CDP Full GHG Emissions Dataset

Technical Annex IV: Scope 3 Overview and Modelling




Contents

N | 0117 o 18 o3 1o ] o FH TP PR PP PPROPPRN 2
1.1 Scope 3 Data RePOrted 10 CDR.......cciiiiiieier ettt e e em e 3
1.2 Issues of comparability with reported Scope 3.data...........cccceiiieeeiiiiniee e 4
1.3 Cleaning SCOPE 3 AALAL........ccoueiririieeeiiee ettt me e b e s e nm e e e s sne e e nnennenneas 5

2 Statistical Models and Application t0 SCOPE.3.......cociiiiiiiiiin s cereeee e 5
2.1 STAtiSUCAl MOUEIS........coiiiiiieieee e e e e e sr e e 5
2.2 MOUEI ASSUMPLIONS. .....eiteitiriietesieeieee sttt st st e et s e s e ss e e st e e e s e sb e e se e s e s nm e e e e b e e beesn e s e nbenneenne s 5
2.3 CDP Actiity ClasSIfICAtioN SYSTEIM........ccciiiiiiieie et me e e 6

2.3.1  Classification HIErarChy..........ocueiireeriiimrieie e sseeie s sneene el
2.3.2 Climate Change Hybrid classification SYSIeML.........cccceririemerierieeseesieneeseesiesemre e seeseeenn

2.4 Three Levels of Model GranuUIANLY............ccoiiiirieiniiieieseee e s 7
2.5 MOUEI SEIECHQN......c.eiiiiiieeeete sttt ettt ee st e s e e e e st e e beese e e e nessmnenneas 8
251 Stepwise criteridnased model SEIECHON............ccviii e 8
2.5.2 Applicable Scope 3 CateQQIIBS.....ccuiciii ittt emm e re st esre e sre e ente s smnreeenns 8

P2 T = To 1o ] 0 ¢TUT o I el [=1 1T o TR SRR 9
Appendix 1 -Scope 3 Comparability ISSUBS.........cccoiiiiiiiiiiii ettt e ceteesreesreeseeeenns 10

23 January 2020 1 @cdg www.cdp.net


https://twitter.com/CDP
http://www.cdp.net/

1 Introduction

TheFull GHG Emissions DatgsetvidsB COPr hmudr snqg | dl adgr ~ mcto-ns gd
date, accuratand comparablecorporate GH@missionsand energyse data. This is one of a series of
documents outlining how the raw reported data is enhanced.aMhiable o8 COPr .vdar hsd

{ CDPFull GHG Emissions DataSetmmary 2019
{ Technical Annex I: Data Cleaning Approach

{ Technical Annex Il: Bottarp Modelling

{ Technical Annex Ill: Statistical Framework

{

Technical Annex IV: Scope 3 Overview and Modelling

This document provides introduction toreported Scope3 emissions data, and an overview of the
methodsused to cleaand model itThese methodsuild upn thestatistical frameworknd cleaning approach
cdudknodc ax B CORefer 0 thedocur@mts listedsaboberfor rmode information.

As defined in th&H@rotocol Scope 3 represents the indirect GHG emissions of a company from all sources
excluding purchased energy, accounted for under Sdeper@dany companies, the indirect emissions caused
by their business can far outweigh their direct emissions.

The GHG Protocol splits Scope 3 emissions into 15 different categories, grouped into Upstream and Downstree
The CDP Climate Change Questionnaire is based on this standard. The GHG Protocol provides guidance on
the emissions for each category may be calculated. While this guidance is widely used, it is less prescriptive th
the Scope 1 & 2 gaidceand companies may account for their Scope 3 emissions in seabdalays
Differences in interpretation of these guidelgasresult in varied responses between similar companies.

In additioncompanies involved in similar activities can have very different corporate structures, resulting in
different emissions profiles. This presents a problem when trying to compare the emissions profiles acros:
companies. While these difficulties exist in Sdofe? reporting, they are magnif@dScope 3 because of the
greatervariation in methodologies andthe bs sg s Rbnod 2 d!l hrr hnmr n e
footprint.

Scope 3 emissions loefinitionn b bt g nt sr hcd ne sgd qdolhispfeh dificutb nl o
for companies to collestfficientprimary data to be able to calculate their Scope 3 emissions to the same level
of accuracy as scope 1 & 2. Simplifying assumptions ecaad®to overcontbe lack of primary data, however

this has implications for the comparability of different compdiéeh Scope 3 category has its tmitations

with data collection, behaural assumptions and boundary settings, whichlarenarized ithe Appendix

Increasingly investors are recognizing the importance of Seopssbnsaccounting andreexploring means

to integratehis datainto their corporate assessments. In order to support investors and other stakeholders in
theirwork B COPr Et k k Bt&é€t pravidds eomprehemsive @ew of current reporting practises for
Scope 3 emissionBy filling gaps in reporteta with modelled estimatekis datasetovercoms one of the

main hurdles that prevent investors gsitope 3 data in their anays

23 January 2020 2 @cdg www.cdp.net


https://twitter.com/CDP
http://www.cdp.net/
https://www.cdp.net/en/investor/ghg-emissions-dataset
https://ghgprotocol.org/

1.1 Scope 3 DatReported to CDP

TheCDP Climate Change Questionnaiogides companies with the opportunity to disclose data for all 15

b sdf nghdr oktr svn qNs&ddvepnfream emissibndlongsierthe emissions ¢ ¢ h
figures, there are additional data points #ffiatv companies to plainthe process by which their Scope 3 data

is collected This information is leveraged during theaing process to establish the extent to which the
reported data is reliable and comparable to similar companies.

The CDP Questionnaire provides companies with the following table to complete

(C65@bbnt ms enq xntqgq nqgf > mhy shnmPr Rbnod 2 dl hrr

Emissions Percentage of emissions
Metrictons calculated using data
obtained from suppliers or
value chain partners

Explanation

Scope 3 emissions calculation
methodology

Purchased goods and
services

Capital goods

Fuel-and-energy-related
activities (not included in
Scope 1lor2)

Upstream transportation
and distribution

Waste generated in
operations

Business travel

Employee commuting
Upstream leased assets
Downstream transportation
and distribution

Processing of sold products
Use of sold products

End of life treatment of sold
products

Downstream leased assets
Franchises

Investments

Other (upstream)

Other (downstream)

Hm sgd qDu’ kt = aerpanies afe asked tord&larb whethelr thiey cobsider a Scope 3 category
relevant to their business and whether they have carried out the calculation. Many companies perform a rous
calculation to gain a sense of schaéfore deciding whether a category is relevant to their GHG inventory. If they
decide the figure is irrelevant then they ofayose toomit this data point from their inventoBespitethe
dwsdmr hud fthc mbd hm s gacmgardEs witbngthessante sect® may&ybeea o d = 2
onwhich categories are relevant to them. CDRg¢sessed which categories are, in general, applicable to each
CDP Activity. If a company has not reported data for a category that CDP has deemed aptplataduitivity,

then a modelled estimate is provilBdCOPr ~rrdrrl dms ne sgd ~ookhb  ah
CDP Activity is made available in the dataset.
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1.2

Issues of comparability with reported Scope 3 data

There areseveracommon issues that arise when comparing the GHG inventories of different companies. The
most significant are outlined in this section with an accompanying tdddéjppendix

{

Incomplete data

The mairimitationwith Scope 3 data is that it is sparsefyoréed. This means thdtere is a lower

sample size for makirgpmpaisons acrossompaniesThe disclosure rate across Scope 3 categories
varies significantly. Categories with a more straightforward means of calculation, for example Business
Travel, aranore commonly reported. For many other categories, primargadakedifficult for
companies to collect.

Differentusinessmodels

On the surface, many would assume that Apple Inc. and Samsung Electronics have similar emissior
profiles becausefahe similarity of their productt fact,Samsung has much higher Scope 1 & 2
emissions than Apple. This is because it manufactures components whereas Apple has outsourced it
manufacturing to other companies (including Samsung), soeiméssions are accounted for in its
Rbnod 2 qOtgbg rdc Fnncr "~ mc Rdquhbdr P-

Differences inalculatiormethodologies

Twocommon ooqgqn bgdr enqg b kbtk> shmf dl hrrhnmr hm
(1) to ask suppliers to disclose the emissions associated with the goods/services they supply, and (2) tc
use an environmentaxtended economic inpoitput model, tich estimats emissions from the
production and upstream supply chain activities of different sectors and products in an economy. An
advantage of the first method is that it involves primary data collection, however the second method is
often favoured byomnpanies with a large number of suppliers.

While both methods are valitder the GHG Protodbley have been known to give very different Scope
3 totals. Since, inpautput models consider the full crattlejate emissionef all products purchased

they often yield much higher results. This poses a challenge tommarative analysis of the
qOtqgqbg rdc Fnncr " mc Rdguhbdr P dl hrrhnmr enq

Interpretation of reporting guidelines

The varied interpretation ohtegorydefinitionscan result is large differences in reported emissions
between similar companigSor example, companies making the same product may disaginee on
meaningof Tr d ne Rnkc Oqnctbsr P

Differentreportingooundaries

For companies with complex corporate structures, their reported emissions may be inconsistent with
other similar companie3his can be due to whether or not a parent company reports on behalf of
subsidiaries, for example.
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1.3 Cleaning Scope 3 data

Despite the nuances of Scope 3 accounting, CDP has reviewed the reported methodologies employed
companies and flagged values that are either incomplete or at odds with other companies in the sector. Da
points may have been flagged if:

{ The company has indicated it omitted key parts of its business, activities or products

The calculation methodology appears suspect

BCOPr " m kxrsr rtrodbs sg s sgd c¢c s g r addn
The value is anutlier and the methodology used to derive the emissions is not clear

The emissions figure has been entered in the wrong category

[t B e W e S e S Y

There has been a large change in the reported value compared to the previous year, with no cle
explanation

Morecomprehensi data cleaning igarried out for thenost commonly reported Scope 3 categories, where
more reliable comparisons across companies can be made.

2 Statistical Models andpplication to Scope 3

2.1 Statistical Models

Technical Annex lllI: Statistical Frameprarkdes an overview of the statistical framework used for modelling
the Scope 1 & 2 emissions for the CDP Full GHG Emissions Dataset. The Scope 3 data reported to CDP is tre
in a similar manner, applying the same walthble Gamma family Geneealisinear Model (Gamma GLM)

using revenue and activity information.

The Scope 3 data reported to CDP is considerably less consistent and the samples for each category are mt
smaller than with Scopes 1 & 2. Despite this, the data is still positive and heteroskedastic much in the same w
as the Scope 1 data. For thesesoees, the Gamma GLM model is still appropriate.

In the simplest terms the model coefficients (also called predictors or estimators) can be thought of average
revenue intensities based on the data reported td"obDiRore detail on these basic assumptiplease review
Technical Annex llI: Statistical Framework

2.2 Model assumptions

Each of the 15 Scope 3 categoriess their owrindependent muftiariable regression modét developing
these models, assumptions are made to generalise the problem. Thiesptiass are similar to those made
for the Scope 1 and 2 models and are summarised below.

{ Activityrevenue as the independent variable

The revenue earned by activity segment is used as the basis of the regression model. This approach assurr
that revenue is directly proportional to production and therefore proportional to emissions. For more detai
on these basic assumptions, please reViechnical Annex Ill: Statistical Framework

Tgd dl hrrhnmr "~ rr nbh’ sateestimated upingghe humtenokful detpi/adntl t s h
dl oknxddr "ESD( "mc sgd dl hrrhnmr “rrnbh” sdc vh
(CapEx). These modealebuilt using a single sector classification of each com@ayTE andaExX data

is not available at the same granularity as rev@rmesuse of these predictor variables gives rise to the
followingadditionalissumptions.
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