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What are Scope 3 emissions
and why are they important?
Defining different types of emissions
(Scope 1-3)
Regulatory and corporate disclosure requirements
aimed at reducing GHG emissions are increasing. More
requirements and incentives will no doubt be needed to
be introduced if governments intend to make good on
their stated environmental commitments. For example,
~127 countries have committed to or are considering
committing to net zero emissions. Most have not
explained how they will achieve this. We believe
regulation will need to require companies to evaluate
their Scope 3 emissions to effect real change and
approach carbon neutrality.
To explain Scope 3, let's start by adding another
acronym to your ESG knowledge bank: the Greenhouse
Gas Protocol (GHGP). It is the most widely used
corporate accounting standards for emissions. It defines
Scope 1-3 as follows:

− Scope 1: direct GHG emissions from sources that
are owned or controlled by the company. These
emissions occur from the following activities: (1)
generation of electricity, heat or steam including
boilers, furnaces and turbines, (2) physical or
chemical processing, (3) transportation of materials,
products, waste and employees from company
owned or controlled sources, (4) fugitive emissions
(e.g. unintended leaks, or irregular emissions
of gases). Emissions include carbon dioxide,
methane, nitrous oxide, hydrofluorocarbons, and
perfluorocarbons sulfur hexafluoride.
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− Scope 2: indirect GHG emissions from the
generation of purchased or acquired electricity,
steam, heat, and cooling. Emissions physically
occur at the facility where electricity is generated.
Not only can these emissions account for a big
part of a corporation’s environmental footprint,
they are also typically necessary information for
some GHG programs and calculation of emission
costs.
− Scope 3: other indirect emissions from sources
that are not owned and not directly controlled by
the reporting company. Scope 3 is often referred
to as the company’s value chain. It is an optional
reporting category for the GHG protocol, but
various stakeholders (e.g. governments, customers
and investors) ask for this disclosure.
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In general terms, Scope 3
emissions include a corporate's
upstream and downstream
value chain (e.g. suppliers and
distributors), as well as business
travel, leased assets, and even
bank lending exposure. It is
typically the most difficult to
calculate and frankly involves a
lot of estimation.
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In general terms, Scope 3 emissions include a corporate's upstream and downstream value chain (e.g. suppliers
and distributors), as well as business travel, leased assets, and even bank lending exposure. It is typically the most
difficult to calculate and frankly involves a lot of estimation. See the list of formal Scope 3 categories below:

Figure 1: Scope 3 emissions categories
GHG Protocol - 15 Categories
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Source : The Greenhouse Gas Protocol (GHGP)

At present, many companies will measure and target
reductions to Scope 1 & 2 emissions. They are easier
to measure and control relative to Scope 3. But,
(Scope 3) will often represent 50% or more of true
impact. For example, in the case of ConocoPhillips,
the company estimates its Scope 3 emissions are
10x more than its combined Scope 1 & 2 emissions.
Interestingly, in what is a shift in tone, the SEC
recently denied requests by the company to dismiss a
shareholder motion that would require management
to provide detailed plans for cutting its Scope 3
emissions.

Scope 3 emissions are often multiples higher
than combined Scope 1 & 2 emissions. The CDP
estimates that a company's supply chain emissions
are on average 5.5x larger. The chart in figure 2 shows
dispersion of estimated Scope 1-3 emissions for select
companies from a number of different industries.
Note that we chose companies to include in the chart
based on their disclosure of Scope 3 and relative size/
recognition.
By including Scope 3 emissions in their evaluation,
it allows management to make more sustainable
decisions. The exercise allows companies to better
understand which partners and vendors take
sustainability seriously. Moreover, it can help them
to improve the sustainability of their products and
services when the full life-cyle is understood. Lastly,
it forces companies to take into account business
travel and employee commuting. This transparency
and decision making will be important for corporates
as global climate regulation continues to rise. Many
investors already expect corporates to outline
reduction targets. This pressure will only increase as
sustainable investing strategies continue to represent
institutional and retail inflows.
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At present, many companies
will measure and target
reductions to Scope 1 & 2
emissions. They are easier to
measure and control relative
to Scope 3. But, (Scope 3)
will often represent 50% or
more of true impact.
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Scope 3 emissions calculations can be
imprecise, but set a benchmark

Reading the fine print. As noted above, the GHGP
classifies 15 different categories of Scope 3 emissions.
When reading the fine print in corporate disclosure,
one will find that corporates will often only disclose
against a certain number of these categories or
the categories they deem to be material. While
regulation is increasing, this can leave things open
to interpretation. In some cases, companies will only
seek to estimate Scope 3 for the core businesses or
bigger operational segments. Thus, it may not be
advisable to compare two companies even when they
are competitors.
We do think that it is fair, however, to compare
companies and industries regarding their emissions
reduction strategies. At the very least, the attempt to
measure emissions, while imprecise, gives a company
enough information to understand where its hot spots
are and allows them to make decisions to improve the
sustainability of their value chain.
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Figure 2: Emissions by Scope 1, 2 and 3 (% of total) (select companies, 2019 data)
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Source :Bloomberg, Company data (2019)
* Note the stocks shown were selected by DB as examples due to their disclosure of Scope 3 (first) and relative industry market cap/ recognizability. The industry
names reflect the GIC code of the company.
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Yes, there can be double counting with Scope 3.
Just as it can be difficult to compare the emissions of
two companies, it is problematic to simply sum Scope
1-3 emissions when trying to determine the emissions
exposure in a portfolio of investments. For example,
if a fund manager owns a producer and its supplier,
including Scope 3 emissions will result in double
counting on certain Scope 1 categories if the supplier
is also held in the investment portfolio.

"

Scope 3 reporting increasing, take note of the
impact to the banking sector
Through the UK's Streamlined Energy and Carbon
Reporting Scheme (SECR), companies are strongly
encouraged to report Scope 3 emissions, especially if
it is a material source of emissions. For large unquoted
companies and LLPs, the UK's scheme does require
emissions from fuel burned during certain business
related travel to be reported.
The Task Force on Climate-Related Financial
Disclosure (the TCFD) also recommends that Scope
3 emissions should be measured and reported "if
appropriate". This is important when considering
BlackRock endorses this framework and has asked
all public companies held to align their reporting with
the TCFD. Considering that Scope 3 is a large portion
of the emissions for many companies, it would seem
that reporting them is, in fact, appropriate. Note that
the Financial Conduct Authority (FCA) in the UK will
be requiring corporate disclosures consistent with the
TCFD in annual financial reports published in 2022.
We would not be surprised to see the SEC look to
elements of the TCFD when determining relevant and
material financial disclosures.
The EU guidelines on non-financial reporting (the
NFRD) also include recommendations of the TCFD,
including disclosure of Scope 2 emissions. In fact,
the NFRD guidelines state that banks and insurers
should disclose Scope 3 emissions, which for them
will include exposure from underwriting and investing
activities in addition to its own operational emissions.

Scope 3 reporting for banks and the impact
to financing considerations and capital
requirements.
With the increased transparency, it is not surprising to
see a number of large banks committing to reduce the
carbon emissions they finances. In fact, the European
Central Bank recently stated that the impact of climate
change is "a major source of systemic risk" when
conducting preliminary stress tests which could lead
to elevated capital requirements for banks exposed to
higher levels of climate risk. While it may not be a front
and center discussion in the US, the Fed has also made
comments supportive of climate stress tests for banks.

In fact, the European Central
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UN efforts to reduce carbon emissions looking to COP26 in November

The United Nations has been a key driver of effort
to address climate change. The United Nations
Framework Convention on Climate Change (UNFCCC)
began in 1994 with conferences hosted annually from
1995. The first was the Conference of the Parties
(COP1) held in Berlin, Germany. The work done at
these events has produced a number of important
protocols and agreements regarding the global effort
to combat climate change. This includes the Paris
Agreement (2015), which is largely considered to be
an accelerator of global regulation focused on carbon
neutrality.

− The Paris agreement (2015). This international
treaty was adopted by 196 countries with a goal
of limiting the global temperature rise to wellbelow 2°C above pre-industrial levels and pursuing
efforts to limit warming to 1.5°C (Part of COP21).
Note that the IPCC believes the delta between 1.5
and 2 degrees could mean more poverty, extreme
heat, sea level rise, habitat loss and drought.
Looking to COP26 in November. Signers of the Paris
Agreement (2015) are expected to submit their plans
for climate action, also known as nationally determined
contributions (NDCs) at COP26. This conference will
be held in Glasgow, Scotland, in November of 2021. It
was delayed from 2020 due to the pandemic.
The evidence thus far suggests that the goals
highlighted at the Paris Agreement (2015) will struggle
to be fully achieved, at least in the near term. That said,
progress has been made with regulation in Europe,
pressure on nations to comply is increasing, and
more regulation is likely to be introduced by nations
seeking to comply with their carbon neutrality
commitments.
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Additional Information

The information and opinions in this report were prepared by Deutsche Bank AG or one of its affiliates (collectively "Deutsche Bank"). Though the information herein is believed
to be reliable and has been obtained from public sources believed to be reliable, Deutsche Bank makes no representation as to its accuracy or completeness. Hyperlinks
to third-party websites in this report are provided for reader convenience only. Deutsche Bank neither endorses the content nor is responsible for the accuracy or security
controls of those websites.
If you use the services of Deutsche Bank in connection with a purchase or sale of a security that is discussed in this report, or is included or discussed in another
communication (oral or written) from a Deutsche Bank analyst, Deutsche Bank may act as principal for its own account or as agent for another person.
Deutsche Bank may consider this report in deciding to trade as principal. It may also engage in transactions, for its own account or with customers, in a manner inconsistent
with the views taken in this research report. Others within Deutsche Bank, including strategists, sales staff and other analysts, may take views that are inconsistent with
those taken in this research report. Deutsche Bank issues a variety of research products, including fundamental analysis, equity-linked analysis, quantitative analysis and
trade ideas. Recommendations contained in one type of communication may differ from recommendations contained in others, whether as a result of differing time horizons,
methodologies, perspectives or otherwise. Deutsche Bank and/or its affiliates may also be holding debt or equity securities of the issuers it writes on. Analysts are paid in part
based on the profitability of Deutsche Bank AG and its affiliates, which includes investment banking, trading and principal trading revenues.
Opinions, estimates and projections constitute the current judgment of the author as of the date of this report. They do not necessarily reflect the opinions of Deutsche Bank
and are subject to change without notice. Deutsche Bank provides liquidity for buyers and sellers of securities issued by the companies it covers. Deutsche Bank research
analysts sometimes have shorter-term trade ideas that may be inconsistent with Deutsche Bank's existing longer-term ratings. Some trade ideas for equities are listed as
Catalyst Calls ideas on the Research Website (https://research.db.com/Research/), and can be found on the general coverage list and also on the covered company’s page.
A Catalyst Call idea represents a high-conviction belief by an analyst that a stock will outperform or underperform the market and/or a specified sector over a time frame
of no less than two weeks and no more than three months. In addition to Catalyst Calls ideas, analysts may occasionally discuss with our clients, and with Deutsche Bank
salespersons and traders, trading strategies or ideas that reference catalysts or events that may have a near-term or medium-term impact on the market price of the securities
discussed in this report, which impact may be directionally counter to the analysts' current 12-month view of total return or investment return as described herein. Deutsche
Bank has no obligation to update, modify or amend this report or to otherwise notify a recipient thereof if an opinion, forecast or estimate changes or becomes inaccurate.
Coverage and the frequency of changes in market conditions and in both general and company-specific economic prospects make it difficult to update research at defined
intervals. Updates are at the sole discretion of the coverage analyst or of the Research Department Management, and the majority of reports are published at irregular
intervals. This report is provided for informational purposes only and does not take into account the particular investment objectives, financial situations, or needs of individual
clients. It is not an offer or a solicitation of an offer to buy or sell any financial instruments or to participate in any particular trading strategy. Target prices are inherently
imprecise and a product of the analyst’s judgment. The financial instruments discussed in this report may not be suitable for all investors, and investors must make their own
informed investment decisions. Prices and availability of financial instruments are subject to change without notice, and investment transactions can lead to losses as a result
of price fluctuations and other factors. If a financial instrument is denominated in a currency other than an investor's currency, a change in exchange rates may adversely
affect the investment. Past performance is not necessarily indicative of future results. Performance calculations exclude transaction costs, unless otherwise indicated. Unless
otherwise indicated, prices are current as of the end of the previous trading session and are sourced from local exchanges via Reuters, Bloomberg and other vendors. Data is
also sourced from Deutsche Bank, subject companies, and other parties.
The Deutsche Bank Research Department is independent of other business divisions of the Bank. Details regarding our organizational arrangements and information barriers
we have to prevent and avoid conflicts of interest with respect to our research are available on our website (https://research.db.com/Research/) under Disclaimer.
Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise to pay fixed or variable interest rates. For an investor
who is long fixed-rate instruments (thus receiving these cash flows), increases in interest rates naturally lift the discount factors applied to the expected cash flows and thus
cause a loss. The longer the maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the loss. Upside surprises in inflation, fiscal
funding needs, and FX depreciation rates are among the most common adverse macroeconomic shocks to receivers. But counterparty exposure, issuer creditworthiness,
client segmentation, regulation (including changes in assets holding limits for different types of investors), changes in tax policies, currency convertibility (which may constrain
currency conversion, repatriation of profits and/or liquidation of positions), and settlement issues related to local clearing houses are also important risk factors. The sensitivity
of fixed-income instruments to macroeconomic shocks may be mitigated by indexing the contracted cash flows to inflation, to FX depreciation, or to specified interest rates –
these are common in emerging markets. The index fixings may – by construction – lag or mis-measure the actual move in the underlying variables they are intended to track.
The choice of the proper fixing (or metric) is particularly important in swaps markets, where floating coupon rates (i.e., coupons indexed to a typically short-dated interest rate
reference index) are exchanged for fixed coupons. Funding in a currency that differs from the currency in which coupons are denominated carries FX risk. Options on swaps
(swaptions) the risks typical to options in addition to the risks related to rates movements.
Derivative transactions involve numerous risks including market, counterparty default and illiquidity risk. The appropriateness of these products for use by investors depends
on the investors' own circumstances, including their tax position, their regulatory environment and the nature of their other assets and liabilities; as such, investors should take
expert legal and financial advice before entering into any transaction similar to or inspired by the contents of this publication. The risk of loss in futures trading and options,
foreign or domestic, can be substantial. As a result of the high degree of leverage obtainable in futures and options trading, losses may be incurred that are greater than the
amount of funds initially deposited – up to theoretically unlimited losses. Trading in options involves risk and is not suitable for all investors. Prior to buying or selling an option,
investors must review the "Characteristics and Risks of Standardized Options”, at http://www.optionsclearing.com/about/publications/character-risks.jsp. If you are unable to
access the website, please contact your Deutsche Bank representative for a copy of this important document.
Participants in foreign exchange transactions may incur risks arising from several factors, including the following: (i) exchange rates can be volatile and are subject to large
fluctuations; (ii) the value of currencies may be affected by numerous market factors, including world and national economic, political and regulatory events, events in equity
and debt markets and changes in interest rates; and (iii) currencies may be subject to devaluation or government-imposed exchange controls, which could affect the value of
the currency. Investors in securities such as ADRs, whose values are affected by the currency of an underlying security, effectively assume currency risk.
Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the investor's home jurisdiction. Aside from within this
report, important conflict disclosures can also be found at https://research.db.com/Research/ on each company’s research page. Investors are strongly encouraged to review
this information before investing.
Deutsche Bank (which includes Deutsche Bank AG, its branches and affiliated companies) is not acting as a financial adviser, consultant or fiduciary to you or any of your
agents (collectively, “You” or “Your”) with respect to any information provided in this report. Deutsche Bank does not provide investment, legal, tax or accounting advice,
Deutsche Bank is not acting as your impartial adviser, and does not express any opinion or recommendation whatsoever as to any strategies, products or any other information
presented in the materials. Information contained herein is being provided solely on the basis that the recipient will make an independent assessment of the merits of any
investment decision, and it does not constitute a recommendation of, or express an opinion on, any product or service or any trading strategy.
The information presented is general in nature and is not directed to retirement accounts or any specific person or account type, and is therefore provided to You on the
express basis that it is not advice, and You may not rely upon it in making Your decision. The information we provide is being directed only to persons we believe to be
financially sophisticated, who are capable of evaluating investment risks independently, both in general and with regard to particular transactions and investment strategies,
and who understand that Deutsche Bank has financial interests in the offering of its products and services. If this is not the case, or if You are an IRA or other retail investor
receiving this directly from us, we ask that you inform us immediately.
In July 2018, Deutsche Bank revised its rating system for short term ideas whereby the branding has been changed to Catalyst Calls (“CC”) from SOLAR ideas; the rating
categories for Catalyst Calls originated in the Americas region have been made consistent with the categories used by Analysts globally; and the effective time period for CCs
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United States: Approved and/or distributed by Deutsche Bank Securities Incorporated, a member of FINRA, NFA and SIPC. Analysts located outside of the United States are
employed by non-US affiliates that are not subject to FINRA regulations.
European Economic Area (exc. United Kingdom): Approved and/or distributed by Deutsche Bank AG, a joint stock corporation with limited liability incorporated in the Federal
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United Kingdom: Approved and/or distributed by Deutsche Bank AG acting through its London Branch at Winchester House, 1 Great Winchester Street, London EC2N 2DB.
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India: Prepared by Deutsche Equities India Private Limited (DEIPL) having CIN: U65990MH2002PTC137431 and registered office at 14th Floor, The Capital, C-70, G Block,
Bandra Kurla Complex Mumbai (India) 400051. Tel: + 91 22 7180 4444. It is registered by the Securities and Exchange Board of India (SEBI) as a Stock broker bearing
registration no.: INZ000252437; Merchant Banker bearing SEBI Registration no.: INM000010833 and Research Analyst bearing SEBI Registration no.: INH000001741. DEIPL
may have received administrative warnings from the SEBI for breaches of Indian regulations. Deutsche Bank and/or its affiliate(s) may have debt holdings or positions in the
subject company. With regard to information on associates, please refer to the “Shareholdings” section in the Annual Report at: https://www.db.com/ir/en/annual-reports.htm
Japan: Approved and/or distributed by Deutsche Securities Inc.(DSI). Registration number - Registered as a financial instruments dealer by the Head of the Kanto Local
Finance Bureau (Kinsho) No. 117. Member of associations: JSDA, Type II Financial Instruments Firms Association and The Financial Futures Association of Japan.
Commissions and risks involved in stock transactions - for stock transactions, we charge stock commissions and consumption tax by multiplying the transaction amount by the
commission rate agreed with each customer. Stock transactions can lead to losses as a result of share price fluctuations and other factors. Transactions in foreign stocks can
lead to additional losses stemming from foreign exchange fluctuations. We may also charge commissions and fees for certain categories of investment advice, products and
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