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Herald Worldwide Technology

Fund OVERVIEW

Introduction

HWTF predominantly invests in large cap and highly liquid
companies. This remit distinguishes it clearly from the
Herald Investment Trust, also managed by Herald
Investment Management, which focuses on smaller
capitalisation companies.

Herald's sole focus on technology enables a significant
degree of cross-referencing across competitors,
customers and suppliers globally. By combining this
mosaic of information with strong financial analysis, we
endeavour to add value. The evolving nature of
technology means there is a wide divergence of
performance between winners and losers, but the winners
can be spectacular.

The key emphasis is on management and governance.
Within the sector, there are a large number of
entrepreneurial founder managers. With the sector reliant
on innovation and execution the team put considerable
emphasis on the people running a particular business and
the culture of the organisation.

Continuous innovation across the whole value chain
opens new markets and presents opportunities for both
upstarts and incumbents alike. This makes the sector a
dynamic environment in which to invest but also ensures
that there is enough opportunity for active management
at all stages of the technology and investment cycle.
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The sector offers us the chance to find a
disproportionate number of companies with sustainable
long-term growth rates and an ability to generate
attractive margins and returns. Historical analysis of
financials can often be misleading and not represent the
future of a dynamically changing sector; this presents
opportunities for specialist active managers. We are
evangelists for the sector and firmly believe investors are
missing an opportunity if they are not fully represented in
it.

The Fund has appointed Herald Investment
Management Limited (‘HIML") or ‘Herald' as the
Investment Manager to provide portfolio management
services. HIML is authorised and regulated by the
Financial Conduct Authority (FCA") for portfolio
management. Although HIML has less than £5bn in
AUM, it has elected to produce TCFD entity-level and
product-level disclosures in line with the FCA's
Environmental, Social and Governance sourcebook.

This report explains the Fund's approach to addressing
climate-related risks and opportunities through the
investment process and describes a view of how they
may impact the portfolio. It also includes data and
metrics to provide additional information. HIML
produced the report using the recommendations of the
Taskforce on Climate-related Financial Disclosures
(TCFD), on behalf of its client Herald Worldwide
Technology Fund.

More information on the Fund’s investment philosophy,
process, performance, and other insights can be found
on HIML's website, www.heralduk.com.
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HIML and HWTFE = Approach to Responsible

. HWO
Investing and ESG

Details of HIML's oversight and management of
climate-related risks and opportunities across the
firm can be found in the entity-level TCFD-aligned
Climate Report on HIML's website,

The assessment and management of such risks
and opportunities is the responsibility of the
investment team.

HIML believes that good ESG practices can be consistent
with delivering better financial performance when
effectively implemented.

The UK Stewardship Code and the UN-supported
Principles for Responsible Investment (‘PRI’) recognise
that institutional investors have a duty to act in the best
long-term interests of their beneficiaries. Herald shares
the belief underlying the Principles, namely that ESG
issues affect the performance of investment portfolios
and wider society, to varying degrees across companies,
sectors, regions, asset classes and through time.

At Herald, we believe that successful investing is about
identifying and owning for the long-term companies that
can sustainably generate excess returns on capital for
years to come. Our objective is to achieve attractive
returns over the medium to long term whilst minimising
the risk of permanent capital loss for our clients. To
achieve this, we seek to identify and invest in high-quality
companies that are trading below our assessment of their
value.
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It is within our assessment of a company’s quality that
ESG factors play an important role. As responsible, long-
term investors, an assessment of ESG risks and
opportunities is an inherent part of our investment
process. Gaining a robust understanding of these issues
is a key part of assessing the outlook for future cash
flow generation and the risks to an investment.

As long-term owners, we aim to act as responsible
stewards of our clients’ capital by exercising our proxy
voting rights and having open dialogue with portfolio
companies on a broad range of issues, including ESG-
related issues.

Over the years, we have taken steps that highlight our
commitment to responsible investing, and we will
continue to review and evolve our approach to
responsible investment. We have been abiding by the UK
Stewardship Code since 2010, and in January 2020, we
became signatories of the United Nations-sponsored
Principles of Responsible Investment ('PRI), the globally
recognised accord for responsible investment.

Climate Governance

HWTF recognises climate change as an emerging
external risk. As such, it is integrated into HWTF's regular
risk assessment processes. The HWTF board also
encourages Herald to consider environmental factors
when selecting and retaining investments.
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Climate change risk

Implications of climate change for strategy

Herald Worldwide Technology Fund does not seek
specific climate outcomes as part of its investment
objective. However, HIML believes that the need to create
a more sustainable world represents a considerable
upside opportunity for companies contributing to the
transition, and a significant downside risk for those who
are not. Given the long-term investment time horizon of at
least five years, we need to consider not only the risks
from climate change itself but also how market forces
and regulation could influence the potential returns for
shareholders.

Climate change risk

The financial risks from climate change are typically
classified as physical or transitional risks. Physical risks
are those arising from the changing climate and extreme
weather events (acute risks are event-driven, e.g.,
flooding, and chronic risks are due to longer-term shifts,
e.g., rising mean temperatures). Transitional risks are
those arising from the changes to regulations, such as
the move to net-zero carbon. The portfolio is well
diversified to mitigate against physical risks. Changes in
climate regulation, governing both the Fund and investee
companies, will create some uncertainty. A number of
investments address the challenges arising from climate
change and may benefit. However, if climate change has
a significant adverse impact on the wider economy, the
Fund could be negatively affected.

In comparison to the broader economy, the Fund has a
relatively low carbon impact. The board of the Fund
encourages the Herald to consider ESG factors when
selecting and retaining investments. HIML's Stewardship
Approach and Policy outlines how HIML actively monitors
and manages investee companies, to protect their clients’
investments. HIML reports on these activities annually in
its stewardship report.

Given the focus of the Fund on investing in the
technology, communications and multi-media sectors,
the Fund has a relatively low carbon intensity and carbon
footprint compared to the wider economy and minimal
exposure to ‘TCFD climate material’ sectors.
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The Fund does not target a specific level of CO2e
emissions and HIML regards portfolio carbon footprints
and carbon intensity as a function of industry exposures
rather than a company’s ambition around
decarbonisation. Some of the companies that are most
important to the decarbonisation of the economy may
have high and increasing COZ2e intensity as they might
be investing in production facilities to support higher
levels of production to assist in the transition to a green
economy. Many of the largest technology companies in
the world are leading in CO2e emissions reduction, have
ambitious net zero targets and are encouraging the
smaller companies in their supply chains to reduce
emissions.

Climate Scenario Analysis

Due to the complexity of how climate systems interact
and the influence of government and business decisions
on greenhouse gas emissions, it is not possible to
accurately predict future impacts, particularly in the long
term. Therefore, climate scenarios are used to envisage
potential futures and the associated risks.

Our external consultants developed three scenarios
using various climate models and internationally
established frameworks. These are aligned with the
Network for Greening the Financial System'’s (NGFS’)
‘orderly’, 'disorderly’ and ‘hothouse world’ scenarios.

‘Orderly transition’ scenarios assume climate policies are
introduced early and become gradually more stringent,
reaching global net zero emissions around 2050 and
likely limiting global warming to below 1.5-2 degrees
Celsius on pre-industrial averages.

‘Disorderly transition’ scenarios assume climate policies
are delayed or divergent, requiring sharper emissions
reductions achieved at a higher cost in order to limit
temperature rise to below 1.5-2 degrees Celsius on pre-
industrial averages.

‘Hothouse world’ scenarios assume only currently
implemented policies are preserved, current
commitments are not met and emissions continue to
rise, with high physical risks and severe social and
economic disruption and failure to limit temperature rise.
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Risks and Opportunities

Below is a current assessment of the climate-related
risks and opportunities the portfolio may face over the
short (0-5 years), medium (5-15 years) and long-term
(15+ years) under the different climate scenarios. Further
information on the assessment process is provided in
the Risk Management section.

Short-term risks and opportunities (0-5 years)

In the near term climate-related risks for most portfolio
holdings are more likely to be transitional than physical.
There is some evidence that climate change is making
weather events more unpredictable and severe. HIML
believes that individual disasters will have a modest
overall impact on the assets of the Fund given the
diversified nature of the portfolio, the primary locations
of portfolio companies being in developed countries, and
the disaster recovery plans of investee companies, that
individual disasters will have a modest overall impact on
the assets of the Fund. HIML, therefore believes that it is
unlikely that these physical risks will reach a systemic
level of impact across the portfolio within 5 years, even
under a hothouse world scenario. It is possible that the
impact could be significant for some individual
companies. In the past, the operations of a number of
portfolio companies have been impacted by flooding in
Thailand and are at risk from wildfires in California and
Australia and typhoons in Taiwan, in particular, and
South East (SE) Asia, in general.

In the short term, what is of far greater significance are
the trends in technology, policy and markets shaping the
transition. The majority of investments in the technology
and media sectors have a low carbon footprint and the
carbon emissions of the portfolios are estimated to be a
fraction of those relative to the large companies indices
in the UK and US. Furthermore, much of the world’s
most advanced technology and intellectual property
tends to reside in the wealthiest and most advanced
economies, which themselves have strict environmental
standards. Numerous investee companies assist in
improving the world environmentally and the Fund has
invested in companies that produce products where a
key focus has been to reduce power consumption or to
generate or store energy in a more environmentally
friendly manner.
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Technology risks: Unsuccessful investment in new
technologies

One of the largest sectoral components of the portfolio
is software, which provides efficiencies for enterprises,
governments and consumers. Technology also provides
energy-efficient communications, entertainment and
more; and we firmly believe that capitalism and
technological innovation combined are the central
requirements to address the environmental challenges
we face.

The development, and recent aggressive investment in
sophisticated and very powerful artificial intelligence
models is having a profound societal and global
economic impact. In the near term there is a very
significant increase in the power consumed by Al data
centres — this is an additional challenge to achieving net
zero. The global technology sector is investing
substantial financial and human capital to improve the
power efficiency of these Al data centres. These efforts
will in the short term only mitigate the increased power
demands of ever larger and more complex Al models. In
the longer term technological improvement is critical as
the current rates of growth in energy consumption are
unsustainable. Technology will be important not just in
improving efficiency but also in generating and storing
electricity. Recent significant investments have been
announced by most of the Al data centre companies in
nuclear power both traditional nuclear and next-
generation small modular reactor (SMR) technology.

For companies which rely heavily on technology, there is
a risk that when they move to lower carbon options, this
investment is unsuccessful in the long term. This risk is
significantly more material in HIML's investments, due to
the technology focus of HIML's funds. It could lead to
reduced investment returns, due to investment in
technology-related assets that are subject to lock-in.
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Short-term risks and opportunities (continued)

Policy & legal risks: Enhanced emissions reporting and
other reporting obligations

There will clearly be climate transition risks for many
companies in the wider economy and HIML has
highlighted the increasing challenge in complying with
environmental regulation and reporting requirements.
Additional regulations may be introduced, specifically in
the financial sectors, such as the Green Taxonomy and
EU Sustainable Finance Disclosure Regulation ('SFDR).

If HIML do not appropriately manage these risks, there
is a possibility of litigation and non-compliance.
Complying with new regulations is associated with
increased operating expenditure for internal resources
and third-party consultants.

HIML currently monitors upcoming legislation changes
to ensure compliance, has calculated a full carbon
footprint and introduced measures to reduce its carbon
emissions. HIML has made some preparations for any
new reporting requirements regarding emissions.

Policy & legal risks: Mandates on and regulation of
existing products and services

The financial sector may be subject to an increase in
regulations. For example, the incoming UK Green
Taxonomy and the endorsement of gold-plated
International Sustainability Standards Board ('ISSB’)
rules by UK regulators, could impact the products and
services that HIML can offer, of which HWTF is one.
Complying with new regulations can lead to increased
operating costs for the Fund.

Some companies within the portfolio are likely to see
their revenues grow as they produce products that
facilitate a reduction in CO2 emissions and mitigate the
damage caused by climate change. Conversely, we
believe that both the orderly and disorderly scenarios
increase the transitional risks for holdings with
significant emissions from their direct operations or
value chains. These include semiconductor holdings
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such as Micron and Samsung (memory manufacturers)
and Tower Semiconductor (an analogue/mixed-signal
foundry); such companies may face higher costs to
operate or other restrictions as emissions regulations
tighten and the cost of carbon increases. Valuation and
price risks can be created by Government intervention,
for instance rapidly driving new investment into the
relatively small parts of the economy focused on
sustainability products - an influx of capital is in some
areas driving up the prices of some “sustainable”
investments which may in time lead to a reduction in the
future returns available to investors in such
technologies.

Summary

Under hothouse world scenarios, with a less supportive
policy environment and a slower pace of technological
progress, the risks and opportunities noted above may
not occur over this short time horizon. There is evidence
of retrenchment by Governments in the speed of
implementation of their green policies in the face of
consumers struggling with high energy costs and the
increased focus on energy security. Examples include;
expanding coal mining in Germany, delays to the small
modular reactor (SMR’) programme and push back on
the date for phasing out internal combustion engines
and gas boilers in the UK. Shockingly, measured
globally, the use of burning coal to generate electrical
power is still increasing . There are often comparative
cost penalties to climate leadership in the short term.
That might allow high emitters and those with carbon-
intensive value chains to defer investment or
diversification and benefit from near-term cashflows
and returns. This portfolio has a low exposure to such
emitters and would not be a relative beneficiary of delay.
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Medium-term risks and opportunities (5-15 years)

Over the medium term, the range of outcomes from an
orderly versus disorderly transition are more disparate.
Under an orderly transition, we expect significant
opportunities for companies providing climate solutions
and those that can reduce their emissions substantially.
Under a disorderly transition, in particular with an
unstable and unpredictable government policy
environment; long-term planning and the return on
investment for companies are more difficult to forecast.
Any opportunities to benefit from introducing “greener”
products are likely to be more muted as national and
regional diversity in climate policy introduces additional
complexity to business planning. In particular smaller,
nationally or regionally focused companies will face
different challenges from those seeking to operate
globally. Some may be able to continue to earn returns
from high-emitting activities for longer.

Physical risks: Storms, typhoons and hurricanes

Over this period, it is likely that the physical impact of
climate change will become more widespread and
systemic. Southeast Asia and the Eastern Atlantic
regions are prone to hurricanes and typhoons, which
can impact supply chains. This is material for the
technology sector, as many components are
manufactured in the SE Asia. Primary examples include
semiconductor and chip production in Taiwan, a
typhoon-prone area. Increased storms or typhoons due
to climate change could impact investment returns, as
a company’s assets could be devalued, or product
availability and pricing could be impacted. Furthermore
companies that use semiconductors in their products
might also be adversely affected.

Physical risks: Water stress and water shortages

Water stress and shortages, may be a significant risk
for certain manufacturing processes, such as
semiconductor manufacturing, which are water-
intensive. This may impact the assets in which HIML's
funds are invested and affects not only the relatively
small number of holdings directly at risk but also other
holdings further down the supply chain that use

Climate Report FY23/24

semiconductors. This may create additional expenses
across the sector globally. The Fund's semiconductor
holdings with operations in Taiwan are of particular
concern, although, the industry is increasing the use of
recycled water.

Taiwan also has an environmentally unfriendly
electricity generation mix. In 2023, coal-fired power
generation accounted for 43% of its power mix, gas
was around 40%, renewables around 9%, nuclear
around 6.3% and the remaining was accounted for by
other sources including hydro. This energy mix is not
only environmentally unfriendly but leaves Taiwan
vulnerable to an energy blockade. In May 2024 Lai
Ching-te was inaugurated as Taiwan’s new president —
his opposition to nuclear power will make Taiwan’s
energy challenge even greater. The demands from
TSMC for more green electrical power are putting
pressure on the Taiwanese Government and may lead
to a reversal of the nuclear ban.

Summary

The geographical and sectorial diversity of holdings
across the portfolio may provide some resilience to
regional climate impacts. Furthermore, given the high-
technology nature of the portfolio with many
companies offering solutions to improve power
efficiency and reduce energy usage there will be some
beneficiaries. The relatively low carbon footprint and
carbon intensity of the portfolio should mitigate the
impact of climate change. If the current global
economic environment of high energy costs and
increased interest rates persists then global growth will
be diminished and the higher cost of debt is likely to
limit Government expenditure on the net zero transition
and the value of ‘green’ infrastructure projects that can
be financed economically both by the state and private
enterprise.

10
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Long-term risks and opportunities (15+ years)

In the long run assessing risks and opportunities to the
portfolio becomes particularly difficult due to the
increased uncertainties involved and the enormous
range of potential outcomes.

Physical risks

Under a hothouse world scenario, the impact of
physical climate impacts on holdings in the portfolio
become a much greater risk to returns. Some climate
models illustrate a much greater probability of floods,
droughts, wildfires and other climate impacts, such as
glaciers and polar ice sheets melting causing a sea
level rise. Under such scenarios, the impact on
Government policy, population migration and overall
economic activity - and thus shareholder returns - is
likely to be widespread and systemic, with very few
holdings unaffected. Some companies may lose their

markets and significant supply chain disruption is likely.
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Transition risks

Under orderly or disorderly transition scenarios, the
trends outlined in the medium term are likely to persist.
Low carbon intensity businesses and those which offer
high technology that may assist in mitigating the
impact of climate change are likely to be relative
beneficiaries. Conversely, older economy and carbon-
intensive business to which the Fund has a low
exposure will be losers. With a disorderly scenario,
countries with less advanced technology that have
failed to invest, may offer markets for those companies
and economies that have developed solutions to
address climate change. It is conceivable that in a rapid
and disorderly transition that the scale of the shock
could cause severe disruption and a global depression.

11
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HIML's Approach to Responsible Investing and Climate

Risk Management

Objectives
HIML's ongoing Responsible Investment objectives are:

» To assess material ESG risks as part of the
investment process;

» Toact as responsible owners by engaging with
portfolio companies where a material ESG issue
exists and exercising our proxy voting rights where
appropriate; and

« Toidentify portfolio companies with high
greenhouse gas (‘GHG') emission risk and
encourage reporting and reduction in line with TCFD
guidance through engagement.

Integration of ESG into the investment process

For HIML's actively managed portfolios and
investments, HIML's investment team undertakes in-
depth company research seeking to identify sustainable
competitive advantages that enable businesses to
generate excess returns on capital and predictable cash
flows. As bottom-up fundamental investors, we
consider ESG effectiveness alongside other risks faced
by companies we own and investigate. ESG analysis is
integrated into our investment process and is not a
separate function. We are active investors who interact
closely with the management of the companies in
which we invest as well as their suppliers, customers,
and competitors where possible.

We recognise that ESG considerations, such as a
company's board structure, environmental practices, or
labour policies can affect a company’s valuation and
financial performance. Therefore, our investment
professionals incorporate ESG issues into their
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research and decision-making process. Investment
research includes an assessment of a company’s
inherent quality based on the following quality criteria:

» Economic Moat — Assessment of the sustainability
of a company’s competitive advantage(s)

» Agency Risk — Assessment of the extent that
management will act in the best interest of
shareholders

* Business Risk — Assessment of the predictability
and reliability of future cash flows and earnings

» Reinvestment Potential — Assessment of a
company’s ability to reinvest profits back into its
business at high incremental rates of return.

Analysis of ESG factors forms part of the range of
issues that affect the economic sustainability, agency
and business risk of companies. Gaining a robust
understanding of these issues is a key element in the
assessment of the outlook for, and risks to, the
sustainability of future cash flow generation. Herald’s
investment team will make a determination about the
ESG risks that are material for each company. We look
for companies with strong staff and customer
retention, which generally denotes a strong social and
governance environment. We do this by directly
interacting with management and by reviewing
available quantitative and qualitative data on an annual
basis as well as ad-hoc for any extraordinary ESG
incidents. Any material risks identified may warrant
further engagement where necessary.

13
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HIML's Approach to Responsible Investing and Climate

Risk Management

Guidelines on Exclusions

HIML recognises the growing importance that
environmental issues play in our global economy. The
scale of these factors will differ by company, sector, or
region. Companies within the areas of technology and
communications tend to be enablers of environmental
efficiency rather than contributors to substantial
environmental damage. Nevertheless, climate change
and its effects will continue to pose ever-changing
systemic risks. We understand these risks vary by
industry and as such should be managed using the
principle of materiality in accordance with TCFD
guidelines, so as not to put undue burden onto smaller
companies which do not have a large environmental
impact.

Although no industrial sectors are currently explicitly
excluded from the remit, the nature of the technology,
communications and multi-media sectors that Herald
focuses on implicitly limits investment in a number of
the most environmentally damaging sectors, such as

coal mining or generating energy by burning fossil fuels.
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As a result, we have developed a more focused
emissions-related risk methodology to help identify
investee companies which may be high emitters and
encourage them to improve climate related disclosures
and reduce emissions. Our climate change risk matrix
highlights the highest emitting companies in our
portfolio based upon their Bloomberg BICS Level 3
Sectors. It allocates them a risk factor from 1-6 with 1
being the lowest risk and 6 being the highest.
Companies which have a risk factor of 3 and above
based on their sector are then identified for further
analysis. HWTF owns no companies in the high or
highest risk categories and a large proportion of HWTF
are at the lowest risk. The majority of companies in the
medium-high exposure are in the semiconductor and
technology hardware sectors, which are ranked as 4 out
of 6 in terms of environmental risk. The tables displayed
here show the HWTF holdings environmental risk
categories.

14
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HIML's Guidelines on Incorporating Risk Factors

Environmental Factors

The amount of exposure in each sector given our AUM
as of 31st March 202 can be seen in the below table.
The number and percentage of companies within
HWTF at each risk level is summarised in the table
above. After the first phase of analysis, 48% is
highlighted as medium-high risk and 3% is highlighted
as medium-low risk, a further 3% as low risk and 48% as
lowest risk. We review the companies which emerge
and check if the nature of their business model and
likely emissions profile is in line with their risk
classification. Often, generic sector category
classifications do not reflect the emissions of the
specific company.

Where relevant, a further assessment of the materiality
of the environmental risks posed by the operations of
the highlighted business is carried out. If the company
is likely to be a higher emitter, we check their reporting
of emissions and if they have a reduction plan. If either

No. Companies in HWTF Portfolio by Environmental

is absent, an engagement process with the company
will be initiated with the intention to encourage both
reporting and the enactment of a reduction or
abatement plan. By identifying these riskier sectors and
analysing their ESG credentials, we are mitigating the
climate risk posed by these companies. We realise
there is an additional cost to this through requirements
in gathering data and additional reporting. However
given the large cap focus of HWTF, the portfolio
companies generally already have adequate reporting
and systems in place relating to ESG.

In several instances, where applicable, HIML will use
our proxy votes for shareholder resolutions relating to
these environmental issues. HIML also track to see if
our investee companies have other key policies related
to the environment, such as those relating to water
usage and hazardous waste. This helps ensure
responsible production and consumption of vital
resources..

No. Companies in HWTF Portfolio by Environmental

Risk Category Risk Category
Risk Matrix ll\rl]oHC\:lcv)_rF::pames %
1 Lowest 19 48%
2 Low 1 3% 19 19
3 Medium Low 1 3%
4 Medium High 19 48%
5 High 0 0%
6 Highest 0 0% 1 1
40 100% Lowest Low Medium Low Medium High
Emission Risk Factor (HWTF) BICS Level 3 Sectors Value £M % AUM
4 - Medium High Semiconductors 20.0 22.9%
Technology Hardware 21.6 24.8%
41.6 47.7%
3 - Medium Low E-Commerce 6.2 7.1%
Discretionary 6.2 7.1%
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HIML's Guidelines on Incorporating Risk Factors

Guidelines On Social Factors

HIML tracks a range of social factors which affect
businesses and employees, many of which are
indicators of the quality of governance within the
company. Many of these factors are assessed through
our engagement with the businesses, and include
employee turnover or diversity. Other factors are
evaluated using Bloomberg data. We also track if the
company has policies on key issues such as human
rights, anti-bribery, intellectual property protection and
child labour. The business models of investee
companies typically involve the employment of highly
skilled, well-paid staff. They are typically paid above
national average wages and their employee welfare
standards are generally good. There is internal
judgement and subjectivity applied to this section to
determine their relevance in the context of the
geographies in which the companies operate. We are
supportive of global norms on human rights, labour,
environmental and anti-corruption standards. These
guidelines are encapsulated in numerous frameworks
which are being progressively adopted by the
companies in which Herald invests with the larger
companies typically having a higher adoption. Many of
the larger companies in the technology sector such as
Apple and Microsoft lead in the adoption of such
frameworks. We witnessed this commitment to
corporate social responsibility first hand in 2024 when
meeting an electronics manufacturing service company
which manufactured components for Broadcom used
in Apple phones. They explained how Apple’s extensive
audits involve site visits and interviews with staff on
their wellbeing and treatment in the company, which
shows how far reaching their efforts have gone.
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Guidelines On Governance Factors

Assessing a company’s corporate governance practices
has always been a crucial aspect of HIML's investment
process. We recognise that there is no single indicator
with global application that identifies when companies
are failing to adopt best corporate governance
practices, and that different markets may adopt
different practices and structures of corporate
governance. However, the majority of our interactions
relate to board composition and compensation to
ensure the appropriate skills and independence are
available to oversee accounting risk and other
governance functions. HIML uses engagement and
proxy votes to ensure appropriate oversight. As such,
we believe governance cannot be easily encapsulated
using numerical metrics but requires a more holistic
approach. Therefore, our approach to corporate
governance may change according to a company’s
local laws, regulations, established guidelines and the
size and maturity of the company, and will be informed
by our interactions with the company’'s management
team and Board.

Proxy Voting

HIML considers that proxy voting rights are an
important power, which if exercised diligently can
enhance client returns and should be managed with the
same care as any other asset managed on behalf of its
clients. We assess company proxy proposals on a case-
by-case basis and consider whether the resolution will
enhance the certainty of long-term cash flow
generation that we expect from the company. As
previously mentioned in the preceding sections, where a
company fails to address the concerns raised by HIML
on ESG factors discussed, we will consider escalation
through the use of our proxy votes to encourage
improvement.

16
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Engagement at HIML and TCFD Reporting Targets

As a long-term investor, HIML is committed to engaging
with all portfolio companies on a broad range of issues.
Matters of strategy, capital structure, performance and
risk, are the responsibility of the investment team and
are the subject of regular engagement. HIML focuses
its engagement on material issues, particularly those
which could affect future cash flows. We are also
focused on safeguarding against short-term actions by
either companies or their shareholders which may not
be in the best interests of our clients. The level of
engagement on ESG issues is also considered in the
context of the relative size of our shareholding. In 2023,
HIML developed a climate engagement strategy to
focus on encouraging companies in the high-risk
sectors (Medium Low — Highest; the top four of our six
risk levels) to report in line with TCFD for the two funds
HIML currently manages — Herald Investment Trust
(‘HIT") and the Herald Worldwide Technology Fund
(HWTF).

HWTF TCFD KPI Progress

Key Performance Indicators

We have set short (2030) and long-term (2040) targets
for percentage of invested companies by value
reporting Scope 1 & 2 and percentage of invested
companies by value with an emissions reduction plan,
with a focus on high-risk sectors (Medium Low —
Highest). Performance against these TCFD reporting
targets will become a KPI for HIML's investment
portfolios, including HWTF.

Short Term (2030)

Long Term (2040)

High Risk Sectors (Medium Low —

Highest) 2023 2024 Target Target
% Reporting Scope 1 & 2 by Value 81% 96% 90% 100%
% Emissions Reduction Plan by Value 49% 73% 90% 100%

HWTF TCFD KPI Progress Short Term (2030) Long Term (2040)
Total Portfolio 2023 2024 Target Target
% Reporting Scope 1 & 2 by Value 82% 92% 90% 100%
% Emissions Reduction Plan by Value 53% 67% 90% 100%
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Results

The percentage of companies within HWTF reporting
Scope 1 & 2 emissions can be seen in the table above.
After the manual checks involved in our engagement
policy, we found that many more companies already
report their emissions and unfortunately Bloomberg's
data tool was not picking all of these up. In an attempt
to gain more data, a manual search was done on all
companies in the portfolio. The increase in the number
of companies reporting is a result of this but more
importantly a result of current global efforts to improve
reporting of CO2e data. It is worth noting the total
companies reporting Scope 1 and 2 emissions in the
whole portfolio is already meeting our long-term 2030
target of 90%, with 67.5% of the whole portfolio also
now having emission reduction plans. The initial
analysis of the HWTF portfolio meant we did not have
to engage with any of the companies in 2024. This
contrasts with other portfolios managed by HIML,
where significant engagement took place.

Where the investment team believe that they have
identified material risks to a business, be these climate-
related or otherwise, they may undertake a higher level
of direct engagement, whereby they seek to understand
the company’s approach. HIML will encourage that
risks are minimised and opportunities maximised,
where material to the success of the company.
Information with regards to individual company
engagements is reported annually in HIML's annual
Stewardship Report available on the website
(www.heralduk.com).

Key metrics (as at 31st March 2024)

The following emissions and climate policy reporting
metrics are used as part of the managers’ assessment
of climate-related risks and opportunities for the Herald
Worldwide Technology Fund portfolio. It is believed that
some of these metrics may be helpful to the Fund’s
shareholders in understanding the risks that the Fund
faces from climate change and that they maToegate the
GHG emissions from the Fund's portfolio with those
from other investments in their reporting to their own
investors.
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The metrics include but are not limited to the carbon
footprint, weighted average carbon intensity and total
emissions of the portfolio as required by the UK
Financial Conduct Authority's (FCA") product-level
climate disclosure rules in the Environmental, Social and
Governance sourcebook. HWTF invests in a global
portfolio, many of which are leading the charge in terms
of environmental standards and governance. Though the
Al boom and the ensuing power requirements for this
have raised questions around the net zero targets of
global technology leaders. Who are looking to new
technologies such as nuclear SMR's, fusion and even
direct air capture as methods of tackling net zero. They
also maintain their lead on climate related disclosures.
This can be seen from the data detailing that 91.5% of
the portfolio already reports scope 1 + 2 emissions by
value with 67.5% of the portfolio having a reduction plan
in place. Reporting will continue to improve over time,
however, governments globally are apprehensive of
imposing the costs of climate change reporting on the
smallest quoted companies.

The FCA product-level climate disclosure rules also
require HIML to determine if a portfolio has concentrated
exposures or high exposures to carbon-intensive sectors
and if so to include quantitative scenario analysis
metrics. HIML does not believe that the HWTF portfolio
has a high exposure to such sectors and furthermore,
believes that climate value-at-risk metrics would be
unnecessary. Therefore, unless specifically required,
HIML has chosen not to provide climate value-at-risk
metrics or implied temperature rise metrics for all
portfolios as it believes current methodologies, data
quality and availability make them unreliable and could
potentially lead to inaccurate or misleading disclosures.

HIML tracks the progress that portfolio companies are
making in reporting emissions and also the number of
portfolio holdings that have policies to improve their
environmental impact. The policies include: Emission
Reduction, Climate Change, Energy Efficiency and Water
Efficiency. More explanation on the metrics used in this
section can be found in the footnotes.
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Key Metrics

Herald Worldwide Technology Fund

Total carbon emissions from listed companies held by the

Top100UK  Top 100 US

portfolio

Total Scope 1 & 2 emissions (tCO,e) 1,043 1,068 2% N/A N/A
Total Scope 1, 2 & Scope 3 emissions (tCO,e) 4,426 6,403 45% N/A N/A
Total Scope 3 emissions (tCO,e) 3,384 5335 58% N/A N/A

Carbon footprint of equity portfolio
Scope 1 & 2 emissions (tC02e) per £M invested 17 12 -26% 124 22
Scope 1, 2 & 3 emissions (tC02¢) per £M invested 72 75 5% 1,622 178

Weighted average carbon intensity (WACI) of the portfolio
Scope 1 & 2 emissions (tCO2e) per £M revenue 47 45 -5% 120 67
Scope 1, 2 & 3 emissions (tCO2e) per £M revenue 216 237 10% 1,618 448

Total carbon emissions from government fixed income securities held

Total Scope 3 emissions (tCO2e) - 1,016.00 N/A N/A

Emissions data availability and disclosure from holdings in the portfolio

% of AUM* with available reported scope 1&2 emissions

i 80.6% 91.5% 98.8% 94.3%
from data provider
% of AUM* with estimated scope 1&2 emissions from data o o i o
provider 19.4% 6.5% 5.7%
% of AUM* without reported or estimated scope 1&2 o o o o
figures from data provider 0.0% 1.9% 1.2% 0%
% of AUM* with reported scope 3 emissions from data o o o o
provider 77.9% 75.8% 98.9% 96.0%
% of AUM* with estimated scope 3 emissions from data o o i o
provider 22.1% 24.2% 0.5%
% of AUM* without reported or estimated scope 3 figures o 0 o o
from data provider 0.0% 0.0% 1.1% 3.5%
Additional Environmental Related Metrics Portfolio By AUM Portfolio By Number
%* Claim Net Zero Target 46.3% 41.7%
%* Has SBTI NZ Target 19.8% 25.0%
%* Claim Science Based Targets 25.0% 25.0%
%* Emission Reduction Policy 67.5% 63.9%
%* Climate Change Policy 60.3% 55.6%
%* Energy Efficiency Policy 55.8% 61.1%
%* Water Efficiency Policy 61.7% 52.8%
*Equity, excluding cash, bonds and zero value private companies Source: Bloomberg and company reports
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Fund

Definitions

Carbon footprint - This represents the aggregated GHG
emissions per million £/$ invested and allows for
comparisons of the carbon intensity of different
portfolios.

Emissions data availability and disclosure from holdings
in the portfolio - These metrics provide a guide to the
level of reported vs. estimated vs. unavailable data in all
emissions metrics for the portfolio.

Location-based: Emissions calculated based on the
average emissions intensity of the local electricity grid
where the energy is consumed.

Market-based: Emissions calculated based on the
specific energy contracts or renewable energy
purchases a company makes.

Scope 1 Emissions - Direct greenhouse gas (GHG)
emissions from sources owned or controlled by a
company (e.g., emissions from company vehicles or
fuel combustion on-site).

Scope 2 Emissions - Indirect GHG emissions from the
generation of purchased electricity, steam, heating, or
cooling that a company consumes.

Scope 3 emissions — All other indirect GHG emissions in
a company'’s value chain, including upstream (e.g.,
supplier emissions) and downstream (e.g., emissions
from product use and disposal) activities. These
numbers are more difficult for companies to calculate
and there is little standardisation in reporting. The data
for Scope 3 emissions, in particular, should be used
with the utmost caution and scepticism. In many cases,
companies only report part of their Scope 3 emissions
(for example business travel). This means that whilst
there is some reported data, it does not always equate
to full reported Scope 3 emissions across all Scope 3
categories covered by the GHG Protocol.

SBTI (Science Based Targets Initiative) - Using the
framework and methodology developed by the Science
Based Targets Initiative. ‘Approved’ companies are
those whose net zero targets have been validated by
the SBTi. ‘Committed’ companies are those who have
submitted a commitment letter and are in the process
of setting and submitting science-based net zero
targets or their targets are currently being validated.
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Total carbon emissions - The total emissions of the
portfolio represent the absolute greenhouse gas
emissions from assets held, allocated on an ownership
basis. This means a portfolio holding 1% of a
company's market capitalisation would be attributed 1%
of the company’s emissions.

Weighted Average Carbon Intensity (WACI) - The WACI
of the portfolio represents the aggregated carbon
intensities of the companies in a portfolio, scaled by
size of holding. The WACI metric therefore helps
measure a portfolio’s exposure to high carbon intensity
companies.

Methodology and Data
Reliability Issues

Our portfolio emissions

There are challenges in collecting, collating and
comprehending CO2 data for the Fund's portfolio. The
methodology we used was to collect the most recent
reported data using Bloomberg's data acquisition tools
and ensure it is a reasonable representation of the
portfolio’s emissions. It was clear that this was possible
for Scope 1 data. However, it was more difficult for
Scope 2 and 3 emissions due to differences in
standards and their interpretation by companies. An
example of this is the 2 different approaches to
measuring scope 2 emissions; location-based and
market-based. Location-based emissions are based on
the average emissions intensity of the local grid the
electricity is drawn from. Market-based emissions are
based on the emissions from electricity the company
specifically procures, reflecting any green energy
contracts or offsets they've secured.

Scope 3 emissions include upstream activities such as
emissions from purchased goods, business travel and
waste disposal. The issue however lies in the
measurement of downstream activities such as the use
of sold products and disposal of sold goods. HIML
believe that this makes Scope 3 a particularly unreliable
metric due to the estimations and assumptions
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Methodology and Data Reliability Issues

involved. HIML took the portfolio dated at 31st March
2024 and looked for the most recently reported, looking
first for data reported in 2023 and then if unavailable
we would select reported data from 2022 as a near
proxy. Where neither year had reported data, we used
Bloomberg estimated data to fill in the missing data for
each company. For scope 2 emission data we first look
for market-based emissions and then if this is
unavailable we fall back to the locations-based
emissions.

This Bloomberg estimate data relies on an industry-
implied model that we believe takes the average
(probably the mean) reported data for each sector. This
model has reliability scores based on Partnership for
Carbon Accounting Financials (PCAF) which allows the
origin of the data to be identified. Where real data was
available from Bloomberg they were verified by looking
at the company’s most recent annual report or ESG
report.

91.5% of the portfolio by value have reported Scope 1 &
2 data whilst 6.5% is covered by Bloomberg estimated
data meaning 98% of companies are represented by
some level of emissions data. Only 1.9% of our portfolio
has neither reported or estimated data.

We have spent significant time evaluating this data and
it is fairly inconsistent and variable. We noticed two
interesting trends from examining the data in 2023
which was that estimated data for Scope 1 & 2
emissions tended to overestimate the emissions
compared to reported data whilst Scope 3 estimates

underestimated those when compared to reported data.

HIML believe a reason for the first trend is the use of
industry averages which does not classify companies
into sufficiently granular and homogeneous sectors
meaning companies with different operational
characteristics and thus emission profiles will be
bundled together. The challenges that we and
Bloomberg face in finding estimated
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emissions data or proxies is that in the most granular
sector definitions (BICS level 5) there may not be any
companies globally reporting CO2 data. This requires
proxy companies to be found in a less granular sector
definition (such as BICs level 3), the challenge then is
that the disparity of business models and hence carbon
intensity can vary enormously and that the mean
measure of central tendency can be heavily impacted
by this outlying data resulting in large standard
deviations.

For approximate, comparative purposes only, we
include the emissions metrics for the largest 100
companies on a weighted index basis in the UK and US.
It is interesting to note that the US top 100 Scope 18&2
emissions carbon footprint is 22 tCO2e per £ invested
versus 124 tCO2e per £ invested in the UK, i.e., the UK's
largest 100 companies carbon footprint is 5x as much.
The explanation is two fold; firstly the valuations of the
US companies are much higher in relation to revenue
and secondly the nature of the companies is very
different. The US is dominated by the technology giants
(including Apple, Microsoft and Google), trading on high
multiples and well on their way to achieving net zero for
Scope 1 and 2 emissions whereas the UK 100 index
has companies including Shell, Rio Tinto and BP in the
top 5. It is interesting to note that an investor focused
on achieving a low carbon footprint would tend towards
high multiple US tech companies and away from a UK
stock market with a higher proportion of lower revenue
multiple extractive businesses.
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Additional Notices

Herald Investment Management Limited (HIML) uses a
combination of internal research and analysis and third-
party data sources when preparing ESG-related
disclosures.

Prior to using data sourced from a third-party provider,
HIML conducts appropriate due diligence on the third-
party provider including validation of their methodology
and assessment of their coverage and then carries out
spot checks of the data periodically, escalating issues
to the third-party provider where necessary.

However, HIML cannot guarantee that such data is
complete, up-to-date and/or accurate. Furthermore,
information disclosed is based on data established at a
specific time which may be liable to change. More
generally, the coverage, standardisation, and
comparability of ESG data is generally variable and
continues to change and develop over time.
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This disclosure is not intended to be used for marketing
purposes and nor does it constitute investment advice
or a recommendation to make (or refrain from making)
any kind of investment decision and may not be relied
on as such.

The figures in this report are aggregations and
calculations which draw upon data from our external
data providers, principally Bloomberg. Many of the
emission figures are estimated by the use of averaging
proxy data from companies that operate in the same
sector that have reported actual CO2 equivalent tonnes
of emissions per £m of revenue. It is difficult to know
the extent to which estimations are a reasonable
approximation to reality.
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