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Summary

The Fund promotes environmental characteristics and aims to support the objectives of
the Paris agreement by ensuring more capital is invested into companies that contribute
to the global mitigation of greenhouse gas (GHG) emissions. More specifically the Fund
promotes the environmental characteristic climate change mitigation. At least 70% of the
companies funded by the Fund will have a climate tech focus.

Although the Fund does not have as its objective sustainable investment, it partially
makes sustainable investments. The Fund expects that at least 70% of the investments
will qualify as sustainable investments under the SFDR and that all investments will be
aligned with the environmental characteristics promoted by the fund. The Fund invests in
climate tech venture capital (VC) and private equity (PE) funds. These funds in turn invest
the capital into climate tech startups and scaleups that use the invested capital to
further develop their products and/or scale.

Through a process of five steps, funds are assessed on their impact potential as well as
financial attractiveness. In the first step, it screens the worldwide climate fund landscape
through scraping of public sources and networking in the climate tech investing sector. In
the second step, it does a ‘quick scan’ where funds are quickly assessed on risk, return
and impact. The third step is the impact due diligence, where a fund is assessed in depth
on the quality of their impact approach and impact performance of their prior funds.
Funds must score at least a 3 on average as well as a 3 on the investment mandate on a
scale of 1 to 5. Fourthly, the general due diligence is done where the focus is on the
strategy, team, organization and track record, with the goal of assessing the risk/return
profile of the underlying fund. Finally, the Investment Committee votes and formally
approves an investment.

Carbon Equity does these assessments based on information and data provided by the
underlying investment managers themselves, public sources and reference calls. This
data is used for due diligence and to track the impact performance of the portfolio.

Carbon Equity intends to engage with fund managers at least annually on their impact
strategy and performance. After committing to underlying funds, Carbon Equity monitors
on a continuous basis which companies they invest in. Carbon Equity assesses each for
each of these companies whether they have a substantial decarbonization potential.
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No sustainable investment objective
This financial product promotes environmental or social characteristics, but does not
have as its objective sustainable investment. The Fund will partially make sustainable
investments.

The objective of the sustainable investments that the Fund will make is GHG mitigation.
These sustainable investments will contribute to this objective by providing venture or
growth capital to companies that bring climate technologies to (mass) market which
mitigate GHG emissions. Carbon Equity is a fund-of-funds investor, and invests in ‘blind
pool’ funds, which are funds that have made few or no investments into startups or
scaleups yet at the time that Carbon Equity commits to these funds. As such, Carbon
Equity can only assess the policies and processes with which a fund will ascertain that
its investments have a positive impact and do not cause significant harm to any
environmental or social sustainable investment objective. Carbon Equity assesses the
scope and quality of these policies and processes, as well as how these policies and
processes have been applied in a specific investment example, if such an example is
available at the time of investing. During the lifetime of the investment, Carbon Equity will
check whether the fund managers of the funds the Climate Tech Portfolio Fund II invested
in, indeed apply their policies regarding PAI's that were assessed during the initial due
diligence. Also, Carbon Equity will assess the PAI data funds are required to report
annually, and engage in the case of extreme values, with the potential ultimate
consequence of divesting from the fund.

Carbon Equity assesses the quality with which funds take principal adverse impacts
(PAIs) into account in its ESG analysis. As Carbon Equity invests in ‘blind pool’ funds, it is
not possible to take PAI indicators into account in a quantitative way. Instead, Carbon
Equity assesses that fund managers have a sufficient process to collect PAI data and
weigh these PAIs into the decision making, either by having established thresholds or
having consistent conversations on the PAIs in the investment committee. 

Carbon Equity will track PAI data per fund and compare this to other funds. In case of
extreme values, it will engage with the fund manager, with the ultimate potential
consequence of divesting.
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Environmental or social characteristics of the financial product

The Fund promotes environmental characteristics and aims to support the objectives of
the Paris Agreement by ensuring more capital is invested into companies that contribute
to the global mitigation of GHG emissions.  More specifically the Fund promotes the
environmental characteristic climate change mitigation. 

Investment strategy

Carbon Equity’s Climate Tech Portfolio Fund II aims to support the objectives of the Paris
Agreement by ensuring more funding goes to companies that contribute to the mitigation
of GHG emissions. The Fund invests in climate tech venture capital and private equity
funds. These funds in turn invest the capital into climate tech startups and scaleups that
use the invested capital to further develop their products and/or scale. Climate tech
startups and scaleups are companies that bring climate technologies to market, which
contribute to GHG mitigation by offering lower carbon alternatives to existing products,
helping existing companies reduce their emissions with innovative technologies, or
directly capturing CO2 from the air. 

It is Carbon Equity’s goal to fund companies that commercialize and scale ‘critical
net-zero technologies’, i.e. technologies that are considered essential to build a net-zero
GHG emissions economy. Carbon Equity selects fund managers on their alignment on
this goal. Carbon Equity’s ambition is to select the top 10% of climate VC and PE funds in
terms of financial and climate impact performance.

In its ESG analysis, Carbon Equity assesses the quality with which fund managers assess
the good governance of potential investee companies. Carbon Equity ascertains that for
all funds that are classified as Article 8 and Article 9 funds under the SFDR, the fund
manager will screen the governance of a potential portfolio company against both the
OECD Guidelines for Multinational Enterprises and the UN Guiding Principles on Business
and Human Rights in their due diligence process. For funds that are not classified under
the SFDR, Carbon Equity will ensure that there is a good governance screening process
prior to investing, but will allow frameworks other than the two mentioned above to be
used.
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Proportion of investments

The Climate Tech Portfolio Fund II will allocate all capital under management to impact
venture capital and growth equity funds with the goal to contribute to GHG emissions
mitigation. Since Carbon Equity mostly invests in funds or funds of funds most exposures
are indirect. Through co-investments with fund managers, a small part of the exposure
(up to 10% of committed capital) may be direct. Carbon Equity exclusively selects fund
managers with an ambitious environmental goal with regard to GHG reduction, who have
aligned their internal practices sufficiently with that goal in order for Carbon Equity to be
confident that they will deliver on this promise. 

Most of the funds Carbon Equity selects are expected to be classified as Article 9 under
the SFDR and will hence invest all of the capital in companies that classify as (#1A)
sustainable investments. Carbon Equity expects that at least 70% of capital will go to
Article 9 funds. The majority of these have an exclusive focus on GHG mitigation, but
some will have a broader impact scope. Next to these Article 9 funds, Carbon Equity
expects that at most 30% of capital will go to funds that classify as Article 8 or do not
classify under the SFDR at all. The Fund might commit to impact VC or PE funds which are
based outside of Europe and choose not to report in line with SFDR requirements, even
though their portfolio has the potential to be Article 9 aligned. Because these funds will
not adhere to the SFDR reporting requirements, and Carbon Equity currently does not
have the leverage to get funds to perform these analyses themselves, nor the means to
collect the required data to do this classification on their behalf, none of the investments
made in these funds will be classified as a sustainable investment. Rather, they will fall in
#1B Other E/S characteristics. In addition, Carbon Equity might commit to funds that
decide to classify as Article 8 rather than Article 9 to manage administrative workload,
even though their portfolio has the potential to be Article 9 aligned. While some of their
investments may be classified as sustainable investments, all of these investments are for
now assumed to fall under #1B Other E/S Characteristics.
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Monitoring of environmental or social characteristics

After committing to underlying funds, Carbon Equity monitors on a continuous basis
which companies they invest in. Carbon Equity assesses each for each of these
companies whether they have a substantial decarbonization potential. This is done with a
proprietary methodology based on frameworks like the EU taxonomy, and
decarbonization pathways from IEA, Drawdown and McKinsey Sustainability Insights.
Furthermore, Carbon Equity collects data in order to report on the sustainability
indicators to show that the environmental characteristics are met. Per underlying fund,
Carbon Equity internally sets a target to monitor which share of investments will be done
into companies with a meaningful decarbonization potential.

Methodologies
Carbon Equity measures the attainment of the environmental characteristics via the
following sustainability indicators:

● the overall score of every fund on the Carbon Equity Climate Impact Scorecard;
● the score of every fund on the topic “investment mandate” on the Carbon Equity

Impact Scorecard;

● share of committed capital in climate tech companies;
● overall share of climate tech companies

Funds must score at least a 3 on average as well as a 3 on the investment mandate on a
scale of 1 to 5. A fund scores a 5 if it has the best practice in the world for a specific
topic. Carbon Equity has set the minimum criteria for a 3 what it considers to be ‘good
enough’ to select investments with a substantial decarbonization potential and manage
them well. Carbon Equity’s goal is that at least 70% of the climate companies funded by
the Fund will have a climate tech focus.

Data sources and processing

To determine the extent to which an underlying fund is expected to make investments
that contribute to the environmental characteristic promoted by the Fund, several data
sources are used. The main source is the information and data provided by the
underlying investment managers themselves, which is presented in written form in their
data rooms and further complemented by conversations with the fund manager team
members. Secondly, Carbon Equity uses public sources like news media and
independent reports. Finally, reference calls with other investors in the fund, portfolio
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companies, service providers and other relevant parties are done to collect additional
information.

Per investment made by the underlying funds, Carbon Equity assesses whether they have a
substantial decarbonization potential. This is done based on information from the fund
managers and publicly available information on the company, which is compared with
research reports that model the pathway to net zero, including the EU Taxonomy, IPCC, IEA,
Drawdown and McKinsey.

To ensure data quality, Carbon Equity triangulates the data provided by the fund manager
between documents, and between written and verbal sources. Furthermore, Carbon Equity
benchmarks certain data with information from other companies and funds. Finally, Carbon
Equity regularly engages with the managers and conducts reference checks.

All data that Carbon Equity receives from funds is collected and stored in Carbon Equity’s
internal databases. This data is used to fill in the General and Climate Impact Scorecards and
write the Investment Memo during due diligence. Post investment, investments done by
funds are tracked in a Notion database, where the information received on companies is
used to determine whether companies have a substantial decarbonization potential and are
net zero aligned. Rather than using a quantitative threshold, this assessment is done by
determining if the core technology of a company is part of one of the main decarbonization
pathways, such as the EU Taxonomy, the IPCC reports, IEA and Drawdown.

The proportion of the data that are estimated is not tracked per investment, but for every
portfolio company an impact narrative is written to describe qualitatively how a company is
solving part of the GHG emissions problem.

Limitations to methodologies and data
Externally provided impact data is far from perfect, especially when it comes to early stage

companies. The majority of the underlying funds invest in early stage companies that are
sometimes pre-commercial and have limited to no impact data available at the time of
investing. If they do have data available, it is likely to change over time as their production
processes scale and mature.

For these reasons, Carbon Equity primarily relies on the description of the technologies and
products companies are bringing to market and compare these to generic databases of
climate technologies to assess whether companies have a substantial decarbonization
potential. This approach enables Carbon Equity to assess the inherent decarbonization
potential of the climate technologies invested in, and avoids the pitfalls of standard GHG
reduction reporting in early-stage companies.
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Due diligence

Through a process of five steps, funds are assessed on their impact potential as well as
financial attractiveness. In the first step, it screens the worldwide climate fund landscape
through scraping of public sources and networking in the climate tech investing sector. In
the second step, it does a ‘quick scan’ where funds are quickly assessed on risk, return
and impact. The third step is the impact due diligence, where a fund is assessed in depth
on the quality of their impact approach. Fourthly, the general due diligence is done where
the focus is on the strategy, team, organization and track record, with the goal of
assessing the risk/return profile of the fund. Finally, the Investment Committee votes and
formally approves an investment.

For the third step, the climate impact due diligence, Carbon Equity uses its proprietary
‘Climate Impact Scorecard’. This scorecard consists of 6 themes, 12 topics and 40
questions, which are all geared towards assessing the quality with which climate impact
has been integrated into the strategy, organization, team, investment process, investment
management and reporting, and how good the fund’s track record is in terms of impact.
More details on the topics covered in the Climate Impact Scorecard can be found in the
prospectus.

Based on the available documentation and multiple conversations with the fund team,
Carbon Equity completes this impact scorecard. This scorecard is then shared with a
fund for verification. The full Climate Impact Scorecard is shared with the investment
committee (IC) who weighs the analysis, together with the general diligence and ESG
analysis, in the investment decision. Funds must score at least a 3 on average as well as a
3 on the investment mandate on a scale of 1 to 5. A fund scores a 5 if it has the best
practice in the world for a specific topic. Carbon Equity has set the minimum criteria for a
3 what it considers to be ‘good enough’ to select investments with a meaningful
decarbonization potential and manage them well. 

While the Climate Tech Portfolio Fund II is focused on contributing to mitigating GHG
emissions, some of the underlying funds it will select will have a broader impact focus.
The reason is that in some cases, what we believe is the fund best positioned to make
critical net-zero investments in a specific vertical or space has a broader impact focus.
Carbon Equity’s goal is that at least 70% of the climate companies funded by the Fund
will have a climate tech focus. For each fund that has a scope broader than GHG
mitigation, Carbon Equity does an in-depth analysis of which share of the portfolio is
expected to be climate tech focused. This analysis is done based on available data,
including previous portfolios of the fund manager with a similar strategy, and investment
themes, pipeline and/or investments to date of the specific fund in question. In addition,
Carbon Equity asks fund managers to make a soft or formal commitment to investing a
specific share of the capital into GHG mitigation. Generally, Carbon Equity requires funds
to have at least 70% focus. On exception, this threshold can be lowered to 50%, if this
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does not bring the expected share of climate tech focus in the overall Carbon Equity
Climate Tech Portfolio Fund II below 70%.

Engagement policies
Prior to investing in an underlying fund, Carbon Equity team engages with the prospective
investment manager on their impact investing strategy, policies and processes, as well as
how they will showcase the impact actually achieved. When possible, the team pushes
for a target on share of committed capital to be invested in climate tech in order to be
able to scope the progress of intended versus actual impact.

Regular impact monitoring calls are conducted with the underlying investment managers
of the Fund. When possible, these occur on an annual basis and offer the opportunity to
engage with managers on any areas of improvement that the team has identified or if
there are any noted sustainability-related controversies at the investee company-level
which need to be addressed with the manager. In addition, Carbon Equity hosts
roundtables for all heads of impact of funds Carbon Equity has committed to. In these
roundtables, different topics that Carbon Equity considers to be important for impact
performance are discussed amongst peers, including best practices in GHG impact

potential quantification, impact due diligence and impact reporting.
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