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re l a t e  t o  em i s s i on s
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i nd i re c t l y  p roduced
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S cope  3  em i s s i on s
a re  much  b roade r
and  re l a t e  t o  a l l
o t h e r  i nd i re c t
em i s s i on s  t h roughou t
a  company ’s  v a l u e
cha i n . "
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In  Februar y 2020, BP announced that  i t  a ims to  be “net  zero across  i t s  operat ions on an absolu te

bas is  by 2050 or  sooner ”.    In  Apr i l  2020,  She l l  announced “we aim to be a ne t -zero emiss ions

energy bus iness  by 2050 or  sooner ”.  These ambi t ions re la te  to  the three Greenhouse Gas Pro toco l

‘Scopes’.  Scopes 1 and 2 re la te  to  emiss ions d i rec t ly  and indirec t ly  produced by a company,  whi le

Scope 3 emiss ions are much broader and re la te  to  a l l  o ther  indirec t  emiss ions throughout  a

company’s  va lue chain.  Scope 3 goes far  beyond Scopes 1 and 2 and requires  co l laborat ion across

the ent i re  va lue chain for  compl iance to be achieved.

The strategic ques�ons facing oil and gas majors of how to adapt to climate and

environmental challenges is most notably seen in the transi�on of DONG Energy to

Ørsted. Ørsted moved en�rely out of oil and gas and exclusively into renewable

energy. It is now one of the leading global offshore wind developers. Such drama�c

business model shi�s are rare. However, this does highlight the level of ac�on

market par�cipants are taking and the scale of change that can take place.

Even without the addi�onal pressures Covid-19 has placed on oil and gas companies

(with oil prices having turned nega�ve for the first �me ever due to Covid-19

induced demand drops and concerns about limits on storage capacity), as BP and

Shell’s announcements indicate, the ques�ons of climate and  emission reduc�ons is

one that will dominate the landscape for decades to come. The task of becoming

‘net zero across opera�ons’ will involve a fundamental re-shaping of their business

opera�ons (Scopes 1 and 2) and the value chain of their industry (Scope 3). The

changes required will be mul�-faceted, ranging from sustainability (business

opera�ons) to power (sourcing green energy) and, crucially, to transporta�on (shipping opera�ons).

Much has been wri�en about corporates procuring addi�onality through entering into corporate power purchase agreements

with renewable energy projects (Scope 2), but for the major oil and gas companies who manage some of the largest fleets in the

world, the changes needed to the transporta�on industry and how the next genera�on of freight capacity will look (Scope 3) has

o�en been a neglected conversa�on. We outline four key ways the freight industry will change and what is needed to secure

freight capacity in the decades to come:
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" To  mee t  t h e i r
em i s s i on  t a rge t s ,
f r e i gh t  c apac i t y
u s e r s  mu s t  on  one
hand  wo r k  t oge t h e r
w i t h  s h i powne r s ,  b u t
a l s o  emb ra ce  a  n ew
e ra  o f  p ro cu r i ng
comp l i an t  f r e i gh t
capac i t y . "

Legal  Frameworks

An environment exists of increasing levels of legal and regulatory scru�ny in the mari�me sector. At the broadest level, the Paris

Agreement’s ‘20-20-20’ target which involves a reduc�on of carbon dioxide (CO2) emissions by 20%, will undoubtedly impact the

fuel-heavy shipping industry. The Poseidon Principles, which are an interna�onal framework for assessing and disclosing financial

ins�tu�ons’ shipping por�olios in rela�on to their impact on climate change, is also placing greater awareness on such ma�ers.

More specifically, the Interna�onal Mari�me Organisa�on (IMO) set new low sulphur emission standards that had to be

complied with as of 1 January 2020 (IMO 2020). IMO 2020 has required a move away from the use of heavy sulphur fuel oil

(HFO) in ship propulsion (unless combined with the use of exhaust gas cleaning systems (Scrubbers)) to that of lower sulphur

content fuel oils or other low sulphur emission fuels such as LNG. Further, the IMO is targe�ng a 40% reduc�on in carbon

emissions by 2030, and 70% by 2050, together with a total reduc�on of 50% of all greenhouse gas emissions from their 2008

levels by 2050 (IMO 2050).

Such regula�ons align with the objec�ves of BP and Shell. However, despite the IMO

standards being in place, if these are not met, the consequences will not only be felt

by shipowners. A failure to meet these standards will mean companies such as BP

and Shell’s Scope 3 emissions will not reduce at the expected rate. While the market

forces are currently such that the balance of power lies with the oil majors and not

tonnage providers, when these regula�ons bite, crea�ng a decreased supply of

available compliant tonnage, a shi� will likely take place with owners of compliant

vessels holding a stronger nego�a�ng posi�on. It is therefore not just in the interest

of shipowners to take a lead in this transi�on, but oil majors and others such as

commodity traders alike. These freight capacity users will require compliant vessels

to meet their emission targets. To achieve this the users must on one hand work

together with shipowners, but also embrace a new era of procuring compliant

freight capacity. Evidence of this mindset can already be seen in the transporta�on

procurement strategies of conglomerates BHP and Anglo American and their long-term chartering of dual fuel bulk carrier

vessels.

Procurement  S t ra tegies
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" The re  i s  no  ‘ s i l v e r
bu l l e t ’  y e t ,  a nd  i t  i s
u n l i ke l y  t ha t  t h e re
w i l l  b e  one ;  ra t h e r
an  e vo l u t i o na r y
app roach  o f
con t i n uou s
imp ro vemen t s  i s
n e eded . "

The changes to the legal and regulatory framework have already impacted freight capacity procurement strategies. We are

seeing a mul�-staged transi�onal approach by some leading market players. This  includes a por�olio approach to contrac�ng

freight capacity, which is sculpted to meet the reduced supply of compliant vessels and to match the user’s asset por�olio

mix. This approach needs to be tailored for each company, but will o�en involve a blend of owned, par�ally owned and

chartered vessels on a spot, short- and long-term basis. To reach the 2050 targets, the implementa�on of such a por�olio mix

will need to be phased; with short-term demand addressed by moving to low greenhouse gas emissions (through LNG, LPG dual

fuel and/or lower sulphur content fuel oils) and moving to targe�ng zero emissions leading up to 2050. In addi�on to the benefit

of securing supply, ownership or long-term rights to the capacity of vessels can turn an overhead into a balance sheet asset, if

excess capacity can be provided to the market providing an upside benefit to those who have secured zero emissions freight

capacity.

Propuls ion

The biggest challenge required for the net zero emission objec�ves of BP and Shell,

and the targets set by the IMO, however, is that the exis�ng technology and

prac�ces of the shipping industry are not sufficient to meet these ambi�ons. This is

why the transi�on has to be undertaken in transi�onal stages. The current

approaches are the use of scrubbers, lower sulphur content fuel oils LNG and LPG;

these are driving the movement towards lowering greenhouse gas emissions. Other

fuel types and associated technologies are in the pipeline.

To reach net zero emissions there is no ‘silver bullet’ yet, and it is unlikely that there

will be one; rather an evolu�onary approach of con�nuous improvements is needed,

including improvements in ship designs to minimise fuel consump�on and maximise

energy efficiency, as well as u�lising ‘big data’ to improve weather forecas�ng and

naviga�on (which will further minimise fuel consump�on and maximise energy efficiency). One of the leading contenders for a

revolu�onary solu�on is the use of hydrogen as a fuel source, especially green hydrogen which is produced by electrolysis of

water using power generated from solar and wind (for more on hydrogen see Hydrogen – What is the hype about?). Difficul�es

exist for any deployment of hydrogen, however, with technological advances s�ll being required, liquefac�on capabili�es and the

cost and complexity of building out hydrogen bunkering infrastructure clearly place this in the ‘long term’ category; but in order

to reach net zero emissions ac�ons need to be taken now in order for such bold visions to become feasible by 2050. The use of

grey and blue hydrogen as transi�on to green hydrogen is one op�on being considered.

The ability of companies to reach net zero Scope 1 and 2 emissions are individual, but in order to achieve net zero Scope 3

emissions, the solu�ons and path to get there cannot be borne alone. Indeed, an irony exists that a company’s short-term

compe��ve advantages will likely be eroded, and also face risings costs, if challenges such as hydrogen propulsion are tackled

without industry collabora�on. Rather a collec�ve approach is required, and is one that serves the interests of shipowners,

commodity traders, oil majors and other stakeholders alike to par�cipate together in.

Financing Opt ions
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" T h e  a b i l i t y  o f

c o m p a n i e s  t o  r e a c h  n e t

z e r o  S c o p e  1  a n d  2

e m i s s i o n s  a r e

i n d i v i d u a l ,  b u t  i n  o r d e r

t o  a c h i e v e  n e t  z e r o

S c o p e  3  e m i s s i o n s ,  t h e

s o l u t i o n s  a n d  p a t h  t o

g e t  t h e r e  c a n n o t  b e

b o r n e  a l o n e . "

The targets of net zero emissions are largely driven from a combina�on of increasing

Environmental, Social, and Governance awareness, a desire for improved brand

equity, and over �me lower costs due to opera�onal efficiencies. In the short term,

though, capital expenditure will be required. Green and sustainability-linked finance

show an avenue not yet fully tapped into by the shipping industry.

CONCLUS ION

The coming decades will witness an environment of increasing legal and regulatory

scru�ny in the mari�me sector. Without concerted efforts this will result in a failure

to meet Scope 3 emission targets and a reduced supply of compliant

vessels. Developing new strategies toward contrac�ng freight capacity, with a more

diversified por�olio approach, will be an impera�ve risk mi�ga�on tool. As too will

be taking ac�on early, and in collabora�on with other like-minded industry par�cipants, to take the lead in developing

technologies and approaches that are needed to turn net-zero emissions from a 2020 objec�ve to a 2050 reality.

K E Y  C O N TA C T S

S IMON PETCH
PARTNER LONDON

T: +44 20 7814 8068
M: +44 7860 925800

spetch@wfw.com

Disclaimer

Watson Farley & Williams is a sector specialist interna�onal law firm with a focus on the energy, infrastructure and transport sectors. With offices in Athens,
Bangkok, Dubai, Dusseldorf, Frankfurt, Hamburg, Hanoi, Hong Kong, London, Madrid, Milan, Munich, New York, Paris, Rome, Seoul, Singapore, Sydney and Tokyo
our 700+ lawyers work as integrated teams to provide prac�cal, commercially focussed advice to our clients around the world.

All references to ‘Watson Farley & Williams’, ‘WFW’ and ‘the firm’ in this document mean Watson Farley & Williams LLP and/or its affiliated en��es. Any reference
to a ‘partner’ means a member of Watson Farley & Williams LLP, or a member, partner, employee or consultant with equivalent standing and qualifica�on in WFW
Affiliated En��es. A list of members of Watson Farley & Williams LLP and their professional qualifica�ons is open to inspec�on on request.

Watson Farley & Williams LLP is a limited liability partnership registered in England and Wales with registered number OC312252. It is authorised and regulated by
the Solicitors Regula�on Authority and its members are solicitors or registered foreign lawyers.

The informa�on provided in this publica�on (the “Informa�on”) is for general and illustra�ve purposes only and it is not intended to provide advice whether that
advice is financial, legal, accoun�ng, tax or any other type of advice, and should not be relied upon in that regard. While every reasonable effort is made to ensure
that the Informa�on provided is accurate at the �me of publica�on, no representa�on or warranty, express or implied, is made as to the accuracy, �meliness,
completeness, validity or currency of the Informa�on and WFW assume no responsibility to you or any third party for the consequences of any errors or omissions.
To the maximum extent permi�ed by law, WFW shall not be liable for indirect or consequen�al loss or damage, including without limita�on any loss or damage
whatsoever arising from any use of this publica�on or the Informa�on.

This publica�on cons�tutes a�orney adver�sing.

Watson Farley & Williams LLP Registered office: 15 Appold Street, London, EC2A 2HB, UK   |   T: +44 20 7814 8000   |   F: +44 20 7814 8141/2 4

https://www.wfw.com/articles/sustainable-finance-and-shipping/
https://www.wfw.com/people/simon-petch/
tel:+44 20 7814 8068
tel:+44 7860 925800
mailto:spetch@wfw.com

