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Getting to zero: Collaboration is integral

to decarbonising manufacturing

The world needs to take urgent action to meet its climate goals. And while
pressure to decarbonise is mounting, the reality is that often the response
may not be quick enough. Even where progress is being made, many
companies may only be focusing on addressing emissions from their own
operations, without factoring in emissions across the value chain.

Shell has created a business, Sectors & Decarbonisation, that enables us to
work more closely with our customers as they approach the decarbonisation
barriers and opportunities ahead. Here, we share our learnings on some of
the challenges that could derail your decarbonisation journey, and how can

we work with you to support that journey.

The key challenges posed by the energy
transition will differ depending on how energy
intensive manufacturing processes are. From
an energy perspective, manufacturing can

be defined as “heavy industry” and “light
industry”. In heavy industry, for example, in
hard-to-abate sectors such as steel, cement
and chemicals, the manufacturing process

is characterised by highly heat- and energy-
intensive processes, often responsible for more
than 70% of Scope 1 and 2 emissions' (see
Box 1 for an explanation of emission scopes).

In contrast, “light industry”, such as electronics
and electrical equipment, industrial and
automotive components, and fastmoving
consumer goods, involves less energy-intensive
processes and much lower operational
emissions (Scope 1 and 2 emissions). And
most emissions - as much as 90%? - are from
up- and downstream supply chain activities
(Scope 3 emissions| (Figure 1).

For light industry manufacturers, this means
that tackling only Scope 1 and 2 emissions
is not enough if companies really want to
move the needle on addressing emissions.
Instead, companies need to employ solutions
that target emissions across the value chain.

"www3.weforum.org/docs/WEF_Net_Zero_Challenge_The_Supply_
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Box 1: Explanation of emissions scopes

Scope 1. Direct GHG emissions

Direct greenhouse gas (GHG) emissions occur from sources that are owned or controlled by
the company, for example, emissions from combustion in owned or controlled boilers, furnaces,
vehicles, etc.; or emissions from chemical production in owned or controlled process equipment.

Scope 2. Indirect GHG emissions - electricity and utilities

Indirect emissions from the generation of purchased or acquired electricity, steam, heat or cooling
consumed by the reporting company. Scope 2 emissions physically occur at the facility where, for
example, the electricity is generated.

Scope 3. Other indirect GHG emissions

This includes all other indirect emissions that occur along the value chain but from sources not
owned or controlled by the reporting company, for example, value chain emissions resulting from
the extraction and production of purchased materials; transportation of purchased fuels; and use
of sold products and services.

Emission split in Scopes 1, 2 and 3 upstream for selected industries (CO_e, 2019)

Raw materials End products
Cement Steel Mining  Agriculture  Textiles Chemicals Electronics Construct Automotive Food Fashion ~ FMCG
B Supply chain (Scope 3 upstream) Consumed power etc. (Scope 2) Operations (Scope 1)

Note: Top companies selected based on number of reported Scope 3 upstream categories and industry fit. FMCG = Fast moving consumer goods
Source: Source: GHG Protocol®

Figure 1: Scope 3 emissions account for the majority of emissions of lightindustry manufacturers*.

% ghgprotocol.org/sites/default/files/standards /ghg-protocol-revised.pdf (pg.25)
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Climate action across the
value chain can unlock better
business opportunities

Many companies are taking steps to reduce
their Scope 1 and 2 emissions, including
through energy efficiency improvements

and switching to lower-carbon forms of
energy. However, to unlock the full benefits
of decarbonisation, you need to increasingly
focus on reducing emissions across the value
chain. This can potentially help:

= Lower operational costs. Your upstream
suppliers may be subject to carbon taxes - in
the European Union, carbon emissions under
Europe's Emissions Trading Scheme averaged
just over €80 per tonne in 2022,° and these
costs are often passed on to customers.
Working with lower-carbon suppliers can
help you source lower-cost materials and
feedstocks.

= Create a competitive edge. Addressing
Scope 3 emissions can be a differentiator
and give your business a competitive
advantage as brand owners look for more
sustainable manufacturers and other supply
chain partners. According to Deloitte,
about 34% of UK consumers have stopped
purchasing certain brands or products due to
concerns over value chain sustainability.®

= Improve access to financing. Businesses
with higher environmental credentials often
pay less for debt and equity capital”
According to research conducted by
Schroders Institutional Investor Study, 62% of
institutional investors in Europe now attach
greater significance to environmental, social
and governance (ESG) credentials, and 21%
of investors globally state that climate risk is a
primary factor influencing investing decisions.®

= Enhance your reputation. Taking authentic
and real action to address emissions will help
build your external and internal credibility
and reputation. About 40% of millennials
around the world cite employer sustainability
as a factor when deciding where to work.?

Tackling Scope 3 emissions will
require overcoming a variety
of challenges

Tackling value chain emissions is important, but
it is not simple, particularly for manufacturers
that are positioned in the middle of a value
chain. Key challenges include:

= Lack of transparency and accuracy
in emissions reporting. Accounting for
Scope 3 emissions requires data from
other companies along the value chain.
Transparent and accurate monitoring,
reporting and verifying of emissions is not
easy, as not every value chain participant
may be adept in or have the technologies or
processes in place to do this.

= Fragmented stakeholder groups. Value
chain networks are often highly fragmented,
making it difficult to coordinate on necessary
actions. Manufacturers will need to work
across diverse and disconnected stakeholder
groups to bring them towards a common
decarbonisation goal.

= Long-term commitment by all. The energy
transition journey will take many years
(possibly decades), therefore value chain
partners need to stay engaged and have the
commitment to continue working together in
the long term.

= Stranded value. Manufacturers may be
caught between suppliers charging a
premium for more sustainable products and
consumers unwilling to pay extra, particularly
for low-value, fastmoving consumer goods.

3 GETTING TO ZERO: COLLABORATION IS INTEGRAL TO DECARBONISING “LIGHT INDUSTRY” MANUFACTURING

Value chain collaboration is
key to decarbonisation

The decarbonisation journey is full of
uncertainties: what technologies will be
available at scale? How cost-effective will
they be? When will they be accessible to
businesses? And what changes will businesses
need to implement to integrate them into their
operations?

No single company can provide the answers
to these questions, nor can they offer all

the solutions. This is why, at Shell, we want
to develop value chain collaborations and
work with companies that have the same
commitment to change as we do. If we work
together, we can accelerate our transition to
net zero.

5 tradingeconomics.com/commodity,/carbon
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How we can work with you
to support your value chain
decarbonisation

Using our global reach, deep energy
expertise and strong vendor networks, we
are exploring many possible solutions that
can help manufacturers and their value chains
decarbonise.

Decarbonising your direct and
indirect energy use (Scopes 1 and 2)

We can help you reduce your emissions with
solutions such as:

= Renewable energy through power purchase
agreements or onsite solutions.

= Exploring the potential of lower-carbon
fuel alternatives, such as hydrotreated
vegetable oil ([HVO), fatty acid methyl ester
(FAME)/biodiesel, synthetic diesel and

renewable hydrogen.

Supporting low-emission
transportation (Scopes 1 and 2)

For many businesses, vehicles play an
important role in daily operations. From smaller
vehicles to commercial road transportation
(CRT), we are working on developing a range
of solutions that can help reduce transport-
related emissions, including:

= On- and offsite electric vehicle (EV)
charging points and hubs that use
renewable electricity.

» Lower-emission fuels for CRT, such as

Enabling value chain
collaboration and circularity
(Scope 3)

We are exploring numerous ways to
help value chain partners design and
implement lower-carbon solutions in their
operations. We can:

 Help manufacturers’ suppliers lower
their emissions, for example, working
with metal manufacturers to help them
switch to lower-carbon fuels and
electricity, and working with plastic
manufacturers to help them incorporate
more circular content in the plastics they
supply to manufacturers.

= Help drive value chain engagement
using our global value chain network.

Compensating emissions

For emissions that cannot be immediately
reduced or avoided, we offer quality
carbon credits to compensate for
emissions. We offer nature-based

and non-nature-based credits that are
independently accredited and approved
to international standards such as the
Verified Carbon Standard or the Gold
Standard.

biodiesel [HVO), renewable diesel (FAME), Get in touch with one of our decarbonisation

and battery- and hydrogen-electric. experts today to learn how we can help your

« Evaluation, design and implementation business meet its sustainability goals.

services to ensure tailor-made fleet solutions.  To find out more, visit: shell.com
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https://www.shell.com/shellenergy/marketingandtrading.html

Cautionary Note

The companies in which Shell plc directly and indirectly owns investments are
separate legal entities. In this report “Shell”, “Shell Group” and "Group” are
sometimes used for convenience where references are made to Shell plc and its
subsidiaries in general. Likewise, the words “we”, "us” and “our” are also used to
refer to Shell plc and its subsidiaries in general or to those who work for them. These
terms are also used where no useful purpose is served by identifying the particular
entity or entities. "'Subsidiaries”, “Shell subsidiaries” and “Shell companies” as used
in this report refer to entities over which Shell plc either directly or indirectly has
control. Entities and unincorporated arrangements over which Shell has joint control
are generally referred to as “joint ventures” and “joint operations”, respectively. “Joint
ventures” and “joint operations” are collectively referred to as “joint arrangements”.
Entities over which Shell has significant influence but neither control nor joint control
are referred to as “associates”. The term “Shell interest” is used for convenience to
indicate the direct and/or indirect ownership interest held by Shell in an entity or
unincorporated joint arrangement, after exclusion of all third-party interest.

Forward-Looking Statements

This report contains forward-looking statements (within the meaning of the U.S. Private
Securities litigation Reform Act of 1995) concerning the financial condition, results of
operations and businesses of Shell. All statements other than statements of historical
fact are, or may be deemed to be, forward-looking statements. Forwardlooking
statements are statements of future expectations that are based on management's
current expectations and assumptions and involve known and unknown risks and
uncertainties that could cause actual results, performance or events to differ materially
from those expressed or implied in these statements. Forwardlooking statements
include, among other things, statements concerning the potential exposure of Shell to
market risks and statements expressing management's expectations, beliefs, estimates,
forecasts, projections and assumptions. These forward-looking statements are
identified by their use of terms and phrases such as “aim”, “ambition”, “anticipate”,
"believe”, “could”, “estimate”, “expect”, “goals”, “intend”, “may"”, “milestones”,
“objectives”, “outlook”, “plan”, “probably”, “project”, "risks", “schedule”, “seek”,
“should”, "target”, “will" and similar terms and phrases. There are a number of
factors that could affect the future operations of Shell and could cause those results
to differ materially from those expressed in the forward-looking statements included

in this report, including (without limitation): (a) price fluctuations in crude oil and
natural gas; (b) changes in demand for Shell’s products; (c) currency fluctuations;

(d) drilling and production results; () reserves estimates; (f) loss of market share and
industry competition; (g) environmental and physical risks; (h) risks associated with the
identification of suitable potential acquisition properties and targets, and successful
negotiation and completion of such transactions; (i) the risk of doing business in
developing countries and countries subject to international sanctions; (j) legislative,
judicial, fiscal and regulatory developments including regulatory measures addressing
climate change; (k) economic and financial market conditions in various countries
and regions; (I} political risks, including the risks of expropriation and renegotiation

of the terms of contracts with governmental entities, delays or advancements in the
approval of projects and delays in the reimbursement for shared costs; (m) risks
associated with the impact of pandemics, such as the COVID-19 (coronavirus)
outbreak; and (n) changes in trading conditions. No assurance is provided that future
dividend payments will match or exceed previous dividend payments. All forward-
looking statements contained in this report are expressly qualified in their entirety by
the cautionary statements contained or referred to in this section. Readers should

not place undue reliance on forward-looking statements. Additional risk factors that

may affect future results are contained in Shell plc’s Form 20-F for the year ended
December 31, 2022 (available at www.shell.com/investor and www.sec.gov).
These risk factors also expressly qualify all forward-looking statements contained in
this report and should be considered by the reader. Each forward-looking statement
speaks only as of the date of this report, September 2023. Neither Shell plc nor any
of its subsidiaries undertake any obligation to publicly update or revise any forward-
looking statement as a result of new information, future events or other information. In
light of these risks, results could differ materially from those stated, implied or inferred
from the forward-ooking statements contained in this report.

Shell’s net carbon intensity

Also, in this report we may refer to Shell’s “Net Carbon Intensity”, which includes
Shell’s carbon emissions from the production of our energy products, our suppliers’
carbon emissions in supplying energy for that production and our customers’ carbon
emissions associated with their use of the energy products we sell. Shell only
controls its own emissions. The use of the term Shell's “Net Carbon Intensity” is for
convenience only and not intended to suggest these emissions are those of Shell plc
or its subsidiaries.

Shell’s net-Zero Emissions Target

Shell's operating plan, outlook and budgets are forecasted for a ten-year period and
are updated every year. They reflect the current economic environment and what we
can reasonably expect to see over the next ten years. Accordingly, they reflect our
Scope 1, Scope 2 and Net Carbon Intensity (NCI| targets over the next ten years.
However, Shell's operating plans cannot reflect our 2050 netzero emissions target
and 2035 NCl target, as these targets are currently outside our planning period. In
the future, as society moves towards net-zero emissions, we expect Shell's operating
plans to reflect this movement. However, if society is not net zero in 2050, as of
today, there would be significant risk that Shell may not meet this target.

Forward Looking Non-GAAP measures

This report may contain certain forward-looking non-GAAP measures such as [cash
capital expenditure] and [divestments]. We are unable to provide a reconciliation of
these forwardlooking Non-GAAP measures to the most comparable GAAP financial
measures because certain information needed to reconcile those Non-GAAP
measures to the most comparable GAAP financial measures is dependent on future
events some of which are outside the control of Shell, such as il and gas prices,
interest rates and exchange rates. Moreover, estimating such GAAP measures with
the required precision necessary to provide a meaningful reconciliation is extremely
difficult and could not be accomplished without unreasonable effort. Non-GAAP
measures in respect of future periods which cannot be reconciled to the most
comparable GAAP financial measure are calculated in @ manner which is consistent
with the accounting policies applied in Shell plc’s consolidated financial statements.

The contents of websites referred to in this report do not form part of this report.

We may have used certain terms, such as resources, in this report that the United
States Securities and Exchange Commission (SEC] strictly prohibits us from including
in our filings with the SEC. Investors are urged to consider closely the disclosure in our
Form 20-F, File No 1-32575, available on the SEC website www.sec.gov.



