
Scope 3 Under The Microscope 

One of the advantages of running portfolios as concentrated and long-term focused as ours is that we are able to 
dedicate a great deal of time to in-depth research on individual companies. This is an approach which carries across 
seamlessly into our work on ESG, and in recent months I have undertaken a large-scale project to hold an ESG-
specific discussion with every company in our portfolios (which adds up to just over 70 companies). Of course these 
conversations do not function as a replacement for our ongoing engagements with management, but they do offer a 
useful supplement to ensure we remain up to date with our companies’ thinking on the fast-moving world of ESG 
and, critically, ensure we understand the granular details of key aspects of their ESG strategies. Over the course of 
these calls a number of fascinating themes have begun to emerge, and here I’d like to look a little more closely at one 
in particular which is relevant for all companies across our portfolios, spanning a diverse range of industries from 
consumer goods manufacturers to data owners. This theme is the pressing need to measurably reduce greenhouse 
gas emissions, combined with the difficulty of doing so as the majority of these emissions tend to lie within the wider 
supply chain and therefore outside the company’s direct control. In this piece I’d like to share a few examples of how 
this tension is beginning to impact our portfolio companies, and some of the potentially business model-fortifying 
approaches being developed and implemented to solve it. 
 
I promise not to unleash a flood of technical data and acronyms, but I hope you’ll permit me just a little jargon to set 
the scene. The most widely accepted global standardised framework to measure and manage greenhouse gas 
emissions (“GHGs”) is the Greenhouse Gas Protocol, developed jointly by the World Resources Institute and the 
World Business Council for Sustainable Development, with the ultimate aim of restricting the global temperature 
increase to less than 1.5°C. Globally, private and public sector organisations are coming under pressure to contribute 
to this goal by committing to achieving “Net Zero”, i.e. reducing to zero or offsetting all greenhouse gas emissions in 
their value chain, a process to be verified by various independent bodies such as Science Based Targets - and here’s 
where the picture starts to get a little more complicated. The Greenhouse Gas Protocol divides emissions into three 
groups (“Scopes”), with Scope 1 being direct emissions from the organisation’s own fuel combustion, Scope 2 being 
emissions from all purchased electricity, heat and steam, and Scope 3 being the huge and incredibly hard to quantify 
category of “value chain emissions”. As an illustration, our portfolio company Heineken’s Scope 1 and 2 emissions 
originate solely in its own breweries - the heat and electricity needed to actually brew the beer - and its Scope 3 
emissions are everything else needed to get the bottled beer to the customer, from the raw material inputs to the 
transport to and from the brewery.  
 
For the vast majority of companies, the bulk of their emissions fall into Scope 3: the CDP (formerly the Carbon 
Disclosure Project, a not-for-profit organisation administering various disclosure systems including arguably the most 
developed global supply chain analysis metrics) estimates that “supply chain emissions are on average 11.4 times 
higher than operational emissions”. It’s intuitive that this should be the case for data and technology companies with 
no manufacturing footprint (Experian, for example, calculates that just under 95% of its emissions are Scope 3) but in 
fact the same is true even for producers of physical goods. Remy Cointreau thinks that Scope 3 accounts for 73% of 
its total emissions; Diageo 86%, Heineken and Burberry each say 90%, Pepsico 93% and Unilever puts the figure at a 
whopping 98%. As an aside, you might be interested to know that the lion’s share of Lindsell Train Limited’s Scope 3 
emissions are the investments in companies that we make on behalf of our clients, which will inevitably make up the 
majority of our own carbon footprint (being measured as I type).  
 
So the conundrum here is that the biggest problem area is the one over which these companies have the smallest 
amount of control! Our portfolios tend to be much less carbon intensive than their benchmarks - Global has a carbon 
intensity of 35 (tons per $1m revenues) versus 174 in the benchmark, UK 29 versus 138, and Japan 54 versus 163 - 
but this can and will be further reduced: 16 companies out of 24 in our Global Equity Fund and 14 out of 22 in our UK 
Equity Fund have already made Net Zero commitments, with an average target date of 2038 in Global and 2041 in 
the UK, and we expect more to follow in short order. Of course the goal of Net Zero is always achievable because 
companies commit to offset any emissions remaining after reduction and carbon capture efforts - but this could come 
at a considerable cost if the purchase of carbon offsets makes up too large a part of the solution. So the pressure is 
on for our portfolio companies to find ways to reduce emissions as much as possible to avoid a material financial 
impact. As of today it is difficult to quantify this exactly as there are a variety of ways of pricing carbon, but in every 
case the price is predicted to rise substantially between now and 2030. This will therefore impact all companies with 
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a commitment to Net Zero, but for simplicity’s sake in this note I’ve concentrated on manufacturers of physical goods 
as they tend to have the larger overall carbon footprint. 
 
The first step for any company is to take a closer look at the value chain to identify what Diageo calls “hot spots”, or 
particularly carbon intensive activities which must be adapted and altered. Not every company has reached the stage 
of being able to calculate its total Scope 3 emissions, let alone conduct detailed analysis, but those which have done 
the work and are able to make disclosures often indicate that agricultural inputs and other materials such as 
packaging are the majority. For example, packaging and raw materials together account for almost 70% of Diageo’s 
total Scope 3 emissions. Within packaging, transitioning from virgin to recycled plastic will be a key driver of emission 
reduction - Unilever estimates that recycled plastic has a 50% lower greenhouse gas footprint than virgin plastic. 
Making this switch also has the happy side-effect of reducing the burden of incoming plastic taxes, for example the 
UK’s Plastic Packaging Tax, which will be in force from April 2022 and levying a hefty charge on plastic packaging with 
a recycled content of less than 30%. We were impressed with the work that our portfolio company AG Barr has done 
on this front - by 2022 every bottle the company produces will be made from 100% recycled material. 
 
Arguably raw materials are the more difficult contributor to tackle - certainly for many companies they make up the 
bulk of Scope 3 emissions. Unilever has identified this as the “primary focus of [its] emissions reduction efforts over 
the next decade”, something which will necessarily involve engaging with and influencing suppliers. Burberry, too, 
highlighted that “sourcing and production of raw materials” accounted for the majority of its Scope 3 emissions. So a 
clearer picture of the areas of focus is beginning to emerge, but it’s impossible to even begin to tackle the issue 
without first establishing the nature of these suppliers. In the context of global manufacturing, the idea of a 
“supplier” conjures up images of enormous factories pumping out raw materials into yet more factories putting the 
materials together! There is some truth to this, for example Coca-Cola counts the emissions of its large, often listed 
bottlers as part of its own Scope 3 and Unilever highlights that within its total 60,000 suppliers, just 300 are 
accountable for two thirds of its Scope 3 emissions.  
 
But these are only one piece of the total, and taken as a whole, the supply chain of a global manufacturing company 
is considerably more complex and with a lot more exposure to small operators than one might imagine. Pepsico 
counts 250,000 people in its total agricultural supply chain, with 40,000 farms supplying its farmer-sourced 
ingredients (i.e. those not bought via a wholesaler or other middleman). Unilever buys raw materials from 1.5 million 
farmers, often via aggregators. And in Africa alone, Diageo purchases raw materials from 80,000 smallholder farmers. 
Burberry relies on a network of often tiny specialist suppliers, such as a 200 year old mill in Scotland which has been 
supplying the company’s cashmere scarves for over a century. Any emission reduction requirements will have a far 
larger impact on these tiny suppliers, most of whom are too small to make changes without assistance.  
 
It’s therefore far too simplistic to set a target, issue an edict from on high and expect suppliers to fall in line across 
the board. Encouragingly, this is something that all of our portfolio companies seem to understand well and every 
one of the companies I spoke to acknowledged that they have a responsibility to support their suppliers - not least 
because it’s very much in their interests to ensure that links in their supply chain don’t fail, whether from an 
increased emission reduction burden or the impact of climate change (such as water scarcity or soil erosion) making 
farming unsustainable. This picture becomes even more complicated when one digs a little deeper into the social 
breakdown of these suppliers, e.g. Diageo told us that the “vast majority” of smallholder farmers are women, leading 
to all of its supply chain engagement with its network of smallholders being “inclusive by design” e.g. working with 
Care International to ensure that all nuances of the situation have been grasped and taking steps such as arranging 
meetings at a time women can attend. So what might support for smallholder farmers look like? Unilever is currently 
running or participating in smallholder projects including 600,000 farms globally, with an emphasis on teaching soil 
preservation methods to maintain productivity and reduce carbon intensity. One such project in Madagascar 
provides tools and educational materials to farmer field schools trying to improve vanilla productivity - a key crop for 
Unilever as it’s used in all its ice cream brands. Diageo runs a similar network of projects, with the aim of supporting 
150,000 smallholder farmers by 2030.  
 
Closer engagement and a sense of responsibility also emerged as a theme at Burberry, which mentioned that where 
relevant they “provide technical and strategic support” to their suppliers, helping to share the load with smaller 
partners like that Scottish mill. CFO Julie Brown highlighted that Burberry’s heritage and longstanding supplier 
relationships, features of the company that we at Lindsell Train have always prized, are great assets in this regard as 
the company starts from an existing base of trust, open dialogue and collaboration. I was particularly intrigued to see 
evidence of increasing transparency within the notoriously secretive wider luxury fashion industry - Burberry gave us 
details of their new partnership with the Apparel Impact Institute (AII), Stella McCartney and Kering, the parent 
company of Gucci. Informally called “The Italy Project,” its overarching aim is to improve the environmental footprint 
of Italy’s luxury fashion supply chain, with the largest goal being to build a platform for manufacturers to coordinate, 



fund, and scale environmental programmes with “measurable impact”. Critically, the three brands will continue to 
collaborate with each other and their suppliers to implement the solutions they have developed, harnessing the 
power of shared resources to improve their approach. This will be a long-term project, beginning with 20 Italian 
manufacturing facilities but expanding further over the years.  
 
From a financial perspective the benefits are evident - Burberry of course wants to avoid having to pay for carbon 
offsets as much as possible - but arguably a “shared goal” of carbon reduction, prompting increased dialogue and 
collaboration between both suppliers and other industry participants, will bring economies of scale within the 
technology and “best practice” development process and help to strengthen Burberry’s overall supply chain, 
minimising disruption and improving reliability. Collaborations such as the Italy Project necessarily open the door to 
more scrutiny, which we believe could be helpful in identifying and correcting potential inefficiencies. And innovation 
within the company itself will also continue to play a large part in finding solutions – Japanese consumer goods 
manufacturer Kao, held in both our Global and Japan portfolios, reports that almost 40% of its Scope 3 emissions are 
from “use of products”, i.e. the energy and water utilised when consumers use its products. Several of its products 
have been reformulated to tackle this, such as ultra-concentrated laundry detergents requiring smaller quantities of 
water to rinse – which has the dual effect of advancing Kao’s progress towards its Net Zero goal and keeping its brands 
fresh, relevant and appealing to consumers. Diageo has also confirmed the power of collaboration and innovation 
with the launch of its “Diageo Sustainable Solutions” programme, open for innovators to submit ideas and solutions 
which the company can then support with funding and expertise. The first round received 300 applications so there 
are certainly promising ideas out there to take advantage of! 
 
We recognise that these initiatives are at a very early stage, but I was encouraged by the universal understanding 
across our portfolio companies that innovation, collaboration, dialogue and increased transparency is going to be the 
way forward. In the words of Diageo, “everyone is in everyone else’s Scope 3”, so more collaboration will mean more 
convergence over time. It will also help to avoid the potential problem of double-counting emissions and ensure a 
clearer, more accurate picture. And there are distinct advantages to assisting existing suppliers with carbon reduction 
goals rather than simply switching to new suppliers - firstly, long-standing supplier relationships are an asset worth 
preserving (in the words of Fever Tree, they bring trust and stability, which then tends to allow for more productive 
“frank conversations” around carbon reduction initiatives). Secondly, terminating contracts with quality suppliers 
means losing them to competitors who are less concerned with climate change. But most importantly, jettisoning 
suppliers doesn’t actually solve the global problem as these smaller players are much less likely to change for the 
better without having access to the support and resources of the likes of Unilever. Of course, there’s a cost involved in 
providing this support, but we view this as our portfolio companies making an investment in the health and strength 
of not only the supply chain but the wider world. 
 
Finally, we note that there are more and more overarching initiatives designed to coordinate and improve supplier 
engagement, e.g. the CDP’s annual “Supplier Engagement Rating” which evaluates the breadth and quality of 
corporate supply chain engagement on climate issues, and lists the highest-rated companies in the Supplier 
Engagement Rating Leaderboard, indicating their more advanced approach to supplier engagement. Of a total of 400 
companies on the Leaderboard, 15 are in Lindsell Train portfolios - an encouraging figure as a starting point! Just as 
we welcome more intra-industry collaboration and dialogue, as these initiatives gain pace we would hope they bring 
further benefits, allowing companies to learn from and hold each other to higher standards. We will be closely 
monitoring via ongoing engagement and data collection how our portfolio companies’ initiatives continue to develop 
against this backdrop, reducing the need for carbon credit purchase as much as possible but also using the increased 
scrutiny to improve efficiency, perhaps developing new technology or techniques. Ultimately their challenge is to 
shore up and future-proof their brands and supply chains, whilst acting as responsible stewards with the ability to 
make a positive global impact. 
 
Madeline Wright, Deputy Portfolio Manager 
Lindsell Train Ltd 
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