and water shortages and accompanying
conflicts

........ « Climate induced migration both
within and between countries

3 Increase in health care cost due to
------------- ° .
spread of vector born diseases
such as malaria and dengue

%

|

Risks faced by
social world

Rising unemployment due to
"""""" ® migration and damage to
physical business assets.

Vulnerable groups in society likely to
* become even more vulnerable.

6 ______________ . Coastal communities face increased risk to
life and property as a result of sea level rise,
storm surges and flooding.
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What risks and why are we facing them?

Physical world

Business
world

SOCiaI Risks are
WOI'|C| faced by..

Political
world

All of these trends and risks
interact with each other.

While Climate Change will
have a direct impact in the
Middle East region...

some of the greatest
impacts on the Middle East
may come as a result of the
effects of Climate Change in
other countries around the
world...
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Certain climate change risks specific to oil & gas sector

=Y

Increasing
regulatory
pressure to reduce
GHG emissions.

Example:

US EPA is likely to
come up with new
regulations to meet the
target of reducing
methane emission
from oil and gas
industry by 40-45%
from 2012 levels by
2025.

Water scarcity
likely to affect E&P
activities in water
stressed regions
across the globe.

Example:

A recent report by
World Resource
Institute (WRI) states
that 38% of world's
shale resources face
high to extremely high
water stress or arid
conditions.

W

License to operate
is given by the
society and failure
to factor their
concerns presents
business
continuity risk.

Example:

O&G exploration in the
Adriatic Sea has raised
concerns about the
impact on the tourism
industry.
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Extreme weather
events hamper
production
especially on
offshore facilities.

Example:

In 2008, Hurricane lke
crashed into Gulf
Coast, taking approx.
700,000 barrels per
day of oil production
offline in Gulf
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2. Managing risks and creating opportunities
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Managing risks and creating opportunities

FocEJs purely o'n'cost Best ways NOT to No account taken of
cutting and efficiency }I -------- C‘ manage future Ay I environmental and
measures social project impact

risks:

Not incorporating physical

climate change Q
Take a short-term

approach to decision ------ Q Climate I'iSkS and adaptation
making/ returns into existing strategies and

| | | risk management practices

Focus only on internal Not undertaking assessments to
drivers and goals | -~ determine the vulnerability of

existing /future assets to CC

Focus only on fossil ‘ No engagement with external
fuels to meet energy - » stakeholders to work on
needs/ demands | climate impact preparations
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Managing risks and creating opportunities

Average company revenue

. : | oNg-term (N=164
$ million per year, indexed to 2001 . , .. ? : :
Financial crisis

All others (n=451)

i

12,000

8,000

4,000

0

Average company earnings

$ gngggn_per year, indexed to 2001 — I;;Jtil-j:g:;;”} rfz;?;i}
1,500 - 4 +36%
1,000
500 -
D 1 1 [ [ ]
2001 2014
“...firms with a long-term mindset exhibit S —
stronger fundamentals and performance...” MEASURING THE ECONOMIC

IMPACT OF SHORT-TERMISM

FEERUARY 2017
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Managing risks and creating opportunities

Recognize that a transition is underway driven by:

Demographics

Technology

= | Demographics

Global population growth

Demographics, age and health
issues

Urbanization
Migration
Future of work
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Managing risks and creating opportunities

Recognize that a transition is underway driven by:

= | Globalization

Demographics

Technology

Competition on a global level
New supply chain formats

Different and asymmetric
business models

Different types of demand and
customers
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Managing risks and creating opportunities

Recognize that a transition is underway driven by:

@ Resource scarcity/

Demographics climate change

|s impacted by the other three
areas and;

Impacts the other three areas

Driving Governments to react
through fundamental and often
short term changes in:

Rules/ legislation/ regulations
Governance
Economics

Technology
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Managing risks and creating opportunities

Recognize that a transition is underway driven by:

Demographics

Technology

= | Technology

PC, mobile, social media
SMART, loT, Virtual Reality (VR)
Robotics, Al

Batteries, Electric vehicles (EV)

And all these developments are
beginning to happen more quickly.

We no longer have decades to
adapt.
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Managing risks and creating opportunities

; Global Climate
‘ Agreements

PARIS 2015

» The Paris Conference of Parties

(COP21) held in December 2015
resulted in a universal agreement to
limit global greenhouse gas (GHG)
emissions, with an aim to keep
average global temperature rises

this century below 2 degrees Celsius.

Signatories are expected to take
concrete action to deliver the GHG
reductions set out in their climate
plans (Nationally Determined
Contributions or NDCs).

These actions will have a profound
impact on the way in which energy is
produced and consumed.

How will the

agreement

impact the 0&G

firms?

What is the
impact of the
agreement on

What is the production cost?

potential for
cost effective

og e © 7
GHG mitigation? How will the

agreement impact
the demand for
products?

competitiveness?

What are the long
term impacts of
targets on the
demand for fossil
fuels?

1

I

2

I

3

I

4

What is the impact I
of GHG targets on @
®

I
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Managing risks and creating opportunities

Step 1: Start by asking questions around the following five areas

1. What
business do
we want to be
in? How will
this fit with
the outcomes
being driven
by the four
trends?

3. What is
our value
proposition?
How robust
is this?

2. Who are our
customers?
What will they
want in a new
world?

5. What is the
risk of doing
‘ nothing and
staying with
BAU?

4. Who are our
competitors in
this area? What
are the risks
that we face?
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Managing risks and creating opportunities

Step 2: Consider the UN Sustainable Development Goals as the Target
Operating Model for the World in 2030

The Global Goals for Sustainable Development

1 NO POVERTY G0OD HEALTH & QUALITY GENDER

It

DECENT WORK 10 REDUCED
& ECONDMIC INEQUALITIES
GROWTH

i

2 i

QO

16 PEACE, JUSTICE 17 PARTNERSHIPS
& STRONG FOR THE GOALS @)
INSTITUTIONS &

Y SUSTAINABLE
! DEVELOPMENT
g GLALS
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Managing risks and creating opportunities

Translating SDG's into areas of opportunity for O&G companies

By providing energy, caring for the health
and safety of workers, investing in
community health system and combating
infectious diseases.

GOOD HEALTH
AND WELL-BEING

o

By creating an inclusive culture, free of D iy

discrimination, with equal pay and
opportunities for all.

By identifying opportunities to improve
how cities generate and use energy,
provide cleaner power generation by
providing natural gas.

By improving operational efficiency,
energy efficiency via product stewardship
principles, developing cleaner fuels and

sharing knowledge . . .
By putting ecological risk management

LIFE
15*1. strategies in place, reclaiming sites at the
e end of life of a producing asset and
— instituting biodiversity offsets.
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Managing risks and creating opportunities

12 largest business themes in a world economy
heading for the Global Goals

Theme

Mobility systems

Mew healthcare solutions
Energy efficiency

Clean energy

Affordable housing
Circular economy manufacturing
Healthy lifestyles

Food loss & waste
Agricultural sclutions
Forest ecosystem services
Urban infrastructure
Buildings scluticns

Crthar

Value of incremental opportunities in 2030
USS$ billions: 2015 values’

N 2,020
N 1,650
R 1,345
I 1,200
I 1,080
I 1015

IS 835

I 685

I 665

B 365

B 355

T L

I 740

Source: http://businesscommission.org/news/release-sustainable-business-can-unlock-at-least-us-12-trillion-in-new-market-value-and-repair-economic-system
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Managing risks and creating opportunities

Share of value of SDG business opportunities by region and system; Percent

B Food and Agriculture

United States & Canada

-
— I

7
—

Latin America

I 14
[
7

- 2

Source: http://businesscommission.org/news/release-sustainable-business-can-unlock-at-least-us-12-trillion-in-new-market-value-and-repair-economic-system
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B Cities

Energy and Materials

Europe (OECD & EU-27)

9
iy

.

Africa

I 16
s

7
=

18

Middle East
|
| B
4
| E)
India
I 12
Bs
B
IR 13

B Health and Well-Being

Russia & Eastern Europe

Lk
I

3
| E!

China

. 1

. 0

Developed Asia-Pacific
| E
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7
| E
Rest of developing and
emerging Asia’
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Managing risks and creating opportunities

Step 3

Consider using a
Total Value type
model to collect
and analyze the
right information
/ data and allow
you to make
better decisions

Existing valuation methods have not kept pace with
shareholder's and public's appetite for better information
about the way in which economic activities impact
communities, and the extent to which those impacts reflect
back on the businesses involved.

This has consequences for the way in which risks and
opportunities are managed.

A broader definition of value can be game changing.
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Managing risks and creating opportunities

Businesses need to manage three embedded layers of value that regularly
interact with each other and involve an increasingly broad range of stakeholders

Tangible value
Financial and manufactured capital, already
commonly reported...

Intangible value

Intellectual and human capital and their effects on innovation,
competitive advantage, productivity...

Externalities and value to society

Social and environmental capital and their effects on brand value,
social license to operate, ability to manage scarcity

Rethinking the total value of a business

' WWW.KUWAIT .COM



Managing risks and creating opportunities

/

2 2 A |

stakeholder environment

Impacts of business activities on the broader

Activities upstream Own activities Activities
downstream

N N\ N\

\ m

~

Economic value

.

Growth

Competitiveness

Fiscal contribution
Household purchasing power
Productivity

Economic stability

Yy v vy vwywvw v (

)
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Social value

-

G

» Employment (direct, indirect,
induced)

» Livelihoods

» Health

» Time saving

» Working conditions

\» Education, capability building /

~

Environmental value

- J

\

4 .
» Ecosystem services
» Greenhouse gases

» Resource use (water, land, raw
materials...)

» Air emissions
» Water and land pollution

\» Waste and recycling, Noise ~ /




Managing risks and creating opportunities

+ - = + - =

> B & @ @ & @
Reduced Co;
mortality Wa.t(-?-r Reduced ~~~1E03
Increased Toxicity mortality Water
economic Increased
production economic Toxicity
production L
Reduced Reduced
healthcare Total healthcare
costs Value costs TOtal
Investment Social Environmental Investment Social Environmental
option A value costs option B value costs

» Option A is preferable from a Total Value perspective because of higher social
value and limited environmental costs.

» Resources within Option B could be allocated differently in order to deliver
greater social value.
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EY | Assurance | Tax | Transactions | Advisory

About EY

EY is a global leader in assurance, tax, transaction and advisory
services. The insights and quality services we deliver help build trust
and confidence in the capital markets and in economies the world
over. We develop outstanding leaders who team to deliver on our
promises to all of our stakeholders. In so doing, we play a critical role
in building a better working world for our people, for our clients and
for our communities.

EY refers to the global organization, and may refer to one or more, of
the member firms of Ernst & Young Global Limited, each of which is
a separate legal entity. Ernst & Young Global Limited,

a UK company limited by guarantee, does not provide services to
clients. For more information about our organization, please visit
ey.com.

The MENA practice of EY has been operating in the region since
1923. For over 90 years, we have grown to over 6,000 people united
across 20 offices and 15 countries, sharing the same values and an
unwavering commitment to quality. As an organization, we continue
to develop outstanding leaders who deliver exceptional services to
our clients and who contribute to our communities. We are proud of
our accomplishments over the years, reaffirming our position as the
largest and most established professional services organization in
the region.

© 2017 EYGM Limited.
All Rights Reserved.

ED None
This material has been prepared for general informational purposes only and is not intended

to be relied upon as accounting, tax, or other professional advice. Please refer to your
advisors for specific advice.

ey.com/mena

Gus Schellekens
Partner
Climate Change & Sustainability Services

Email: Gus.schellekens@bh.ey.com
Tel: +971 56 503 4817
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