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Introduction to Stakeholder Review Draft

Standard Development Process

The GHG Protocaol Initiative follows a multi-stakeholder, consensus-based process to develop
greenhouse gas accounting and reporting standards with participation from businesses, government
agencies, nhongovernmental organizations, and academic institutions from around the world.

This draft standard was developed between January and October 2009 by two technical working groups
collectively comprised of over 70 members from a diversity of businesses, government agencies, NGOs,
and academic institutions. The development was led and coordinated by WRI and WBCSD. A Steering
Committee consisting of 25 organizations met three times between September 2008 and September
2009 to provide strategic and technical direction to the process.

Process Structure
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Timeline

NOVEMBER 2009

Date Activity

November 2007 Survey and consultations to assess need for new standards
Steering Committee Meeting #1 (Washington DC)

September 2008 Technical Working Group Meeting #1 (London)

January 2009 Working groups begin drafting

March 2009 Steering Committee Meeting #2 (Geneva)

June 2009 Technical Working Group Meeting #2 (Washington DC)

August 2009

Stakeholder webinar and comment period

October 2009

Steering Committee Meeting #3 (Washington DC)

November -
December 2009

First draft of standards released for stakeholder review

Five stakeholder workshops (in Berlin, Germany; Guangzhou, China;
Beijing, China; London, UK; Washington, DC, USA)

Stakeholder comment period on first drafts

January - June
2010

Pilot testing by several companies

Summer 2010

Public comment period on second drafts

December 2010

v
v
v
v
v
v
v
v
v
A
A
A
A
A

Publication of final standards

Process for Submitting Written Comments

A This draft is open for stakeholder comment from November 11, 2009 through December 21,

2009.

To provide written comments, please use the comment template provided, instead of sending
comments in a separate file or e-mail, in order to streamline the comment process.

Do Do Do Do

When using the comment template, please organize comments by chapteréection and reference
page numbers and line numbers.

If you have questions during the public comment process, please email Holly Lahd at

hlahd @wri.org.

Submit comments as an attached MS Word file by email to Holly Lahd at hlahd@wri.org no later
than Monday, December 21st, 2009. We appreciate any effort to submit written comments
before the deadline.

Process for Revising the Draft Standard

In 2010, WRI and WBCSD, in collaboration with the Steering Committee and Technical Working Groups,

will:

Revise the draft standard based on feedback received during five stakeholder workshops and the
stakeholder comment period (November 11 1 December 21, 2009)

Road test the draft standard with 10-15 companies from a diversity of industry sectors and
geographic locations during January to June 2010

Revise the draft standard based on feedback received during road testing

Circulate a second draft for public comment in mid-2010

Revise the second draft based on feedback received

Publish the final standard in December 2010

The Greenhouse Gas Protocol Initiative 3
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Part 1. General Requirements and Guidance for Scope 3
Accounting & Reporting

1. Introduction

The Greenhouse Gas Protocol Initiative (GHG Protocol) is a multi-stakeholder partnership of businesses,
non-governmental organizations (NGOs), governments and others convened by the World Resources

Institute (WRI), a U.S. based environmental NGO and the World Business Council for Sustainable

Development (WBCSD), a Geneva, Switzerland-based coalition of over 200 international companies.

Launched in 1998, the Initiativebs mission is to devel
standards and guidelines for corporate greenhouse gas (GHG) emissions inventories and GHG projects,

and to promote their use by businesses, governments, NGOs and other organizations.

The GHG Protocol Initiative has previously produced the following standards and guidelines:

e GHG Protocol Corporate Accounting and Reporting Standard® (2004)

e GHG Protocol for Project Accounting (2005)

e GHG Protocol Land Use, Land-Use Change and Forestry Guidance for GHG Project Accounting
(2006)

e GHG Protocol Guidelines for Quantifying GHG Reductions from Grid-Connected Electricity
Projects (2007)

The Greenhouse Gas Protocol The Greenhouse Gas Protocol The Greenhouse Gas Protocol The Greenhouse Gas Protocol

The Land Use, Land-Use Change, and Forestry Guidelis ifying GHG i from
Guidance for GHG Project Accounting Grid-Connected Electricity Projects

The GHG Protocol launched a new initiative in 2008 to develop two new standards for:

e Product life cycle accounting and reporting
e Corporate scope 3 (value chain) accounting and reporting

1.1 What is the motivation for new standards?

Since the launch of the GHG Protocol Corporate Standard in 2001 and its revision in 2004, business
capabilities in the field of GHG accounting have grown significantly. Corporate leaders in this area are
now adept at calculating emissions from GHG sources that they own or control (i.e., scope 1 emissions)
and emissions from grid-sourced electricity and the other utility services of heat, steam and cooling (i.e.,
scope 2 emissions). See Figure 1 for an overview of the scopes.

lTheGHGProtocolCorporateStandardi s sometimes referred to as fAthe GHG Proto
an umbrella term for the collection of standards, tools and other publications provided by the WRI/WBCSD GHG
Protocol Initiative.

_V The Greenhouse Gas Protocol Initiative 4
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As accounting expertise has grown, so has the realization that significant emission sources linked to
business activities are often outside scopes 1 and 2. These other indirect emissions are defined in the

Corporate Standard as "scope 3"or fiot her i n dThereisincreBssmgnnteyestibyrepsrting
companies and increasing demand from stakeholders for scope 3 emissions to be accounted and
reported.

Companies are increasingly looking beyond their own boundaries and developing strategies to reduce

emissions in their value chains and in the products they make and sell. The new GHG Protocol standards

provides a standardized method to inventory the emissions of corporate value chains, taking into account

i mpacts upstream and downstr eam ogfacdmprehensiceragpeacitd s oper a
GHG measurement and management, businesses and policymakers can focus attention on the greatest

opportunities to reduce emissions within the full value chain, leading to more sustainable decisions about

the products companies buy, sell, and produce.

Figure 1: Overview of Scopes 1, 2 and 3

SFg CH, N,0 HFCs PFCs

There are a number of drivers for reporting scope 3 emissions, including:

e Corporate GHG management and reportingismovingbheyond compani es@e,own oper &
scope 1 and 2), toward the full value chain to include upstream and downstream emissions
(scope 3)

e Increasing focus on GHG emissions associated with production and consumption of goods and

services

Increasing awareness and management of climate-related risk in the value chain

Stakeholder and investor requests for supply chain emissions and risk disclosure

Increasing public reporting of scope 3 emissions

Increasing business to business requests for GHG information through the supply chain

Increasing emphasis on scope 3 emissions in corporate GHG management and reduction goals

Companies, investors and other stakeholders have called for standard approaches to accounting and
reporting scope 3 emissions because of the wide variety of emissions sources, calculation methods and
lack of consistency of approach.

‘@‘ The Greenhouse Gas Protocol Initiative 5
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Both business and external stakeholders benefit from converging on a common accounting and reporting
standard for GHG inventories. As common principles and standards become widely used, companies
facing GHG accounting issues for the first time will have an easier time in calculating their GHG
inventories, than if confronted with a variety of different approaches to consider. For business, it will
reduce costs if their GHG inventory is capable of meeting both internal and external information
requirements. For external stakeholders, the use of a common standard improves the consistency,
transparency and accessibility of reported information, making it easier to track and compare progress
over time.

Like the GHG Protocol Corporate Standard, the goal of this standard is to provide a consistent and robust
reporting methodology to support GHG emissions transparency and management by companies
worldwide.

1.2 Relationship to the GHG Protocol Corporate Standard

This Scope 3 Accounting and Reporting Standard is a supplement to the GHG Protocol Corporate
Accounting and Reporting Standard, Revised Edition (2004) and is meant to be used in conjunction with
the existing Corporate Standard. Under the Corporate Standard, companies are required to report all
scope 1 and scope 2 emissions, while reporting scope 3 emissions is optional. Accordingly, companies
report their GHG emissions have two reporting options, portrayed in Figure 2 below:

Figure 2: Organization's Reporting Options
Report in Conformance with the

GHG Protocol Corporate Standard
and Scope 3 Standard

Report in Conformance with the

GHG Protocol Corporate Standard

e Shall report all scope 1 and 2 e Shall report all scope 1 and 2
emissions emissions
e May optionally report scope 3 e Shall report scope 3 emissions
emissions (following the requirements/
guidance in this standard)

1.3 Who should use this standard?

This standard is designed for companies and organizations of all sizes in all economic sectors. It is
especially designed for companies with significant scope 3 emissions.

1.4 Relationship to GHG Protocol Product Life Cycle Standard

The GHG Protocol Product Life Cycle Standard was developed simultaneously within the same standard
development process as this standard. The two standards are complementary. Companies are
encouraged to use both standards to meet complementary but distinct goals. This standard contains
standards and guidance for developing a corporate-wide inventory of GHG emissions throughout the
value chain across all product categories and company activities. The Product Standard contains
standards and guidance for developing a GHG inventory of a single product across its life cycle. For
companies implementing both standards, a product level inventory will inform and support the
development of a corporate-wide scope 3 inventory. (To be developed further)

the foundation for sound and sustainable climate strategies
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1.5 Navigating your way through this document

This standard is divided into two parts. Part 1 provides general requirements and guidance for scope 3
accounting and reporting, applicable to all scope 3 emissions categories. The chapters in Part 1 are
organized according to the steps companies should follow in accounting and reporting scope 3 emissions,
such as defining business goals, mapping the value chain, setting boundaries, collecting data, calculating
emissions, reporting emissions, etc.

Part 2 provides guidance specific to individual scope 3 categories. The chapters in Part 2 are organized
by scope 3 categories, such as purchased materials and services, transportation and distribution,
business travel, waste generated in operations, leased assets, use of sold products, etc. Each chapter in
Part 2 provides a description of each category, guidance on determining relevant emissions for each
category, guidance on calculating emissions for each category and case studies.

Figure 3: Overview of Steps in Scope 3 Accounting and Reporting

Define Map the
Business Value
Goals Chain

Chapter 3§ Chapter 4

Report
Emissions

Review
Principles

Set the Collect
Boundary Data

Chapter 5§ Chapter 6

Calculate
Emissions

Chapter
13

Chapter 2

Chapter 7

X The Greenhouse Gas Protocol Initiative 7
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1.6 Summary of Requirements in this Standard
1.6.1 Boundary Requirements (see section 5 for more information):
Companies shall account for and report:

e The largest scope 3 sources that collectively account for at least 80% of total anticipated scope 3
emissions;’

e The use phase emissions of all sold products that contain and emit GHGs in the use phase, all
sold products that consume fossil fuels or electricity in the use phase, and all sold fuels; and

e All scope 1 and scope 2 emissions, as required by the GHG Protocol Corporate Standard.

Companies should account for and report any other relevant scope 3 emissions.
1.6.2 Reporting Requirements (see section 8 for more information):

A public GHG emissions report that is in accordance with the GHG Protocol Scope 3 Standard shall
include the following information:

e A description of the company and inventory boundary, including an outline of the organizational
boundaries chosen and the chosen consolidation approach

e The reporting period covered

e Total scope 1 emissions, total scope 2 emissions, and all required scope 3 emissions, separately
reported for each scope

e Emissions data for all six Kyoto Protocol GHGs (CO,, CH,4, N,O, HFCs, PFCs, SF¢), separately in
metric tonnes and in tonnes of CO, equivalent

e Scope 3 emissions reported separately for each scope 3 category included in the inventory

Scope 3 emissions reported separately for sources calculated using primary data (e.g. company-
specific data) and sources calculated using secondary data (e.g. industry average data)

Methodologies used to calculate or measure emissions
A description of the uncertainties of reported emissions data
A list of scope 3 activities included in the report

A description of the screening assessment approaches used and a description of their associated
uncertainties

A list of excluded scope 3 emission sources with justification of their exclusion

e Emissions data reported separately for activities calculated using primary data and activities
calculated using secondary data, extrapolated data and proxy data

e A summary of data types used to calculate the inventory (e.g., the percentages of total scope 3

emissions calculated using primary data, secondary data, and extrapolated/proxy data)

2 The selection of an 80% threshold is tentative pending further information learned during the road testing phase (to
be conducted during early 2010) on which threshold is most feasible and appropriate across different companies and
sectors.

_j\/\/ The Greenhouse Gas Protocol Initiative 8
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2. Accounting and Reporting Principles

e Relevance: Ensure the GHG inventory appropriately reflects the GHG emissions of the company and
serves the decision-making needs of users 1 both internal and external to the company.

e Completeness: Account for and report on all GHG emission sources and activities within the chosen
inventory boundary. Disclose and justify any specific exclusions.

e Consistency: Use consistent methodologies to allow for meaningful comparisons of emissions over
time. Transparently document any changes to the data, inventory boundary, methods, or any other
relevant factors in the time series.

e Transparency: Address all relevant issues in a factual and coherent manner, based on a clear audit
trail. Disclose any relevant assumptions and make appropriate references to the accounting and
calculation methodologies and data sources used.

e Accuracy: Ensure that the quantification of GHG emissions is systematically neither over nor under
actual emissions, as far as can be judged, and that uncertainties are reduced as far as practicable.
Achieve sufficient accuracy to enable users to make decisions with reasonable assurance as to the
integrity of the reported information.

3. Business Goals and Inventory Design

Accounting and reporting of scope 3 emissions can serve a variety of business goals including:

e GHG management, including identifying GHG reduction opportunities in the value chain; guiding
investment and procurement decisions; cost containment; managing climate-related risk including
financial, regulatory, supply chain, product and technology, litigation, and reputational risks; etc.

e Performance tracking, including setting a baseline, setting GHG reduction goals, and tracking
progress over time.

e Engaging partners in the value chain to expand GHG accountability, transparency and management
throughout supply chains such that additional companies in the value chain (e.g. customers,
suppliers, service providers, etc.) manage their scope 1, 2, and 3 emissions.

e Public reporting of GHG emissions in order to inform and meet the decision-making needs of
stakeholders (e.g., policy-makers, investors, purchasers, customers, suppliers, employees, NGOs,
etc.), as well as participation in corporate-level GHG reporting programs and registries.

_j\/\/ The Greenhouse Gas Protocol Initiative 9
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4. Mapping the Value Chain

After defining the companyés business goals, the next
value chain. To the extent possible, companies should create a complete process map and/or a complete

list of sources and activitesi n t he compa in.)? Dhe purpasé of mapping af the value chain is

to identify the full range of possible scope 3 activities before a company determines which are most

relevant and should be included in the scope 3 inventory.

To the extent possible, the process map and/or list of sources should reflect the complete value chain,
including:

Al suppliers and customers;*

e Allinputs (purchased materials and services) and outputs (sold goods and services); and

e All scope 3 activities, such as production of purchased materials and services, transportation &
distribution of purchased and sold products, warehousing, outsourced activities, waste disposal,
overhead and administrative activities, retail, use & disposal of sold products, business travel,
employee commuting, etc.

Refer to Table 1 below for a list of the 16 categories of scope 3 emissions.
4.1 Introduction to Upstream and Downstream Emissions

This standard divides scope 3 emissions into upstream and downstream categories to help companies
better understand their scope 3 emissions, to avoid double counting between companies in a supply
chain, and to make reported GHG data most useful to stakeholders. The distinction between the two
categories is based on the financial transactions of the company. Upstream emissions are those related
to purchased goods and services. Downstream emissions are related to sold goods and services.

e Upstream emissions are the emissions that occur in the life cycle of inputs (i.e., purchased or
acquired %oods, services, materials, and fuels), up to the point of receipt by the reporting
company.

e Downstream emissions are the emissions that occur in the life cycle of outputs (i.e., sold goods
and services) subsequent to sale by the reporting company.

e Other scope 3 emissions are limited to employee activities such as commuting, which are neither
purchased nor sold.

3 Companies should strive for completeness in mapping the value chain, but it is acknowledged that a 100%
complete process map and/or list of sources, suppliers, customers, etc. may not be feasible.
* Because supply chains are dynamicanda c ompany 6 s s wtpnpets caa changeafreqlientty throughout
the reporting year, the list of suppliers and customers may represent a fixed point in time such as December 31 of the
reporting year or a representative average over the course of the reporting year.

Upstream activities include external services used for the reporting company® production, e.g. disposal of waste
generated in own operations, third party transportation and distribution, etc.

_j\/\/ The Greenhouse Gas Protocol Initiative 10
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Figure 4.1: Overview of Upstream and Downstream Emissions
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Figure 4.2: Overview of Emissions Across the Value Chain
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