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Buyer Beware — Delta Hit With US$1 Billion
Lawsuit Over Carbon-neutral Claims

Moving Too Fast (And Too Slow) On ESG Can Be A Risk

Our Conclusion

Delta Airlines is being sued for misrepresenting its credentials as a “carbon-
neutral” airline, a strategy partly built on the use of voluntary carbon credits
with an environmental impact that is increasingly under scrutiny.

Corporate issuers must perform a balancing act when they approach ESG.
Move too slow and they can become the target of environmental activism.
Move too fast and they risk accusations of greenwashing. Both are notable
risks for the C-suite and investors.

Key Points

The plaintiffs claim Delta knew or should have known its proclamation of
being a carbon-neutral airline since March of 2020 was false. Furthermore,
the claim states consumers were adversely impacted when “paying a
premium” to purchase Delta flights relative to competitors.

At the heart of the issue is the use of voluntary carbon credits, which are
increasingly advertised as mechanisms for corporations to reduce their
environmental footprint. A number of investigative reports and academic
studies have presented evidence that some carbon credits provide no
carbon offsetting at all (see link). Such revelations have already resulted in
the resignation of Verra’s (the largest standard setter for voluntary carbon
credits) founding CEO, David Antonioli, just a few weeks ago.

In this report, we suggest a US$1 billion claim from the plaintiffs is not
necessarily unreasonable. If Delta Airlines were to offset its total carbon
emissions since it first made its claims of carbon neutrality in March of 2020
at an oft-quoted price of US$15 to US$20/tonne through voluntary carbon
credits, it would cost US$1.1 billion to US$1.5 billion.

The class-action lawsuit (filed in California) is a fascinating read (see link),
but we believe there are two other key takeaways for investors.

Firstly, not all airlines should be grouped together. The lawsuit specifically
mentions JetBlue as having already retracted its claims of carbon neutrality.
Domestically, Air Canada’s stated commitment is to reach net-zero by 2050
through a multi-pronged approach including the use of electric planes,
investing in Sustainable Aviation Fuel and fleet upgrades. For more, see our
Sustainable Aviation Fuel report here.

Secondly, the lawsuit advocates for the “permanence” of carbon credits.
Specifically, it states “Offsets also need to permanently sequester carbon in
order to meaningfully combat climate change...Trees planted today are more
likely to succumb to wildfire and do not provide durable carbon storage.” This
again highlights the value of robust carbon capture credits in Canada to both
domestic and (likely one day) international participants.

All figures in U.S. dollars unless otherwise stated.

For required regulatory disclosures please refer to "Important Disclosures" beginning on page 5.
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So Exactly How Did They Come Up With US$1 Billion?

A US$1 billion lawsuit is certainly going to grab headlines. We stay away from opining on the
proposed merits of the lawsuit (as we are not lawyers), but the headline did make us curious;
how did the Plaintiffs come up with such a number?

In Exhibit 1, we provide a table of Delta’s total revenues since 2019. Over the last three
years, from when Delta first made claims of carbon neutrality, the airline has generated
almost US$100 billion in revenue, and thus US$1 billion is about 1% of total revenues.

Exhibit 1: Delta Air Lines — Total Revenues, 2019 - 2022

Delta Airlines 2019 2020 2021 2022 Last 3 Yrs
Revenue, USD millions $47,007 $17,095 $29,899 $50,582 $97,576
Lawsuit Claim (US$1 billion) $1,000
Claim, % of revenue 1.02%

Source: Bloomberg and CIBC World Markets Inc.

From our Sustainable Aviation Fuel report published late last year (see link), we saw the
incremental cost to offset flight emissions using voluntary carbon credits was about 2% to 4%
of ticket prices. Thus, a 1% premium on gross revenues to offset emissions seems
reasonable, in aggregate.

Coming at it another way, we can also see how much US$1 billion is per tonne of emitted
CO2. As shown in Exhibit 2, over the last three years Delta has emitted over 72 million
tonnes of carbon. A US$1 billion claim comes out to about US$14 per tonne.

Exhibit 2: Delta Air Lines — Total Scope 1 Carbon Emissions, 2019 - 2022

Delta Airlines 2019 2020 2021 2022 Last 3 Yrs
CO2e direct emissions, Kt 37,784 17,549 24,408 30,551 72,508
Lawsuit Claim (US$1 billion) $1,000
USD per tonne $13.79

Note: Emissions shown are Scope 1 emissions in tonnes thousands. Source: Bloomberg and CIBC World Markets Inc.

If you are an avid traveler, you may have noticed most flight carriers today provide the option
to offset your flight, usually at a cost of US$15 per tonne to US$20 per tonne. As an example,
we provide a snapshot from Lufthansa’s Compensaid portal in Exhibit 3 on the following
page. This portal provides an estimate of flight emissions for any flight, globally, along with
the expected cost to offset depending on the desired offset mechanism.

Using a flight from Toronto Pearson to London Heathrow, as an example, the portal quotes a
minimum price of 5.49 EUR to offset 354 kg (0.354 tonnes) of CO2, or about EUR 15.50/t or
US$16.55/t. Once again, the Lawsuit claim of US$13.79/t (Exhibit 2) is not that far from the
minimum “premium” a consumer would be asked to pay to offset a flight.

Both ways, it seems US$1 billion is not unreasonable! Finally, we provide verbatim snippets
from the class-action lawsuit in Appendix 1 for all interested readers.
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Exhibit 3: Flight Emissions — Cost To Offset YYZ To LHR (AC 854) Flight Emissions

Cost To Offset

Equipment kg CO2e EUR/t US$/t C$it

Toronto to London Boeing 787-8/9 354 EUR1551 US$16.55 (C$22.46

Lufthansa | °compensaid EN =

Pick Flight Choose compensation

How fast do you want to reduce your

. . Your flight details EUR ~
carbon emission?
PAX co;y
1 YYZ > LHR 354 kg
. 10 years w Total 354 kg
Sustainable Climate Project
Aviation Fuel @ Portfolio @
off: ans in the
' 5.49 cur

Continue with my account

Continue as guest

Source: Compensaid and CIBC World Markets Inc.
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Appendix 1: Verbatim Commentary From Delta Lawsuit

This is a class action lawsuit, brought on behalf of a putative nationwide class, or alternatively
a putative class of California residents, who have purchased Defendant’s flights, against
Defendant for grossly misrepresenting the total environmental impact of its business
operations in its advertisements, corporate announcements, and promotional materials and
thereby attaining underserved market share and extracting higher prices from consumers.

Since March 2020, Defendant has repeatedly touted itself as “the world’s first carbon-neutral
airline” across various channels including advertisements, press releases, LinkedIn posts,
podcasts, and in-flight napkins.

Defendant has represented that its airline is “carbon-neutral” because of carbon offsetting via
participation in the voluntary carbon offset market. The voluntary carbon offset market is a
loose arrangement of companies and NGOs that facilitate investment in green projects such
as renewable energy and prevention of deforestation.

Defendant’s claim of carbon neutrality therefore hinges on an underlying set of
representations—that since March 2020 Defendant’s investments in the voluntary carbon
offset market have entirely offset the CO2 emissions from Defendant’s global airline
operations, such that Defendant has not been responsible for releasing additional carbon into
the atmosphere during that time.

Plaintiff has since discovered that any such representations are manifestly and provably
false. As explained below, foundational issues with the voluntary carbon offset market make
the purchase of said offsets cannot make a company “carbon neutral.”

In making her purchase, Plaintiff paid a substantial price premium due to the false and
misleading carbon neutral claim.

September 2021 video advertisement states that Delta is “committed to becoming the world’s
first carbon neutral airline on a global basis.” As reported by Adweek, Delta’s Managing
Director of Sustainability, Amelia DeLuca, stated that Delta’s intention for the advertisement
was to communicate that “[w]hen you book with Delta, you can feel confident that we will
offset the carbon emitted from your flight with us.”

“In the EU, a 2021 study revealed that 85 percent of offsets failed to reduce emissions. In
response, EU member states decided offsets would not count toward European climate goals
after 2021.” “In 2019, a study similarly found that 82 per cent of California’s offset credits do
not provide climate benefits.”

Offsets also need to permanently sequester carbon in order to meaningfully combat climate
change. “Carbon dioxide emissions stay in the atmosphere for a century or more, so you
must offset an equivalent amount of emissions for at least that long. Trees planted today are
more likely to succumb to wildfire, disease, pests, or extreme weather as the world warms,
and do not provide durable carbon storage.”

“To counterbalance fossil fuel emissions, therefore, carbon credits must be associated with
mitigation that is similarly permanent. If mitigation is ‘reversed’ (i.e., carbon stored as a result
of a mitigation activity is subsequently emitted, so that no net reduction or removal occurs),
then it no longer contributes to staying within a global carbon budget, and no longer serves a
counterbalancing function.

This is primarily a concern with mitigation activities that result in enhanced carbon storage in
biospheric reservoirs (including trees, shrubs, soils, and other biological stores of carbon).”
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Recipients of this report are advised that any or all of the foregoing arrangements, as well as more specific disclosures set
forth below, may at times give rise to potential conflicts of interest.

CIBC World Markets Inc. does and seeks to do business with companies covered in its research reports. As a result,
investors should be aware that CIBC World Markets Inc. may have a conflict of interest that could affect the objectivity of
this report. Investors should consider this report as only a single factor in making their investment decision.

Analysts employed outside the U.S. are not registered as research analysts with FINRA. These analysts may not be
associated persons of CIBC World Markets Corp. and therefore may not be subject to FINRA Rule 2241 restrictions on
communications with a subject company, public appearances and trading securities held by a research analyst account.

CIBC World Markets Inc. Stock Rating System

Stock Ratings Abbreviation Description

Outperformer OoP Stock is expected to outperform similar stocks in the coverage universe during the next 12-18 months.

Neutral NT Stock is expected to perform in line with similar stocks in the coverage universe during the next 12-18 months.
Underperformer UN Stock is expected to underperform similar stocks in the coverage universe during the next 12-18 months.
Tender TR Shareholders are advised to tender shares to a specific offer as we do not believe a superior offer will materialize.
Not Rated NR CIBC World Markets does not maintain an investment recommendation on the stock.

Restricted R CIBC World Markets is restricted (due to potential conflict of interest) from rating the stock.

Sector Ratings  Abbreviation Description

Overweight (0] Sector is expected to outperform the broader market averages.

Marketweight M Sector is expected to equal the performance of the broader market averages.

Underweight U Sector is expected to underperform the broader market averages.

None NA Sector rating is not applicable.

Note: Broader market averages refer to S&P 500 in the U.S. and S&P/TSX Composite in Canada.
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CIBC World Markets Inc. Price Chart

For price and performance charts, please visit CIBC on the web at https://researchcentral.cibccm.com/#/disclaimer-central-
new or write to CIBC World Markets Inc., 161 Bay Street, 4th Floor, Toronto, ON M5H 2S8, Attn: Research Disclosure
Chart Request.

Important Disclosure Footnotes

For important disclosure footnotes for companies mentioned in this report that are covered by CIBC World Markets Inc., click
here: CIBC Disclaimers & Disclosures

Ratings Distribution*: CIBC World Markets Inc. Coverage Universe

(as of 31 May 2023) Count Percent Inv. Banking Relationships Count Percent
Outperformer 150 51% Outperformer 150 100%
Neutral 129 44% Neutral 128 99%
Underperformer 5 2% Underperformer 4 80%
Tender 0 0% Tender 0 0%
Restricted 12 4% Restricted 12 100%

Important disclosures for each issuer can be found by visiting the Research Central website at
https://researchcentral.cibccm.com/#/disclaimer-central-new and then entering the issuer name. Access to our research dissemination
policy can be found on the same website at https://researchcentral.cibccm.com/#/dissemination-policy. These important disclosures can
also be obtained by writing to CIBC World Markets Inc., 161 Bay Street, 4th Floor, Toronto, ON M5H 2S8, Attention: Research
Disclosures Request.

Access to CIBC Equity Research

Clients may access CIBC Equity Research online at Research Central at https://researchcentral.cibccm.com/, or at the
following research aggregators: Bloomberg, Refinitiv, Capital 1Q, and FactSet.
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This report is provided, for informational purposes only, to institutional investor and retail clients of CIBC World Markets Inc.
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where such offer or solicitation would be prohibited.
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Legal Disclaimer (Continued)

United States

This report is provided, for informational purposes only, to Major US Institutional Investor clients of CIBC World Markets
Corp. in the United States, and does not constitute an offer or solicitation to buy or sell any securities discussed herein in
any jurisdiction where such offer or solicitation would be prohibited.

United Kingdom

The distribution of this report in the United Kingdom is being made only to, or directed only at, persons falling within one or
more of the exemptions from the financial promotion regime in section 21 of the UK Financial Services and Markets Act
2000 (as amended) (“FSMA”) including, without limitation, to the following:
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This report is distributed solely to eligible counterparties or professional clients and not retail clients as defined in point (8)
of Article 2 of Regulation (EU) No 2017/565 as it forms part of UK domestic law by virtue of the European Union
(Withdrawal) Act 2018.

All other jurisdictions

This report is distributed solely to institutional clients and not retail clients as defined by the applicable securities legislation
and regulation to which CIBC Capital Markets may be subject in any jurisdiction, and only in compliance with all applicable
laws and regulations.

The securities mentioned in this report may not be suitable for all types of investors. This report does not take into account
the investment objectives, financial situation or specific needs of any particular client of CIBC World Markets. Recipients
should consider this report as only a single factor in making an investment decision and should not rely solely on
investment recommendations contained herein, if any, as a substitution for the exercise of independent judgment of the
merits and risks of investments. The analyst writing the report is not a person or company with actual, implied or apparent
authority to act on behalf of any issuer mentioned in the report. Before making an investment decision with respect to any
security recommended in this report, the recipient should consider whether such recommendation is appropriate given the
recipient's particular investment needs, objectives and financial circumstances. CIBC World Markets suggests that, prior to
acting on any of the recommendations herein, Canadian retail clients of CIBC World Markets contact one of our client
advisers in your jurisdiction to discuss your particular circumstances. Non-client recipients of this report who are not
institutional investor clients of CIBC World Markets should consult with an independent financial advisor prior to making
any investment decision based on this report or for any necessary explanation of its contents. CIBC World Markets will not
treat non-client recipients as its clients solely by virtue of their receiving this report.
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Past performance is not a guarantee of future results, and no representation or warranty, express or implied, is made
regarding future performance of any security mentioned in this report. The price of the securities mentioned in this report
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