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Introduction for the English version

This Scope 2 Emissions Disclosure Guidance ~For Companies in Japan and their
Stakeholders~ (English Version) is prepared for Japanese company’ s stakeholders
outside Japan.

At the end of each chapter, Japanese translation is attached. The stakeholders abroad
may refer to the Japanese version in the discussion with Japanese company.
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Chapter 1 Introduction

Greenhouse Gas (GHG) Scope 2 Study Group (hereinafter referred to as the “Study Group”)
is a private study group conducting research and study on the scope 2 emissions disclosure
system of business enterprises. The Japanese translation of the Scope 2 Guidance of GHG
Protocol prepared by the Study Group is now on the website of GHG Protocol. This Scope
2 Emissions Disclosure Guidance ~For Companies in Japan and their Stakeholders~
(hereinafter referred to as “Disclosure Guidance”) is prepared in the course of research and
study activities of the Study Group. Chapter 1 describes the background and purpose of
creating this Guidance.

1. 1. Background and purpose of this Disclosure Guidance

Many Japanese companies are publicly reporting their greenhouse gas
emissions as part of their non-financial information. Many companies are also
disclosing their emissions by categorizing them into scope 1, 2 and 3. For the
scope 2 emissions (indirect emissions associated with use of electricity etc.,)
which is the scope of this Disclosure Guidance, neither compulsory rule for
accounting and disclosure nor the de facto standard to be followed is established
in Japan*'. Therefore, each company calculates and discloses emissions by a
method arbitrarily selected by each company.

Especially, the accounting and disclosure of scope 2 emissions are conducted in various
forms as mentioned below:

1)  While some companies disclose single scope 2 emissions (single reporting), other
companies disclose both of the location-based method total and market-based
method total (dual reporting).

2) The type of the emission factor used for calculating scope 2 emissions differs from a
company to a company. (see Table 1. 1)

3) While some companies clearly disclose a type of the emission factor used for
calculating the emissions, others do not disclose the type of emission factor at all or
only make a vague disclosure of type of emission factor.

Table 1. 1. Reporting Form of Companies and Types of Electricity Emission Factor used
(based on the research conducted by the Study Group in 2020)

Reporting form Example of types of electricity emission factor used
Single reporting - Basic Emission Factor (previous actual emission
factor)
- Adjusted Emission Factor




- Emission factor of electricity transmission and

distribution utility
- CO2 emission factor published by the Electric Power

Council for a Low Carbon Society (ELCS)
- Emission factor provided by the Federation of Electric

Power Companies of Japan (FEPC)

- National electricity emission factors published by IEA

- Thermal power average emission factor

Dual reporting Location-based - National Average Emission Factor

emissions - National electricity emission factors published by IEA

- CO2 emission factor designated by Japan Federation of
Construction Contractors (NIKKENREN)

Market-based - Basic Emission Factor (previous actual emission factor)

emissions - Adjusted Emission Factor

- Market-based emission factor in conformance with

Scope 2 Guidance

While at the same time, stakeholders of a company are having high interest in company’s
attitude and activities for reducing GHG emissions. However, the disclosed emissions may
not correctly reflect company’s attitude and activities for reducing emissions due to existence
of various accounting methods. Furthermore, there may be cases in which company’s
calculation method is not clear due to lack of disclosure of calculation method. For these
reasons, the company may be mistakenly rated negative for reducing GHG emissions and
also stakeholders may have doubt against the company’s attitude.

*1 : Internationally, the GHG Protocol standard is becoming the de facto standard. (see
“the Guidance for Encouraging Japanese Companies to Address International
Initiatives on Climate Change Formulated” published Ministry of Economy, Trade and
Industry and Ministry of the Environment.)

1. 2. Purpose of this Disclosure Guidance

This Disclosure Guidance is prepared for following purposes under the companies’ situation
as mentioned in section 1. 1. above.

® To provide a guidance about which method a company should use in accounting and
disclosing scope 2 emissions in order to receive a fair evaluation.

® To be used as reference information for stakeholders to evaluate the scope 2
emissions disclosed by companies and to help stakeholders in evaluating the disclosed
data.



For above purposes, this Disclosure Guidance describes the followings in and after Chapter
5.

1. In case of dual reporting, which type of emission factor is preferable to be used for
calculating each of location-based method total and market-based method total?

2. And, which type of emission factor is preferable to be used in case of a single
reporting? Which is preferable between a single reporting and dual reporting in
companies’ disclosure of scope 2 emissions?

3. How will it affect the evaluation of the company by its stakeholders, depend upon (1)
type of emission factor used for the calculation, (2) clarity in disclosing the type of the
emission factor?

Before discussing above points, basic matters in disclosing scope 2 emissions are
described in Chapters 2 to 4.
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Chapter 2 Scope 2 emissions

This chapter describes the definition of scope 2 emissions.

2. 1. Definition of Scope 2 emissions

® |n case companies disclose their emissions categorizing them into scope 1, 2 and 3, itis
considered that the definition in the Corporate Standard of GHG Protocol is applied, even
if it is not specifically mentioned. The scopes are defined in easy-to-understand
expression in the Scope 2 Guidance, which is prepared as an amendment of the
Corporate Standard.

® Therefore, in case of a company reporting scope 2 emissions, such emissions will be
considered as scope 2 emissions as defined in the Corporate Standard and the Scope
2 Guidance.

® Scope 2 emissions is defined as the “indirect emissions from the generation of purchased
or acquired electricity, steam, heat or cooling consumed by the reporting company” in
the Scope 2 Guidance. Therefore, substantial scope 2 emissions are emissions from
generation of electricity which the company purchases and consumes.

°

Corporate Standard Scope 2 Guidance

Scope 1 Scope 1 inventory: Scope 1 emissions:
A reporting organization’s direct GHG Emissions from operations that are owned
emissions or controlled by the reporting company.

Scope 2 Scope 2 inventory: Scope 2 emissions:
A reporting organization’s emissions Indirect emissions from the generation of
associated with the generation of purchased or acquired electricity, steam,
electricity, heating/ cooling, or steam heat or cooling consumed by the reporting
purchased for own consumption. company.

Scope 3 Scope 3 inventory: Scope 3 emissions:
A reporting organization’s indirect All indirect emissions (not included in
emissions other than those covered in scope 2) that occur in the value chain of
scope 2. the reporting company, including both

upstream and downstream emissions.

(Glossary, Corporate Standard) (Glossary, Scope 2 Guidance)
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Chapter 3  Dual reporting

Some companies disclose their scope 2 emissions calculating them in the location-based
method and market-based method. This chapter describes definitions of total scope 2

emissions for location-based method (location-based emissions) and total scope 2 emissions

for market-based method (market-based emissions).

3.1. The location-based emissions and market-based emissions

® In case of the companies disclosing their scope 2 emissions both in the location-based
method and market-based method, the location-based emissions and market-based
emissions will be based on the definitions of the Scope 2 Guidance.

® The concept of dual reporting of the location-based emissions and market-based
emissions is introduced newly in the Scope 2 Guidance.

3.1.1. Location-based method

The location-based method is defined as “a method to quantify scope 2 GHG emissions
based on average energy generation emission factors for defined locations, including local,
subnational, or national boundaries”. Therefore, it is mainly a method to calculate scope 2
emissions for electricity procured using a grid average emission factor.

Scope 2 Guidance

Location-based method for scope 2 accounting:

A method to quantify scope 2 GHG emissions based on average energy generation emission factors
for defined locations, including local, subnational, or national boundaries.

(Glossary, Scope 2 Guidance)

3.1. 2. Market-based method

® The Scope 2 Guidance defines market-based method as “a method to quantify scope 2
GHG emissions based on GHG emissions emitted by the generators from which the
reporter contractually purchases electricity bundled with instruments, or unbundled
instruments on their own”. The emission factor of Electricity Retailer is one form of the
instruments (contractual instruments) under the Scope 2 Guidance.

® In other words, this method is one for a company to calculate emissions using the
emission factors of Electricity Retailers and instruments.

10



® Therefore, market-based method is one in which companies calculate emissions based
on the emission factors of electricity or instruments which companies have chosen and
acquired at their own responsibility and expense in the market in which companies may
freely choose and acquire electricity of different emission factors and instruments.

Scope 2 Guidance
Market-based method for scope 2 accounting:
A method to quantify scope 2 GHG emissions based on GHG emissions emitted by the generators from
which the reporter contractually purchases electricity bundled with instruments, or unbundled
instruments on their own.
(Glossary, Scope 2 Guidance)

Scope 2 Guidance
Contractual instrument:
Any type of contract between two parties for the sale and purchase of energy bundled with attributes
about the energy generation, or for unbundled attribute claims. Markets differ as to what contractual
instruments are commonly available or used by companies to purchase energy or claim specific
attributes about it, but they can include energy attribute certificates (RECs, GOs, etc.), direct contracts
(for both low-carbon, renewable or fossil fuel generation), supplier-specific emission rates, and other
default emission factors representing the untracked or unclaimed energy and emissions (termed the
residual mix) if a company does not have other contractual information that meet the Scope 2 Quality
Criteria.
(Glossary, Scope 2 Guidance)

3.2. The case of the dual reporting being required under Scope 2
Guidance

Under the Scope 2 Guidance, the companies with any operations in markets providing
product or supplier-specific data in the form of contractual instruments are required to
account and report scope 2 emissions in two ways of the location-based method and market-
based method. In other words, in case of company conducting their business in the market
in which companies may choose and acquire electricity of different emission factor and
instrument at their own responsibility and expense, companies are required to report market-
based emissions in addition to location-based emissions.

In Japan, the government is publishing the Basic Emission Factor and the Adjusted Emission
Factor (including emission factor for electricity product) of each electricity utility under the
Act on Promotion of Global Warming Countermeasures (hereinafter referred to as the
“Warming Countermeasures Act”). These emission factors are published for the Specified
Emitters (company etc. emitting greenhouse gases of the amount more than certain level) to
use it for calculating emissions to be reported to the Japanese Government. Companies
may use those emission factor for calculating scope 2 emissions for the purpose of non-
financial information.

11



Therefore, since Japan is a market in which companies may choose and acquire instruments
and electricity of different emission factors, they need to make a dual reporting in order to
calculate and report its emissions in line with the Scope 2 Guidance. Furthermore,
companies not necessarily strictly complying the Scope 2 Guidance are making dual
reporting based on similar understanding.

Scope 2 Guidance
For companies with any operations in markets providing product or supplier-specific data in the form of
contractual instruments (Markets are increasingly developing and refining purchasing options, and the
list is not exhaustive. Currently this includes the EU Economic Area, the U.S., Australia, most Latin
American countries, Japan, and India, among others.)
Companies shall account and report scope 2 emissions in two ways and label each result

according to the method: one based on the location-based method, and one based on the market-
based method.
(7. 1., Scope 2 Guidance)

3. 3. Importance of calculating and disclosing both of location-based
emissions and market-based emissions

It is mentioned in section 4. 3 “The decision-making value of each method’s results” of the
Scope 2 Guidance, how useful each of the location-based method and market-based method
is in decision making of the companies. The advantages of dual reporting are also
mentioned in section 7. 4 “Dual reporting” of the Scope 2 Guidance.

For example, the two emissions of dual reporting will typically show followings to companies
and their stakeholders.

® Since the location-based emissions are calculated based on the average emission factor
of the grid, emission factors of electricity are all the same, and the emissions will be only
directly proportional to the used electricity quantity regardless of which Electricity
Retailer electricity is procured from.

® On the other hand, market-based emissions will be calculated based on emission factors
of electricity and instruments chosen and acquired by companies at their responsibility
and expense. Therefore, since market-based emissions may change depending on
the emission factor of electricity and instrument procured by company, if a company
would procure electricity with low emission factor actively, market-based emissions will
decrease.

® It is generally assumed that electricity with low emission factor will be more expensive
than electricity with high emission factor. If a ratio of market-based emissions to the
location-based emission is higher than one, it is evaluated that the company is reluctant
to procure low-carbon electricity and is procuring low-cost high carbon electricity. In
contrast, if a ratio of market-based emissions to the location-based emissions is less
than one, it will be evaluated that the smaller such ratio is, the more actively the company
procures a low-carbon electricity with additional cost.

12



Scope 2 Guidance

The markets for energy purchasing -as well as markets for energy attribute certificates- may be difficult
to explain to stakeholders unfamiliar with attribute tracking, labeling, or claims systems. Reporting
scope 2 according to both calculation methods can help describe the different dimensions of the grid
more clearly. With the location-based method, consumers can represent that they are served by all the
energy resources deployed on their regional grid. By contrast, a company’s energy supply choices are
shown in the market-based method total. This reflects the market for energy attribute claims which
enables a choice of specific resources, and allocates emission attributes based on a company’s
contractual relationships, or what a company is paying for. Reporting both methods’ results provides
important information for assessing corporate performance.

(2.5 Enhance stakeholder information and corporate reputation through transparent public reporting,
Scope 2 Guidance)
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Chapter 4 Overview of each emission factor

4.1. Overview of emission factors

Since the scope 2 emissions of a company will be generally calculated by multiplying the
electricity quantity used by the company by the emission factors of electricity, the emissions
calculated will have different meanings depending on type of emission factor used for the
calculation.  Therefore, the type of the electricity emission factor to be chosen and used
for calculating the emissions is of enormous importance. The types of emission factor
commonly used by companies in Japan are outlined below:

4. 1. 1. The emission factor calculated based on the Warming Countermeasures
Act

In Japan, the Specified Emitters (company etc. emitting greenhouse gases of the amount
more than certain level) are required to report their carbon dioxide equivalent GHG emissions
(the Basic Emissions) and adjusted GHG emissions (the Adjusted Emissions) to the
Japanese Government under the Warming Countermeasures Act. Those emissions will
include the indirect emissions from the generation of used electricity acquired from third
parties.

The Basic Emission Factor and the Adjusted Emission Factor of Electricity Retailers are
necessary for the Specified Emitters to calculate those indirect emissions. For calculating
and publishing those emission factors, the notification of “About the Calculation and Publish
of the Basic Emission Factors and the Adjusted Emission Factors for each Electricity Ultility”
(hereinafter referred to as the “Emission Factor Calculation Notification”) is issued by Ministry
of the Environment and Ministry of Economy, Trade and Industry. In the Emission Factor
Calculation Notification, Electricity Retailers are required to calculate the Basic Emission
Factor and the Adjusted Emission Factor and to report them to the Government, and then,
the Government will publish them. In the Emission Factor Calculation Notification,
calculation methods of the Basic Emission Factor and the Adjusted Emission Factor are
stipulated in detail.

In addition, the emission factor to be used for calculating scope 2 emissions as non-financial
information may be chosen by a company at its discretion. Therefore, companies other
than the Specified Emitters may use emission factors of the Warming Countermeasures Act
for the non-financial information. Furthermore, a company of the Specified Emitter need
not to use emission factors of the Warming Countermeasures Act for the purpose of the non-
financial information.
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Table 4.1 describes summary of calculation method of each emission factor under the
Warming Countermeasures Act. Thereafter, summary of their characteristics will be
described.

Table 4. 1. Summary of Calculation Method of each Emission Factor under the Warming
Countermeasures Act

Summary of Emission Factor of Electricity Utilities and their Calculation Method

(1) Basic Emission Factor = Basic CO? Emissions (CO? emissions at electricity generation)(t-CO2)
Electricity Sales(kWh)

(2) Adjusted Emission Factor= {Basic CO? Emissions+(Procured FIT Electricity*'xNational
Average Emission Factor) + (Procured Non-FIT Non - Fossil Electric
Energy x National Average Emission Factor) - (Residual Non-Fossil
Electricity Allocations*?2 x National Average Emission Factor) - (Non-Fossil
Certificate Electric Energy x National Average Emission Factor) - Domestic
Certified Emission Reductions*3 - Overseas Certified Emission
Reductions*4} + Electricity Sales

*1 Purchased FIT Electricity: Electric Energy which Electricity Utility purchases at fixed price based on the
FIT system and for which Electricity Utility receives subsidy (purchased cost — avoidable cost).

*2 Residual Non-Fossil Electricity Allocations: When FIT Non-Fossil Certificate remains unsold in the
auction, such Electricity corresponding to unsold FIT Non-Fossil Certificate (Residual Non-Fossil
Electricity) as allocated to each Electricity Utility at a ratio of electricity sales

*3 Domestic Certified Emission Reductions: Offset Credit System, J-Credit System, Emission certified by
such system as Green Energy CO? Reductions Equivalent Certifying System

*4  Overseas Certified Emission Reductions: Greenhouse Gas Emission certified based on the Joint
Crediting Mechanism

(3) National Average Emission Factor=one calculated as a weighted average (total CO2 emissions
+ total electricity sales) based on the information described in the Electricity Utility’s providing
documents about emission factor published previous fiscal year

(1) Basic Emission Factor

The Basic Emission Factor will be calculated by dividing the quantity of CO? emitted from
generation of electricity retailed by Electricity Retailers (Basic CO? Emissions) by
quantity of electricity retailed by such Electricity Retailers. Therefore, the Basic
Emission Factor is an emission factor calculated based on the emissions which is not
adjusted by energy attribute certificates such as the Non-Fossil Certificate. Since the
Basic Emission Factor is one for entire electricity supplied by an Electricity Retailer, there
is no Basic Emission Factor for the differentiated electricity products of Electricity Retailer,
even if such Electricity Retailer offers the differentiate electricity product. In year 2017,
previous name of the Actual Emission Factor was changed to the Basic Emission Factor
due to amendment of Emission Factor Calculation Notification, and thereafter name of
the Basic Emission Factor has been used.
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(2)

In addition, since the Basic Emission Factor does not consider energy attribute
certificates, and does not satisfy quality criteria of the contractual instruments, the
Basic Emission Factor is not eligible for emission factor of market-based method of the
Scope 2 Guidance.

Emission Factor Calculation Notification (Unofficial Translation by the Study Group)
(1) Calculation Method of the Basic Emission Factor
The Basic Emission Factor will be calculated by dividing the quantity of CO? (t-CO?) emitted from
combustion of fuels stipulated in the Appended Table 1 of the Ministerial Ordinance of Accounting
for generation of electricity supplied (retailed) by the Electricity Utility (hereinafter referred to as
the “Basic CO2 Emissions”) by quantity of electricity (kWh) supplied (retailed) by such Electricity
Utility (hereinafter referred to as the “Electricity Sales Quantity”).
(1. (1), Emission Factor Calculation Notification)

Adjusted Emission Factor

The Adjusted Emission Factor is an emission factor calculated based on the
Adjusted CO2 Emissions which is calculated by making an adjustment of energy
attribute certificates such as a Non-Fossil Certificate and an offset credit (domestic
and between two countries) procured by Electricity Retailer to the Basic CO?
Emissions, based on which the Basic Emission Factor is calculated. The emission
factor for electricity product is one kind of the Adjusted Emission Factor. Since an
offset credit may be used in calculating the Adjusted Emission Factor, for example,
Electricity Retailer may reduce the Adjusted Emission Factor by procuring the foreign
offset credit and using it for calculating the Adjusted Emission Factor.

Besides, the avoided emissions (offset-credit) should not be considered in calculation of
an emission factor of the Scope 2 Guidance. Furthermore, a calculation method of
emissions by using an energy attribute certificate in calculation of the Adjusted Emission
Factor is different from one of the Scope 2 Guidance. Therefore, the Adjusted Emission
Factor is not eligible for an emission factor of market-based method of the Scope 2
Guidance. For details, see “the Guidance for Encouraging Japanese Companies to
Address International Initiatives on Climate Change Formulated” published by Ministry
of Economy, Trade and Industry and Ministry of the Environment.

For the Non-FIT Non-Fossil Electricity (non-fossil electricity of nuclear power,
hydropower not based on the FIT system) as well as the FIT Non-Fossil Electricity, the
Non-Fossil Certificates will be generally issued and an attribute of electricity and physical
electricity will be separated. Therefore, since an adjustment of the Non-Fossil
Certificate will be substantial in calculating the Adjusted Emission Factor, the Adjusted
Emission Factor will be largely different from the Basic Emission Factor in numerical
value.

In Japan, while some Electricity Retailers offer their standard product only, other
Electricity Retailers offer several differentiated electricity products such as a zero or low
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3)

carbon product and a renewal energy product in addition to their standard product. In
case that Electricity Retailers offer several differentiated electricity products in addition
to its standard product, the Adjusted Emission Factor will be calculated for each and
every electricity product.

Emission Factor Calculation Notification (Unofficial Translation by the Study Group)
The Adjusted Emission Factor shall be calculated by dividing the emissions (hereinafter called the
“Adjusted CO? Emissions), which will be calculated by deducting the quantity of ones mentioned in
Exhibit 6 (----) of the emissions-adjusted and invalidated (----) Domestic Certified Emission

Reductions and Overseas Certified Emission Reductions and Greenhouse Gas quantity
corresponding to the non-fossil source electricity from a quantity of adjusting CO? emissions which
will be calculated by adjusting the Basic CO? Emissions with CO? emissions (----) calculated by
multiplying electricity quantity (----) calculated by adding the procured electricity from non-fossil
sources with completed governmental facility registration (----) to the corresponding procured
electricity bearing of FIT’s cost under the Feed-in Tariff system of renewable energy (----) by the
National Average Emission Factor to be published by Ministry of Economy, Trade and Industry
and Ministry of the Environment every fiscal year, by the Electricity Sales Quantity of the
Electricity Utility.

In addition, in case that it is desired to publish some emission factors for each electricity product in
the menu of Electricity Utility (----), the Basic CO? Emissions for each Product will be calculated by
allocating the Basic CO? Emissions and the Electricity Sales Quantity for each Product, and then,
the Emission Factor for Product will be calculated by dividing the Adjusted CO? Emissions for
Product (----), which will be calculated for each Product by deducting the adjusted and invalidated
Domestic and Overseas Certified Emission Reductions etc. from the emissions which will be
calculated by adding the emissions adjusted corresponding to the purchasing electricity under FIT
and the procured electricity form Non-FIT Non-Fossil Electricity (----) to the same Basic CO?
Emissions for Product, by the Electricity Sales Quantity for Each Product.

(1. (5) Emission Factor Calculation Notification)

National Average Emission Factor

The National Average Emission Factor will be calculated by a weighted-average (total
CO? emissions =+ total electricity sales quantity) based on the information mentioned in
the submitted documents relating to the emission factor published in the previous fiscal
year. The National Average Emission Factor will be published by the Ministry of
Economy, Trade and Industry and the Ministry of Environment every fiscal year.

Th National Average Emission Factor is eligible for an emission factor of market-based
method of the Scope 2 Guidance. (see: “the Guidance for Encouraging Japanese
Companies to Address International Initiatives on Climate Change Formulated”
published Ministry of Economy, Trade and Industry and Ministry of the Environment.)

Emission Factor Calculation Notification (Unofficial Translation by the Study Group)
(Note 1)
For the National Average Emission Factor to be used for calculating the FIT Purchase Adjusted CO? Emissions,
the numeric value published by Ministry of Economy, Trade and Industry and the Ministry of Environment every
fiscal year will be used. And, the said numeric value will be calculated by weighted-average (Total CO?
Emissions + Total Electricity Sales Quantity) based on the information mentioned in the submitted documents
relating to the emission factor published in the previous fiscal year.
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| (Exhibit 8, Emission Factor Calculation Notification) |

4. 1. 1. The emission factors not based on the Warming Countermeasures Act

(1) Market-based Emission Factor in conformance with the Scope 2 Guidance
Market-based emission factor in conformance with the Scope 2 Guidance (hereinafter
referred to as “S2G market-based emission factor”) is an emission factor calculated by
Electricity Retailers based on the method in conformance with the Scope 2 Guidance
separately from the Basic Emission Factor and the Adjusted Emission Factor of the
Warming Countermeasures Act. For S2G market-based emission factor, there may be
one for whole electricity of Electricity Retailer and ones for the electricity products of
Electricity Retailer.

Market-based method is a method in which the emissions will be calculated using an
emission factor of electricity from Electricity Retailers and contractual instruments.
Therefore, in case that Electricity Retailers calculate S2G market-based emission factor,
it should be calculated based on emission factors of electricity and contractual
instruments procured by Electricity Retailers.

Under the Scope 2 Guidance, the off-set credit (the avoided emissions) should not be
considered in calculating emissions. Therefore, in calculation of S2G market-based
Emission Factor, the off-set credit (the avoided emission) should not be considered.
This is different from the Adjusted Emission Factor. For more details of differences
about calculation methods between the Adjusted Emission Factor and S2G market-
based emission factor, see the Appendix D of the “the Guidance for Encouraging
Japanese Companies to Address International Initiatives on Climate Change Formulated”
published Ministry of Economy, Trade and Industry and Ministry of the Environment.

In Japan, while some Electricity Retailers offer their standard product only, other
Electricity Retailers offer several differentiated electricity products such as a zero or low
carbon product and a renewal energy product in addition to their standard product. In
case that Electricity Retailer offers several differentiated electricity products in addition
to its standard product and when Electricity Retailer calculates S2G market-based
emission factor, S2G market-based emission factor will be calculated for each of
electricity products.

Some Electricity Retailers have calculated S2G market-based emission factor.
However, most of Electricity Retailers have not calculated S2G market-based emission
factor yet. Therefore, if an Electricity Retailer has not calculated S2G market-based
emission factor, companies must individually request Electricity Retailer to calculate the
factor and obtain it.

In addition, the Study Group have prepared and published in their website
(https://www.slsvcesin.com/) a guidance for Electricity Retailer to calculate S2G market-
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based emission factor (S2G Electricity Emission Factor Guidance (Trial Draft) ~For
Electricity Retailers in Japan~).

Scope 2 Guidance

All contractual instruments used in the market-based method for scope 2 accounting shall:

(1. )

In addition, utility-specific emission factors shall:

6. Be calculated based on delivered electricity, incorporating certificates sourced and retired on
behalf of its customers. Electricity from renewable facilities for which the attributes have been sold
off (via contracts or certificates) shall be characterized as having the GHG attributes of the residual
mix in the utility or supplier-specific emission factor.

(Table 7. 1. Scope 2 Guidance)

Scope 2 Guidance

This guidance does not support an “avoided emissions” approach for scope 2 accounting due to
several important distinctions between corporate accounting and project-level accounting.
However, companies can report avoided grid emissions from energy generation projects separately
from the scopes using a project-level accounting methodology.

(4. 2, Scope 2 Guidance)

Scope 2 Guidance

Avoided emissions:

An assessment of emissions reduced or avoided compared to a reference case or baseline
scenario.
(Glossary, Scope 2 Guidance)

Scope 2 Guidance
Offset credit:
Offset credits (also called offsets, or verified emission reductions) represent the reduction,
removal, or avoidance of GHG emissions from a specific project that is used to compensate for
GHG emissions occurring elsewhere, for example to meet a voluntary or mandatory GHG target or
cap. Offsets are calculated relative to a baseline that represents a hypothetical scenario for what
emissions would have been in the absence of the mitigation project that generates the offsets. To
avoid double counting, the reduction giving rise to the offset must occur at sources or sinks not
included in the target or cap for which it is used.
(Glossary. Scope 2 Guidance)

(2) National electricity emission factors published by IEA

IEA’s national electricity emission factors (CO? emission factors from electricity only
generation (CHP electricity included) for world countries (in CO? per kWh) can be
purchased from IEA. In this data, the numerical value of the emission factor is described
with a delay of about 2 years.

(3) CO? emission factor (value after adjustment) published by the Electric Power
Council for a Low Carbon Society (ELCS) every fiscal year
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CO? emission factor (value after adjustment) of ELCS is a CO? emission factor for entire
ELCS members of electricity utilities and also the Adjusted Emission Factor of entire
members. The expression of the Basic Emission Factor (the Actual Emission Factor)
means the Basic Emission Factor (the Actual Emission Factor) of the entire ELCS
members.

(4) Emission Factor provided by the Federation of Electric Power Companies of
Japan (FEPC)
The Pre-Adjustment Emission Factor (the Actual Emission Factor) and the Adjusted
Emission Factor of the Federation of Electric Power Companies of Japan (FEPC) have
been published for emissions until fiscal year 2014, but have not been published after
that. Since then, the Electric Power Council for a Low Carbon Society (ELCS) is
announcing its emission factors being helped by FEPC as secretariat.
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Chapter 5 Preferable emission factor in dual reporting

Many of companies making the dual reporting are calculating their location-based emissions
and market-based emissions using arbitrary emission factors in Japan. Sections 5. 1 and
5. 2 describe the preferable types of emission factor for the location-based emissions and
market-based emissions in case that companies make a dual reporting using arbitrary
emission factor. Section 5. 3 describes the emission factor for when companies calculate
their emissions strictly in conformance with the Scope 2 Guidance for a non-financial
information disclosure due to companies’ participation in the international initiatives.
Chapter 6 describes the preferable emission factor in the single reporting.

5.1. Preferable Emission Factor for calculating the Location-based
Emissions

For the case that companies make the dual reporting using arbitrary emission factor, the
preferable electricity emission factor to be used by companies for calculating the location-
based emissions will be mentioned each for emissions in Japan and emissions outside
Japan.

5.1.1. Emissions in Japan

For calculation of the location-based emissions, companies should choose emission factor
in the order mentioned below.

1. “National Average Emission Factor” to be published under the Warming
Countermeasures Act
2. National electricity emission factor published by IEA

Even when companies calculate emissions using their arbitrary emission factors, it is
required to use emission factor corresponding basic concept of the location-based method.
In the Scope 2 Guidance, the location-based emission factor is stipulated as “average energy
generation emission factors for defined locations, including local, subnational, or national
boundaries”. Therefore, “National Average Emission Factor” published under the Warming
Countermeasures Act should be used forit. The National Average Emission Factor will be
eligible for the location-based emission factor in conformance with the Scope 2 Guidance.
(see: “the Guidance for Encouraging Japanese Companies to Address International
Initiatives on Climate Change Formulated” published Ministry of Economy, Trade and
Industry and Ministry of the Environment.)

277



5.1. 2. Emissions outside Japan

The company having business base outside Japan should choose the emission factors for
calculating the location-based emissions in the following order:

1. Grid average emission factor or average emission factor for whole country.

2. National electricity emission factors published by IEA

5. 2. Preferable Emission Factor for Market-based Method

The preferable electricity emission factors to be used by companies for calculating market-
based emissions will be mentioned each for emissions in Japan and emissions outside
Japan.

5. 2. 1. Emissions in Japan

The company should choose the emission factor for calculating market-based emissions in
the following order:

1. Market-based emission factor in conformance with the Scope 2 Guidance (S2G
market-based emission factor)
2. The Adjusted Emission Factor

(1) The reasons why the Basic Emission Factor should not be used in a
market-based method.

The Basic Emission Factor will be calculated by dividing the quantity of CO? (t-CO?) emitted
associated with the generation of electricity procured by Electricity Retailer by quantity of
retailed electricity. The basic concept of market-based method is that companies calculate
their emissions based on emission factors of electricity or contractual instrument procured
by companies at their own responsibility and expense, in the market where multiple electricity
supplies with different emission factors and contractual instruments are available.
Therefore, Electricity Retailers are required to calculate emissions using emission factors of
electricity and contractual instruments procured at their own responsibility and expense and
then calculate emission factor based on those emissions. However, since contractual
instrument cannot be used in calculating the Basic Emission Factor, use of the Basic
Emission Factor is not appropriate in the market-based method.
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For example, when Electricity Retailers are offering electricity of emission factor-zero as
product, Electricity Retailers will compose electricity of the Adjusted Emission Factor-zero or
S2G market-based emission factor-zero, using the contractual instruments such as Non-
Fossil Certificate. The price of emission factor-zero electricity will be higher than usual
electricity. Therefore, companies are required to bear an additional burden in order to
reduce market-based emissions. In this way, the emissions based on the Adjusted
Emission Factor or S2G market-based emission factor will clearly reflect the responsibility
and burden of companies about choosing and procuring electricity. However, the Basic
Emission Factor will not reflect them.

(2) The reason why the Adjusted Emission Factor is subordinated to S2G
market-based emission factor

Even when companies calculate their emissions using arbitrary emission factors,
companies should use emission factors as much as corresponding to the basic concept
of market-based method. Market-based method is a method to quantify scope 2
emissions based on emissions emitted by the generators from which the company
contractually purchases electricity bundled with instruments, or unbundled instruments
on their own. The offset credit (avoided emissions) is not included in the instrument
(contractual instrument).

In calculating the Adjusted Emission Factor, an offset credit (avoided emissions) may be
used. The avoided emissions are the assessment of emission volume reduced or avoided
compared to a reference case or baseline scenario. Therefore, in case of calculating
market-based emissions by using the Adjusted Emission Factor calculated by using the
avoided emissions, the so-calculated emissions will not match the definition of market-based
emissions of “a method to quantify scope 2 GHG emissions based on GHG emissions
emitted by the generators from which the reporter contractually purchases electricity bundled
with instruments, or unbundled instruments on their own”.

As a result, if stakeholders, especially those abroad, cannot compare the emissions of the
company on the same basis with other companies overseas, the reputation of the company
may be affected.

Therefore, the companies should not use the Adjusted Emission Factor, but should use S2G
market-based emission factor, if it is available, for calculating market-based emissions.

5. 2. 2. Emissions outside Japan

The company having business base outside Japan should choose the emission factors for
calculating market-based emissions in the following order:

1. S2G market-based emission factor of the electricity utility from which an electricity is
procured.
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2. In case that S2G market-based emission factor of an electricity utility is not available,
the location-based emission factor will be used for calculation of market-based
emissions.

5. 3. Emission Factor for the case of making dual reporting strictly in
conformance with the Scope 2 Guidance

When companies calculate and disclose their emissions strictly in conformance with the
Scope 2 Guidance for a non-financial information disclosure due to companies’
participation in the international initiatives, companies are required to calculate both of the
location-based emissions and market-based emissions, using the emission factors of
Electricity Retailers which satisfy the requirements of the Scope 2 Guidance.  Section 5.1
describes the emission factors for the case of the location-based emissions and market-
based emissions being calculated strictly in conformance with the Scope 2 Guidance. For
the calculation method of scope 2 emissions based on the Scope 2 Guidance, see the “the
Guidance for Encouraging Japanese Companies to Address International Initiatives on
Climate Change Formulated” published Ministry of Economy, Trade and Industry and
Ministry of the Environment.

5. 3. 1. Location-based Emissions

The emission factors usable for companies to calculate the location-based emissions are
as follows:

(1) Emissions in Japan:
National Average Emission Factor

(2) Emissions outside Japan:

1. Grid average emission factor or average emission factor for whole country.
2. National electricity emission factors published by IEA

5. 3. 2. Market-based Emissions

The emission factors usable for companies to calculate market-based emissions are as
follows:

(1) Emissions in Japan:
S2G market-base emission factor of electricity utilities of electricity procured.

(2) Emissions outside Japan:
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1. S2G market-base emission factor of electricity utilities of electricity procured.

2. In case that S2G market-based emission factor of an electricity utility is not
available, the location-based emission factor can be used for calculation of
market-based emissions.
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Chapter 6 Preferable emission factor in single reporting

Companies making a single reporting in Japan are calculating the emissions with various
emission factors chosen arbitrarily. Preferable emission factors for calculation and
disclosure of a single scope 2 emissions are separately described for emission in Japan and
abroad.

6. 1. Emissions in Japan

In case of reporting a single scope 2 emissions, the company should choose the emission
factor for calculating the scope 2 emissions in the following order. This order is the same
as the order of emission factors in calculating market-based emissions.

1. market-based emission factor in conformance with the Scope 2 Guidance (S2G
market-based emission factor)
2. The Adjusted Emission Factor

6. 2. Emissions outside Japan

1. S2G market-based emission factor of the electricity utility from which an electricity
is procured.

2. In case that S2G market-based emission factor may not be procured from
electricity utility, the location-based emission factor can be used for calculation of
market-based emissions.

6. 3. The reason why an emission factor for calculation of market-based
emissions is used

The basic concept of market-based method is that companies calculate emissions based on
emission factors of electricity or contractual instruments procured by companies at
responsibility and expenses in the market of different emission factor of electricity and
contractual instrument being available. Therefore, Electricity Retailers are also required to
calculate emissions using emission factors of electricity and contractual instruments
procured by Electricity Retailers at their responsibility and expenses and then calculate
emission factor based on those emissions.

The emission factor to be used in calculating market-based emissions is emission factor
calculated by considering an energy attribute certificate such as the Non-Fossil Certificate.
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Regarding the emission factor to be used for market-based emissions, the following
situation may be assumed.

(1) Electricity Retailers may reduce emission factor of their retailing electricity by
procurement of the energy attribute certificate.

(2) Electricity Retailer's cost for procurement of the energy attribute certificate will be
reflected in the electricity price.

(3) Companies may procure low emission factor electricity paying additional costs to
reduce their market-based emissions.

Therefore, since market-based emissions will reflect the actual situation more clearly from a
point of cost and responsibility bearing of a company. For these reasons, in case of single
reporting of scope 2 emissions, companies should disclose market-based emissions.
Neither the emissions calculated based on the Basic Emission Factor nor location-based
emissions calculated based on an average emission factor will reflect the actual situation
from a point of cost and responsibility bearing of a company.
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Chapter 7 Which should a company choose between single
reporting or dual reporting?

When companies in Japan calculate and report the emissions strictly in accordance with the
GHG Protocaol, i.e., the Scope 2 Guidance, they shall make a dual reporting (for more details,
see section 3. 2 above). Even if Japanese companies do not necessarily strictly comply
with the GHG Protocol, they are able to clearly demonstrate their effort for reducing the
emissions by procurement of the low emission factor electricity by disclosing both location-
based emissions and market-based emissions. Especially, companies seeking high
reputation among investors, financial institutions and business partners etc., can strongly
demonstrate their GHG reducing activities by showing the numerical information that market-
based emissions are much lower than the location-based emissions. Companies may also
demonstrate their continuing and enhancing GHG reducing efforts by showing that a ratio of
market-based emissions to the location-based emissions is less than the ratio of previous
years.

As mentioned above, in this Disclosure Guidance, in case of a single reporting, companies
should disclose emissions calculated by market-based emission factor. Since the location-
based emissions are calculated by multiplying the quantity of consumed electricity by an
average emission factor, calculation burden for it is not significant. Companies which are
now making a single reporting are recommended to make a dual reporting by calculating the
location-based emissions additionally.
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Chapter 8 Use of latest emission factor and disclosure of
information about emission factor

This Chapter 8 describes the use of latest emission factor and disclosure of information about
emission factor

8.1. Use of latest emission factor

Based on the research of the Study Group, some companies are publishing emissions
calculated by using an old emission factor not a latest emission factor.

If a company calculates its scope 2 emissions using the same old emission factor every year,
the emissions is only directly proportional to consumed electricity quantity. Therefore, a
company is required to calculate emissions using the latest emission factor.

Scope 2 Guidance
Companies should use the most appropriate, accurate, precise, and highest quality emission factors
available for each method.
(6.5, Scope 2 Guidance)

8. 2. Disclosure of types of emission factor and electricity consumption

Under the Scope 2 Guidance, it is stipulated that a company shall disclose a type of emission
factor used for calculating market-based emissions. Therefore, even if the company does
not necessarily observe the Scope 2 Guidance strictly, the company should disclose a type
of emission factor used for calculating market-based emissions. Since companies calculate
and disclose their emissions using various types of emission factor in Japan, it is much
important for the companies to clearly disclose a type of emission factor especially for their
emissions in Japan. In addition, a company should also disclose the electricity consumption.

Scope 2 Guidance
Methodology disclosure.
Companies shall disclose methods used for scope 2 accounting. For the market-based method, companies shall
disclose the category or categories of instruments from which the emission factors were derived, where possible
specifying the energy generation technologies.
(7. 1. Scope 2 Guidance)

Scope 2 Guidance

| Annual electricity consumption.
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Companies should report total electricity, steam, heat, and cooling per reporting period separately from
the scopes totals (in kWh, MWh, BTU, etc.), which should include all scope 2 activity data as well as
the quantity of energy consumed from owned/operated installations (which may be only reported in
scope 1 and not in scope 2.)

(7. 2. Scope 2 Guidance)
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Chapter 9 Typical method to reduce the market-based
emissions

Market-based emissions of a company will be generally calculated by multiplying the
electricity quantity used by the company by the emission factor of the electricity. Therefore,
the company may reduce its market-based emissions by reducing an electricity to be used
and/or by procuring an electricity with lower emission factor. The method of procuring an
electricity with lower emission factor will be described as follow.

As mentioned in Chapter 5, S2G market-based emission factor or the Adjusted Emission
factor should be used for accounting the market-based emissions. Therefore, itis important
for a company to procure electricity with zero or lower S2G market-based emission factor or
zero or lower Adjusted Emission Factor, as the case may be, for reducing its market-based
emissions.

In Japan, while some Electricity Retailers offer their standard product only, others offer
several differentiated electricity products such as a zero or low carbon product and a renewal
energy product in addition to their standard product. In case one Electricity Retailer offers
differentiated electricity of zero or low Adjusted Emission Factor, the differentiated electricity
products will be more expensive than a standard electricity product. When a company
intends to reduce its market-based emissions by purchasing a differentiated electricity, the
company need to bear an additional cost. The other hand, the standard electricity product
of an Electricity Retailer with lower Adjusted Emission Factor may be sometimes less
expensive than the standard electricity product with higher Adjusted Emission Factor. S2G
market-based emission factor is similar in those points. Therefore, a company can reduce
its market-based emissions by purchasing a differentiated electricity product and/or by
seeking out and purchasing a standard electricity product with a lower S2G market-based
emission factor or a lower Adjusted Emission Factor.
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Chapter 10 Possible stakeholders’ evaluation of a company

For scope 2 emissions, some companies disclose both the location-based emissions and
market-base emissions, and others disclose single scope 2 emissions. In addition, the
disclosure of an emission factor differs from a company to a company. The stakeholders’
valuation of a company may vary depending on the difference of disclosure such as a kind
of calculation methodology and types of emission factor. Firstly, the Table 10.1 outlines the
possible evaluation of a company by stakeholders. Elaboration will follow.

Table 10. 1. Evaluation of Stakeholders

‘ Disclosure Contents of a Company Stakehold
akeholders

‘ Possible Evaluation of

For market-based emissions, using market-based
emission factor in conformance with the Scope 2 Extremely High Evaluation
Guidance (S2G market-based emission factor).

For Japan, using the Adjusted Emission Factor in

o High Evaluation
market-based emissions.

For Japan, using the Basic Emission Factor in market-
based emissions.

Low Evaluation

For market-based emissions, insufficient disclosure of
type of emission factor such as “CO2 emission factor Low Evaluation
of each electric company”.

For market-based emissions, the types of emission

Dual . Low Evaluation
. factor are not disclosed.
Reporting
For location-based emissions in Japan, using the
National Average Emission Factor or IEA national High Evaluation
electricity emission factor.
For location-based emissions in Japan, using the
emission factors other than the National Average .
T . o o Low Evaluation
Emission Factor or IEA national electricity emission
factor.
Location-based emissions are more than market- If a company has special
based emissions. reason, it is required to
explain it. In case of no
explanation or no rational
reason, low evaluation.
Using market-based emission factor in conformance
Single with Scope 2 Guidance (S2G market-based emission Extremely High Evaluation
Reporting factor)

For Japan, using the Adjusted Emission Factor High Evaluation

For Japan, using emission factor other than S2G
Market-based emission factor or the Adjusted
Emission Factor (e.g., the Basic Emission Factor and
the Average Emission Factor)

Low Evaluation
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Typical evaluation about company of single reporting

Dual Reporting:  Extremely
(comparing it to a company of dual reporting)

High Evaluation
Single Reporting: Medium

Evaluation

Common Using old emission factor Low Evaluation

Items Not disclosing or unclearly disclosing a type of

. Low Evaluation
emission factor

10. 1. In case of making Dual Reporting (reporting both location-based
emissions and market-based emissions)

10. 1. 1. Disclosure of type of emission factor used for calculating market-based
emissions in Japan

(1) The case of disclosing that market-based emission factor in conformance with the
Scope 2 Guidance (S2G market-based emission factor) is used for the calculation.

A company will demonstrate clearly that the company calculates its scope 2 emissions
in accordance with the GHG Protocol, by disclosing the use of market-based emission
factor in conformance with the Scope 2 Guidance (S2G market-based emission factor).
The company may have high evaluation because of calculating scope 2 emissions in
accordance with the GHG Protocol. A company doing business globally may specially
have a high evaluation from stakeholders outside Japan because stakeholders outside
Japan are able to compare the emissions of the company with companies outside Japan
on same basis.

(2) The case of disclosing that the Adjusted Emission Factor is used for the calculation.

Electricity Retailers may use the avoided emissions (offset-credit) for calculating the
Adjusted Emission Factor. The avoided emissions will not be used for calculating an
emission factor in the Scope 2 Guidance of the GHG Protocol. Therefore,
stakeholders outside Japan may have a concern that the emissions calculated using
the Adjusted Emission Factor may be less than emissions calculated in accordance with
Scope 2 Guidance, which is most widely recognized as an international standard. It
may be also evaluated that the company’s disclosure is insufficient because the
emissions cannot be compared with companies outside Japan at same basis. This
point is of critical importance for Japanese companies doing business globally.

(3) The case of disclosing that the Basic Emission Factor is used for the calculation.
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(4)

()

The Basic Emission Factor will not reflect the choice and procurement of electricity
made by a company at its responsibility and expense. The Basic Emission Factor
does not reflect the energy attribute certificate such as Non-Fossil Certificate procured
by Electricity Retailer at all. Since a transaction of Non-Fossil Certificate will be made
for renumeration, if Electricity Retailer supplies an electricity product of low emission
factor using procured Non-Fossil Certificate, a price of such electricity product with low
emission factor will be higher than the electricity with high emission factor. Those
cases are applicable to S2G market-based emission factor and the Adjusted Emission
Factor. It is logical that a company which procures electricity with lower emission
factor to reduce its Scope 2 emissions will consider that the company can expect
stakeholders’ high evaluation by disclosing the scope 2 emissions calculated using S2G
market-based emission factor or the Adjusted Emission Factor. Therefore, a company
which calculates scope 2 emissions using the Basic Emission Factor may be considered
as a company which is reluctant to reduce its scope 2 emissions.

The case of vague disclosure about type of emission factor used

Some companies disclose emission factor used for calculation of market-based
emissions by mentioning, for example, “CO2 emission factor published by each
electricity company”. In this case, the emission factor may be any one of 1) S2G
market-based emission factor, 2) the Adjusted Emission Factor and 3) the Basic
Emission Factor. If the emission factor is not disclosed clearly, it will be considered
that a company may use the Basic Emission Factor and same evaluation of the case of
using the Basic Emission Factor as mentioned in the above (3) will be made to a
company. A company which makes vague disclosure of type of emission factor will be
possibly considered to be reluctant and uninterested in a sufficient disclosure of scope
2 emissions and, therefore, also considered to be reluctant to reduce its scope 2
emissions.

The case of making no disclosure about type of emission factor used

For calculating market-based emissions in Japan, several emission factors are used by
companies. Therefore, if company does not disclose an emission factor used for the
calculation, same as in the case the case of vague disclosure about type of emission
factor used, the company will be evaluated as “the case of disclosing that the Basic
Emission Factor is used for the calculation” as mentioned in the above (3).

A company which makes no disclosure of emission factor will be possibly considered to
be reluctant an uninterested in a sufficient disclosure of scope 2 emissions and,
therefore, also considered to be reluctant to reduce its scope 2 emissions.

10. 1. 2. Disclosure of emission factor used for calculating location-based

emissions in Japan
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(1) The case of disclosing that the emission factor other than the National Average
Emission Factor is used for the calculation.

If the emission factor other than the National Average Emission Factor is used for the
calculation of location-based emissions, it may be evaluated that the company’s
disclosure is insufficient because the emissions cannot be compared with other
companies at same basis. In this case, the company should disclose reasons why the
company uses such other emission factor. In case that the company cannot disclose
any rational reason, the company will be evaluated lower.

(2) The case of making vague disclosure or making no disclosure of type of emission factor
used

A company which makes vague disclosure or make no disclosure of emission factor
used for calculating the location-based emissions will be possibly considered that the
company is negative about or uninterested in a sufficient disclosure of scope 2
emissions.

10. 1. 3. The case that market-based emission exceeds the location-based
Emission.

The case that market-based emissions exceed location-based emissions shows that a
company uses the electricity of emission factor higher than the average emission factor. In
this case, a company may have a stakeholders’ evaluation of a company that the company
is reluctant to reduce scope 2 emissions and procures low price high-emission electricity.
In case that market-based emissions exceed location-based emissions, company should
disclose the reasons for it clearly. In case that the company cannot disclose any rational
reason, the company will be evaluated lower.

10. 2. The case of single reporting (reporting single scope 2 emissions)

10. 2. 1. The cases of disclosing that emission factor other than S2G market-based
emission factor and the Adjusted Emission Factor (e.g., the Basic
Emission Factor and Average Emission Factor) is used for the calculation.

(1) In a single reporting, a company should disclose the emissions calculated in
accordance with market-based method. Therefore, for calculation of scope 2 emissions in
single reporting, it is preferable that S2G market-based emission factor or the Adjusted
Emission Factor will be used. Market-based method is the method to calculate emissions
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based on the emission factor of electricity or the contractual instrument chosen and procured
by companies at their own responsibility and expense. Therefore, market-based emissions
will reflect clearly the result of the choice and procurement of electricity made by a company
at its responsibility and expense.

(2) On the other hand, the emissions calculated using the Basic Emission Factor or an
average emission factor will not reflect the result of choice and procurement made by
companies at their responsibility and expense. The Basic Emission Factor or average
emission factor will not reflect the energy attribute certificate such as Non-Fossil Certificate
procured by Electricity Retailer at all. Since a transaction of Non-Fossil Certificate will be
generally made for renumeration, if Electricity Retailer supplies an electricity product of low
emission factor using procured Non-Fossil Certificate, price of an electricity product of low
emission factor will be higher than the electricity product of high emission factor. The
emission factors of this case are the S2G market-based emission factor and the Adjusted
Emission Factor.

(3) It may be considered logical that the company which procures electricity of lower
emission factor paying an additional cost to reduce its scope 2 emissions will consider that
the company can expect stakeholder’s high evaluation by disclosing the scope 2 emissions
calculated using S2G market-based emission factor or the Adjusted Emission Factor. A
company which calculates the scope 2 emissions using the Basic Emission Factor or an
average emission factor will be possibly considered to be reluctant to reduce its scope 2
emissions.

10. 2. 2. Stakeholders’ evaluation of a company which makes single reporting.

In case of single reporting, a company should disclose emissions calculated using S2G
market-based emission factor or the Adjusted Emission Factor. However, even in such
case, stakeholders’ evaluation of a company will be lower comparing with the case of the
dual reporting. For example, there remain following concerns in single reporting.

(1) Since there remains a possibility of market-based emissions exceeding location-based
emissions, the possibility of the company being reluctant to reduce its scope 2
emissions may be undeniable.

(2) If share of non-fossil electricity would increase comparing previous year in the country,
the scope 2 emissions of a company calculated using S2G market-based emission
factor or the Adjusted Emission Factor will decrease comparing with previous year only
with company’s below average effort to procure an electricity of low emission factor.
Therefore, decrease of the scope 2 emissions of the company comparing with previous
year does not necessarily demonstrate the company’s active efforts to procure an
electricity of a low emission factor.
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Therefore, in order for a company to show clearly its active efforts to procure low carbon
electricity (electricity with low emission factor), the company is required to make dual
reporting.

10. 3. Common Iltems

10. 3. 1. Disclosure using old emission factor

If company calculates emissions using the old emission factor, it is evaluated by its
stakeholders that the company is negative about disclosing the latest emission situation.
Since the company is just repeating the calculation using the old same data every year, it
may be also evaluated by stakeholders that the company is not interested in calculating and
disclosing the emissions and, therefore, is reluctant to reduce its scope 2 emissions.

10. 3. 2. Vague disclosure or no disclosure on type of emission factor

In addition to the cases mentioned in the above section 10.1, a company which makes vague
disclosure or make no disclosure of emission factor will be possibly considered to be negative
about or uninterested in a sufficient disclosure of scope 2 emissions and, therefore, also
considered to be reluctant to reduce its scope 2 emissions.
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Chapter 11 TCFD and other international initiatives

11. 1. Recommendations of TCFD

Recommendations of Task Force on Climate-related Financial Disclosure (TCFD) describes
“GHG emissions should be calculated in line with the GHG Protocol methodology to allow
for aggregation and comparability across organizations and jurisdictions”. It is said in the
note in the recommendations “While challenges remain, the GHG Protocol methodology is
the most widely recognized and used international standard for calculating GHG emissions.
Organizations may use national reporting methodologies if they are consistent with the GHG
Protocol methodology”.

Therefore, if Japanese companies expressing its support for the TCFD Recommendations
would intend to calculate the scope 2 emissions in conformance with the GHG Protocol, such
companies are required to calculate two scope 2 emissions in both location-based method
and market-based method.

11. 1. 1. Calculation method complying with the Recommendations of TCFD

In case of complying with the Recommendations of TCFC, the location-based emissions will
be calculated by using the “National Average Emission Factor”. For market-based
emissions, since itis described that “organizations may use national reporting methodologies
if they are consistent with the GHG Protocol methodology”, it is important whether the Basic
Emission Factor and the Adjusted Emission Factor under the Warming Countermeasures
Act are consistent with the GHG Protocol methodology.

In Scope 2 Guidance, market-based method of calculating scope 2 emissions is
defined as “a method to quantify scope 2 GHG emissions based on GHG emissions
emitted by the generators from which the reporter contractually purchases
electricity bundled with instruments, or unbundled instruments on their own”
(Glossary, Scope 2 Guidance).

The Basic Emission Factor will not be consistent with the GHG Protocol methodology
because the Basic Emission Factor is calculated without considering the energy attribute
certificate such as the Non-Fossil Certificate, the Basic Emission Factor will not be consistent
with the GHG Protocol methodology.
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The Adjusted Emission Factor seems, at first sight, to be an emission factor meeting to the
definition of the Scope 2 Guidance of the “method to quantify scope 2 GHG emissions based
on GHG emissions emitted by the generators from which the reporter contractually
purchases electricity bundled with instruments, or unbundled instruments on their own”.
However, the Adjusted Emission Factor is different from S2G market-based emission factor
mainly in following two points. The first point is that while, any offset credit (the avoided
emissions) cannot be used in calculation of S2G market-based emission factor, an offset
credit may be used in the calculation of the Adjusted Emission Factor. The other point is
that the emissions calculation method using the energy attribute certificate is different
between the Adjusted Emission Factor and S2G market-based emission factor.

For the offset credit, for example, if a company procures electricity of the Adjusted Emission
Factor zero (0 kg-CO2/kWh) which is produced by Electricity Retailer using offset credit for
all supplying electricity, emissions of the company will be zero. However, in the same
case, the company’s emissions calculated using market-based emission factor in
conformance with the Scope 2 Guidance (S2G market-based emission factor) will not be
zero and will be completely different emissions from ones using the Adjusted Emission
Factor.

Based on the above, the Study Group considers that the Adjusted Emission Factor is not a
methodology which is consistent with the GHG Protocol methodology. Therefore,
companies supporting the TCFD Recommendations are required to use S2G market-based
emission factor for accounting market-based emissions.

For more detail differences about calculation methods between the Adjusted Emission Factor and
S2G market-based emission factor, see the Appendix D of the “the Guidance for Encouraging
Japanese Companies to Address International Initiatives on Climate Change Formulated”
published Ministry of Economy, Trade and Industry and Ministry of the Environment.

The Recommendations of the Task Force on Climate-related Financial Disclosures (Final

Report, Recommendations of the Task Force on Climate-related Financial Disclosure, C.

Recommendations and Guidance, 3. Guidance for All Sectors, d. Metrics and Targets)

Metrics and Targets
Disclose the metrics and targets used to assess and manage relevant climate-related risks and

opportunities where such information is material.
Recommended Disclosure b) Guidance for All Sectors

Disclose Scope 1, Scope 2, and, if appropriate, | Organizations should provide their Scope 1 and
Scope 3 greenhouse gas (GHG) emissions, and | Scope 2 GHG emissions and, if appropriate,
the related risks. Scope 3 GHG emissions and the related risks.3°
GHG emissions should be calculated in line with
the GHG Protocol methodology to allow for
aggregation and comparability across
organizations and jurisdictions.#® As appropriate,
organizations should consider providing related,
generally  accepted industry-specific  GHG
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efficiency ratios.*"

GHG emissions and associated metrics should be
provided for historical periods to allow for trend
analysis. In addition, where not apparent,
organizations should provide a description of the
methodologies used to calculate or estimate the
metrics.

39 Emissions are a prime driver of rising global temperatures and, as such, are a key focal point of
policy, regulatory, market, and technology responses to limit climate change. As a result, organizations
with significant emissions are likely to be impacted more significantly by transition risk than other
organizations. In addition, current or future constraints on emissions, either directly by emission
restrictions or indirectly through carbon budgets, may impact organizations financially.

40 While challenges remain, the GHG Protocol methodology is the most widely recognized and
used international standard for calculating GHG emissions. Organizations may use national
reporting methodologies if they are consistent with the GHG Protocol methodology.

41 For industries with high energy consumption, metrics related to emission intensity are important to
provide. For example, emissions per unit of economic output (e.g., unit of production, number of
employees, or value-added) is widely used. See the Annex for examples of metrics.

11. 2. Other International Initiatives

Under RE100 and SBT, it is required to be in conformance with the Scope 2 Guidance. For
more details, see “the Guidance for Encouraging Japanese Companies to Address
International Initiatives on Climate Change Formulated” published Ministry of Economy,
Trade and Industry and Ministry of the Environment.
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Chapter 12 Conclusion

The companies are expected to continue to contribute to mitigation of climate change by
procuring the zero or low carbon electricity. We also think that the interest of
stakeholders in company’s activity of procuring a low carbon electricity will increase further.
Under these situations, companies need to clearly disclose their contribution for mitigation
of climate change and have a proper evaluation from their stakeholders. The disclosure of
scope 2 emissions is a strong tool for demonstrating a company’s contribution to mitigation
of climate change.

For having a proper evaluation, companies are required to disclose sufficient information
necessary for their stakeholder to evaluate them properly. If a company discloses the
scope 2 emissions in an improper manner, it will receive only low ratings from stakeholders.
Therefore, when disclosing the scope 2 emissions, the contents are of utmost importance.

We hope that this Disclosure Guidance be useful for a company’s study on how to disclose
the scope 2 emissions, and also contribute to stakeholders’ proper evaluation of companies.

For any question or opinion, we would like you to let us know them through the inquiry
page of the website of the Greenhouse Gas (GHG) Scope 2 Study Group
(https://www.slsvcesin.com/) .
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