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For nearly a decade, Scope 1 and Scope 2 emissions of greenhouse gases (GHG), including CO2, have been commonly reported by
corporations, primarily on a voluntary basis. Since both represent the most controllable scope of emissions from a GHG accounting
perspective, the lionshare of decarbonization efforts are based on this more direct, physical footprint. However, as companies set net-zero
goals, investors have begun to scrutinize decarbonization efforts and governments to enact regulations on climate risks disclosures. This
means that corporations soon will be obliged to disclose Scope 3 emissions from third party, indirect sources as well. This will have important
implications for an average multinational company, as upstream Scope 3 emissions are 11.4x higher than direct, operational
emissions.1 In fact, for large businesses, Scope 3 emissions usually range somewhere between 80% and 97% of total emissions. 2

1
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https://www.cdp.net/en/articles/supply-chain/4-steps-for-reducing-scope-3-emissions-and-accelerating-action-through-your-supply-chain
https://secrhub.co.uk/scope-3-emissions-your-frequently-asked-questions/
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On March 21st, 2022, the U.S. Securities and Exchange Commission (SEC) published3, a draft regulation to require public
companies to disclose their supply chain-based Scope 3 emissions for all the carbon dioxide and methane emissions they generate. Under
this regulation, not all companies would be required to report Scope 3 emissions. Disclosure of Scope 3 emissions will only be applicable if:



The emissions are material, or if there is a substantial likelihood that a reasonable investor would consider the information important
in deciding how to vote or make an investment decision; or
The company has set a GHG emissions reduction target or goal that includes its Scope 3 emissions.

The proposed rules would phase in the reporting of Scope 3 emissions, with the first reporting required for large accelerated filers in fiscal
year 2024 (filed in 2025), for accelerated filers and non-accelerated filers in fiscal year 2025 (filed in 2026), while smaller reporting companies
would be exempt from Scope 3 emissions reporting requirements.
Importantly, as of November 2021, 35% of North American companies had set greenhouse gas targets, yet those plans did not
include Scope 3 emissions, according to S&P Global data.4

What are Scope 1, Scope 2 and Scope 3 emissions?5




Scope 1: Direct emissions from own or controlled sources. This may include company vehicles, fugitive emissions from manufacturing
processes, and fuel combustion on-site.
Scope 2: Indirect emissions from the generation of purchased electricity, heat, and steam.
Scope 3: All indirect emissions (not included in Scope 2) that are emitted along the supply chain of the company’s direct control. This
includes embodied emissions within resources consumed by the organization and the emissions of any supplier, particularly relevant
to organizations that produce tangible products. For financial institutions, financed emissions are embedded in their lending, equity,
and insurance portfolios. Scope 3 emissions can be divided in upstream and downstream emissions.

See Table 1 for details on all Scope 3 emissions categories.

3 https://www.sec.gov/rules/proposed/2022/33-11042.pdf

chromeextension://efaidnbmnnnibpcajpcglclefindmkaj/viewer.html?pdfurl=https%3A%2F%2Fwww.spglobal.com%2Fesg%2Fcsa%2Fyearbook%2Farticles%2Fnet_zero_o
ut_of_reach.pdf&clen=504414&chunk=true
5 Some activities may fall under Scope 1 or Scope 3 (e.g., if the transportation vehicles are owned by a company or are outsourced). To determine if an activity should
be included under Scope 1 or Scope 3, the firm should refer to the selected consolidation approach (equity or control) used in setting its organizational boundaries.
4
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Advantages of accounting & managing scope 3 emissions:






Provides the opportunity for organizations to engage with suppliers to accelerate decarbonization globally.
Enables financial institutions to assess and disclose GHG emissions of loans and investments.
Allows companies to set more ambitious mitigation targets (as Scope 3 is the largest share of emissions from multinationals) and
track performance across the supply chain.
Reduces the exposure and vulnerability to both transition and physical climate risks.
Drives innovation and business opportunities.

Barriers:





Setting boundaries between scopes.
Engaging suppliers to obtain reliable data in a systemic fashion across multiple locations.
Using activity-specific emission factors.6
Lack of data availability and quality of Scope 3 emissions (this is true for large companies, financial institutions, and Small and
Medium Enterprises—SMEs—alike).

How does Scope 3 emissions relate to ESG reporting?
Organizations spearheading the efforts to decarbonize their operations are in the process of reporting, managing and reducing Scope 3
emissions. Investors are also integrating Environmental, Social and Governance (ESG) approaches into their decision-making and require
both quantitative and qualitative metrics to assess a company’s performance. Some companies have committed to a Science-Based Target,
report to the CDP—or both—and/or report under an ESG reporting framework that requires Scope 3 emissions disclosure.
See Table 2 for details on the most relevant ESG reporting frameworks that require companies to provide information on Scope 3
emissions.
Every single one of the 15 categories has its own calculation procedure and often requires the choice of customized emission factors from lifecycle analyses or
databases, which require time and expertise to develop.
6
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As ESG reporting requirements grow in scope and coverage globally—as pressure to double-down on climate action mounts—ESG and
sustainability reporting frameworks proposed by regulators around the world will become more common too. In that sense, the International
Sustainability Standards Board (ISSB) and the SEC in the U.S. will play a key role in issuing the ESG reporting guidelines for companies and
financial institutions to disclose and manage Scope 3 emissions.7
Measuring Scope 3 emissions is crucial to understand the true emissions from value-chains from a cradle-to-grave perspective, navigate, and
drive corporate emissions reduction goals, act to reduce climate impacts, disclose progress as well as to better identify and manage a firm’s
existing and future financial risks from climate change and how they will affect their business model and operations.
The benefits of determining GHG emissions include the potential to aggregate
emissions across industries and supply chains, for countries, geographies, portfolios, as
well as sectors. A useful starting point for a company or a financial institution is to
consider Scope 1 and Scope 2 emissions. However, as large companies in the U.S.
commit to reduce the carbon footprints of the products and services they
provide, they will look to their suppliers (often SMEs) to align their
decarbonization efforts across their value chains too. As data becomes more widely
available and the use of estimates is improved, SMEs will be eventually forced to
provide information similar to that required by large companies to increase coverage,
quality, and reduce uncertainty in the calculations. Large companies voluntarily
disclosing Scope 3 emissions information in the U.S. are not only increasing emissions
data and reliability, but are also creating a positive spillover for SMEs in emerging
latitudes—such as Latin America—that will enable them to become fully
equipped to join the race to net-zero and demonstrate more climate leadership.
In addition, SMEs will gain competitive advantage, become more resilient, and keep up
with supply chain demands and trends. This development recognizes that Scope 3
emissions are an important component of climate risk disclosure and management for
most entities, regardless of their location and size, and that SMEs, which make up the majority of the global economy, are a significant
innovation component for climate solutions.

Once the mandatory reporting frameworks are issued and enforced, the voluntary reporting frameworks will become outdated for both companies and investors.
However, it is important to highlight the nature and positive impact the voluntary standards have had in supporting both the buy and the sell side, which led to the
understanding, development, and improvement of ESG and sustainability information and metrics.
7
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Table 1. Scope 3 categories.
Scope 3 Category

GHG Protocol Definition8
Upstream

1.

Purchased Goods and
Services

Extraction, production, and transportation of goods and services purchased or acquired by the reporting company in the
reporting year, not otherwise included in Categories 2 – 8.

2.

Capital Goods

Extraction, production, and transportation of capital goods purchased or acquired by the reporting company in the
reporting year.

3.

Fuel-and-energy
related activities (not
included in Scope 1
and Scope 2)

Extraction, production, and transportation of fuels and energy purchased or acquired by the reporting company in the
reporting year, not already accounted for in scope 1 or scope 2, including:
a. Upstream emissions of purchased fuels (extraction, production, and transportation of fuels consumed by the reporting
company)
b. Upstream emissions of purchased electricity (extraction, production, and transportation of fuels consumed in the
generation of electricity, steam, heating, and cooling consumed by the reporting company).
c. Transmission and distribution (T&D) losses (generation of electricity, steam, heating, and cooling that is consumed
(i.e., lost) in a T&D system) – reported by end user.
d. Generation of purchased electricity that is sold to end users (generation of electricity, steam, heating, and cooling that
is purchased by the reporting company and sold to end users) – reported by utility company or energy retailer only.

4.

Upstream
Transportation and
Distribution

Transportation and distribution of products purchased by the reporting company in the reporting year between a
company’s tier 1 suppliers and its own operations (in vehicles and facilities not owned or controlled by the reporting
company)
Transportation and distribution services purchased by the reporting company in the reporting year, including inbound
logistics, outbound logistics (e.g., of sold products), and transportation and distribution between a company’s own
facilities (in vehicles and facilities not owned or controlled by the reporting company).

8

The methodology that serves as a basis for the calculations of Scope 3 emissions is the GHG Protocol.
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5.

Waste generated in
operations

Disposal and treatment of waste generated in the reporting company’s operations in the reporting year (in facilities not
owned or controlled by the reporting company).

6.

Business travel

Transportation of employees for business-related activities during the reporting year (in vehicles not owned or operated
by the reporting company).

7.

Employee
commuting

Transportation of employees between their homes and their worksites during the reporting year (in vehicles not owned
or operated by the reporting company).

8.

Upstream Leased
Assets

Operation of assets leased by the reporting company (lessee) in the reporting year and not included in scope 1 and scope
2 – reported by lessee.

Downstream
9.

Downstream
Transportation and
Distribution

Transportation and distribution of products sold by the reporting company in the reporting year between the reporting
company’s operations and the end consumer (if not paid for by the reporting company), including retail and storage (in
vehicles and facilities not owned or controlled by the reporting company).

10. Processing of Sold
Products

Processing of intermediate products sold in the reporting year by downstream companies (e.g., manufacturers).

11. Use of Sold Products

End use of goods and services sold by the reporting company in the reporting year.

12. End-of-life treatment
of sold products

Waste disposal and treatment of products sold by the reporting company (in the reporting year) at the end of their life.

13. Downstream leased
assets

Operation of assets owned by the reporting company (lessor) and leased to other entities in the reporting year, not
included in scope 1 and scope 2 – reported by lessor.

14. Franchises

Operation of franchises in the reporting year, not included in scope 1 and scope 2 – reported by franchisor.

15. Investments9

Operation of investments (including equity and debt investments and project finance) in the reporting year, not included
in scope 1 or scope 2.

The Global GHG Accounting & Reporting Standard for the Financial Industry was developed by the Partnership for Carbon Accounting Financials (PCAF) and builds
on the GHG Protocol Corporate Value Chain (Scope 3) Accounting and Reporting Standard by providing additional detailed guidance per asset class to commercial
banks, investment banks, development banks, asset owners/managers (mutual funds, pension funds, close-end funds, investment trusts) and insurance companies.
9

6

Scope 3 Emissions: Decarbonization Across The Supply Chains

Table 2. The most widely used ESG reporting frameworks that require companies to provide
information on Scope 3 emissions.
Reporting
framework

Field name

Description
Voluntary ESG Frameworks

CDP

CDSB

Scope 3
emissions data
& Emissions
breakdown
Sources of
environmental
and social
impact

GRI

Account for your organization’s gross global Scope 3 emissions, disclosing and explaining any
exclusions.
Quantitative and qualitative results, together with the methodologies used to prepare them, shall be
reported to reflect material sources of environmental and social impact. Sources of environmental
and social impact can also originate outside the organization’s reporting boundary through
contractual or other relationships between the reporting organization and third parties (e.g.: indirect
or Scope 3 GHG emissions, deforestation linked to production of materials, or use of child labor or
impacts on the health of local communities in the supply chain).
Other indirect (Scope 3) GHG emissions.

G4*

Other indirect
GHG
emissions
(Scope 3)

Other indirect greenhouse gas (GHG) emissions (Scope 3).

IPIECA**

Scope 3

Report other Scope 3 categories of indirect GHG emissions as listed within the GHG Protocol.
Indirect GHG emission related to consumer use of oil and gas products (Scope 3). Alternatively,
provide applicable product volumes (such as oil and gas production, refined products, retails sales,
etc.) to enable stakeholders to estimate emissions using their preferred methodology.
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SASB

Other indirect
emissions
(Scope 3)

SASB Standards recommend metrics directly related to performance in those areas, where they are
financially material.

TCFD***

Disclose the
metrics and
targets used to
assess and
manage
relevant
climate-related
risks and
opportunities
where such
information is
material.

Disclose Scope 1, Scope 2, and, if appropriate, Scope 3 GHG emissions, and the related risks.
The TCFD recommends disclosures for all companies, subject to a materiality assessment and using
SASB Standards and the CDSB Framework to Enhance Climate-Related Financial Disclosures in
Mainstream Reporting.

WEF Standard

Estimate and report material upstream and downstream (GHG Protocol Scope 3) emissions where
appropriate.

(Global reach)

Proposed Regulation

International
Financial
Reporting
Standards.
Sustainability
Disclosure
Standard.
Climate-related
Disclosures by
the ISSB.
Exposure Draft.

Question 9—
Cross-industry
metric
categories and
greenhouse gas
emissions






An entity shall include upstream and downstream emissions in its measure of Scope 3
emissions;
An entity shall disclose an explanation of the activities included within its measure of Scope
3 emissions, to enable users of general purpose financial reporting to understand which Scope
3 emissions have been included in, or excluded from, those reported;
If the entity includes emissions information provided by entities in its value chain in its
measure of Scope 3 greenhouse gas emissions, it shall explain the basis for that measurement;
and,

If the entity excludes those greenhouse gas emissions, it shall state the reason for omitting them, for
example, because it is unable to obtain a faithful measure.

8
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Mandatory ESG Regulations
European
Union
Sustainable
Finance
Disclosure
Regulation
(SFDR)

GHG
emissions

United
Kingdom

GHG
emissions

Scope 1 + 2 GHG emissions. Starting Jan 1, 2023, also scope 3 emissions, total GHG emissions.






Beginning April 6th , 2022, over 1,300 of the largest UK-registered companies and financial
institutions will have to disclose climate-related financial information on a mandatory basis,
in line with recommendations from the TCFD.10
It will only be mandatory for UK’s largest traded companies, banks and insurers, as well as
private companies with over 500 employees and £500 million in turnover (including LLPs).
Covers Scope 1 and 2. Scope 3 are not mandatory to report—yet it is strongly suggested—
but for large unquoted companies and large LLPs. Rules about Scope 3 are part of the
government’s Streamlined Energy and Carbon Reporting (SECR) policy, and they are only
mandatory to report from fuel burned during business-related travel, if the vehicle involved
is a rental or belongs to an employee who buys the fuel.
Proposed Regulations

Canada****



Issuers would be required to disclose their Scope 1, 2 and 3 emissions or their reasons for not
providing such disclosure. In the alternative, the Canadian Securities Administrators (CSA) is
considering mandatory disclosure of Scope 1 emissions, with the comply-or-explain option
available only for Scope 2 and 3 emissions.11

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1056085/mandatory-climate-related-financial-disclosurespublicly-quoted-private-cos-llps.pdf
11 https://www.thecorporatecounsel.net/blog/2021/11/climate-change-disclosure-rules-a-preview-from-canada.html
10
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United States
(SEC’s climate
related
disclosure
regulation)

Scope 3
emissions



Upstream and downstream. Scope 3 GHG emissions and intensity must be reported if
material, or if there is a GHG emissions reduction target or goal that includes Scope 3
emissions.

*
In 2018, the GRI G4 Sustainability Reporting Guidelines were superseded by the GRI Sustainability Reporting Standards (GRI standards).
** International Petroleum Industry Environmental Conservation Association.
*** In countries like New Zealand, UK, and Switzerland, the TCFD is mandatory.
Japan is currently considering making TCFD-aligned reporting mandatory. As of March 2022, the TCFD Consortium has published a revised
version of its "Guidance on Climate-related Financial Disclosures 2.0 (TCFD Guidance 2.0)".
**** The Canadian government unveiled its federal budget in early April 2022 with an entire chapter devoted to net-zero and climate change. This move
follows the proposal published in November 2021 by the Canadian Securities Administrators, to require TCFD-aligned reporting by issuers.
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