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UK SMALL CAPS:
TRANSFORMATIVE TRENDS

DECARBONISATION AND THREE NET-ZERO HEROES

Portfolio Manager, Dan Green taps into four key long-term investment themes
where pioneering goods and services are an emerging trend: The digital economy,
consumer brands, content & intellectual property (IP) creation and decarbonisation.
In this second instalment of a four-part series, he looks at the structural
transformation being taken towards net-zero carbon solutions in the UK and

overseas, highlighting three companies that could benefit.
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- The UK government wants to decarbonise all sectors of the economy by 2050
« This will require substantial investment from the government and the private sector

+ UK small caps are supporting the shift towards net-zero solutions by adapting existing business models
or providing products and services that enable others to minimise their carbon footprint
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The future is bright

The structural transformation of our world to a lower carbon economy is already underway and vast amounts of capital
are needed to reach the ambitions set. Whether operating domestically or internationally, we have identified a number
of UK-listed small caps, which stand to benefit over the long term from the regulations fuelling this acceleration in
investment.

UK decarbonisation proposals require massive investment

The UK government has set out its proposals for decarbonising all sectors of the economy by 2050, in a net-zero
strategy it has coined, ‘Build Back Greener’. The National Infrastructure Commission has highlighted that large volumes
of renewable energy will be needed to meet net-zero ambitions, and the degree of investment required to support the
initiative will be substantial. To reach these targets, areas such as private sector investment will require between about
£20 billion and £35 billion per year between 2025 and 2050
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Source: Statista and BloombergNEF as at 30 January 2024. Energy Transition Investment Trends 2024.

1Source: National Infrastructure Commission as at October 2023. https://nic.org.uk/app/uploads/Final-NIA-2-Full-Document.pdf
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Companies making the difference

It is clear the transformation to lower-carbon solutions has become an important cornerstone in the strategy of every
company. A number of UK small caps are already driving this change - either by adapting their business models in line
with government decarbonisation targets or by supplying goods and services that enable other businesses or
consumers to decrease or offset carbon emissions.

Volution

Volution manufactures energy efficient ventilation products for residential homes and commercial properties. The
business aims to provide healthy indoor air in a sustainable manner. It wants 90% of plastic in its products to be
recycled by 2025 (currently at 76%) and low carbon products to account for 70% of sales, which it surpassed in the
2023 financial year.

In its core markets of the UK, Nordics, Germany and Australia, regulatory drivers seeking to reduce carbon emissions
from residential property are driving sales with high energy costs now providing extra stimulus.

For example, all new housing in the UK is set to be net zero carbon ready from 2025, requiring sophisticated ventilation
and heat recovery products. These structural drivers have enabled Volution to consistently increase earnings per share
over the last decade at a compound annual growth rate (CAGR) of 12.7%. This has been achieved through a
combination of organic and inorganic growth.

Now operating under 21 brands with sales offices in 14 countries, Volution has a strong competitive position. This has
led to operating margins of over 20% and a high return on capital employed (ROCE). 60% of its revenues are
generated from non-UK customers, enabling the business to capitalise on the decarbonisation of the global economy.
This highlights that UK small caps are not just aligned to the domestic economy.

Source: Volution as at 2023. Volution Group Plc Annual Report. https://www.volutiongroupplc.com/application/files/9516/9868/0584/Annual Report_2023.pdf

The information provided should not be considered a recommendation to purchase or sell any particular security. It should
not be assumed that any of the securities discussed here were, or will prove to be, profitable.

" Now operating under 21 brands with sales offices in 14 countries, Volution has a
strong competitive position leading to operating margins of over 20% and a high

return on capital employed (ROCE). “
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Foresight Group

Foresight Group is a sustainability-led alternative investment manager with 80% of its assets under management
(AUM) in infrastructure focusing on renewable energy, sustainable infrastructure and waste projects, as well as
batteries and forestry.

When it first listed, Foresight had an AUM of c. £4.5 billion and in the past three years this has grown to £12.5 billion.
This has been achieved through a combination of organic growth and acquisitions. We forecast the company to be able
to grow its AUM by over 25% a year on a rolling, three-year basis supported by demand for investment in decarbonising
the world economy. The outlook is supported by resilient market trends as global alternatives AUM is forecast to grow
from $13.3 trillion at the end of 2021 to over $23 trillion by 20262

Foresight's history and expertise in infrastructure means it is well placed to benefit from the transition to clean energy.
This potential was supported by BlackRock's acquisition of Global Infrastructure Partners, an alternative asset manager,
in January 2024.

In the statement accompanying the acquisition, it said “infrastructure is forecast to be one of the fastest growing
segments of private markets in the years ahead. A number of long-term structural trends support an acceleration in
infrastructure investment. These include ... a movement towards decarbonization and energy security in many parts of
the world.”™

2Source: Foresight Group Holdings Limited as at 30 September 2023. https://media.umbraco.io/foresight/izydmhaa/fghl-hi-fy24.pdf
3Source: Blackrock as at 12 January 2024.

https://www.blackrock.com/corporate/newsroom/press-releases/article/corporate-one/press-releases/blackRock-agrees-to-acquire-global-infrastructure-partners

The information provided should not be considered a recommendation to purchase or sell any particular security. It should
not be assumed that any of the securities discussed here were, or will prove to be, profitable.
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Foresight's history and expertise in infrastructure means it is well placed to
benefit from the transition to clean energy and this was supported by Blackrock’s

acquisition of Global Infrastructure Partners, an alternative asset manager, in
January 2024. 1




Mears

Mears is the largest provider of specialist housing maintenance and management services to publicly funded customers.
It is backed by a strong social purpose and industry reputation for service quality.

Mears has created an end-to-end decarbonisation service to support clients with the huge challenge of improving social
housing stock. The UK government aims to raise the carbon efficiency of all social housing stock by one energy
performance certificate band by 2030 and has released £800 million for the English Social Housing Decarbonisation
Fund (SHDF).

Social housing trade publication, Inside Housing, has estimated the cost of decarbonising the UK'’s social housing stock
at £104 billion or around £21,000 per property, which would suggest this could be a significant growth opportunity for
the business#.

In their half year results for financial year 2023, Mears stated they had submitted successful grants on behalf of clients
that will contribute to a total works value of £120 million to be delivered over the course of 2024 and 20255.
Additionally, this will provide opportunities for future waves of SHDF funding applications.

*Monthly trade publication that covers the UK's social housing sector.
4Source: Inside Housing as at 23 November 2020. https://www.insidehousing.co.uk/insight/the-cost-of-net-zero-social-landlords-decarbonisation-plans-revealed-68497
5Source: Mears Group PLC as at 30 June 2023. https://www.mearsgroup.co.uk/financial-reports/mears-group-plc-half-year-results-2023

Source: Bloomberg, 28 February 2024 unless otherwise stated.

The information provided should not be considered a recommendation to purchase or sell any particular security. It should not
be assumed that any of the securities discussed here were, or will prove to be, profitable.

" Mears has created an end-to-end decarbonisation service to support clients with

the huge challenge of improving the social housing stock.




Important information

This information is issued and approved by Martin
Currie Investment Management Limited (‘MCIM’),
authorised and regulated by the Financial Conduct
Authority. It does not constitute investment advice.
Market and currency movements may cause the capital
value of shares, and the income from them, to fall as well
as rise and you may get back less than you invested.

The information contained in this document has been
compiled with considerable care to ensure its accuracy.
However, no representation or warranty, express or
implied, is made to its accuracy or completeness. Martin
Currie has procured any research or analysis contained
in this document for its own use. It is provided to you
only incidentally and any opinions expressed are subject
to change without notice.

This document may not be distributed to third parties.

It is confidential and intended only for the recipient.
The recipient may not photocopy, transmit or otherwise
share this [document], or any part of it, with any other
person without the express written permission of Martin
Currie Investment Management Limited.

The document does not form the basis of, nor should
it be relied upon in connection with, any subsequent
contract or agreement. It does not constitute, and may
not be used for the purpose of, an offer or invitation to
subscribe for or otherwise acquire shares in any of the
products mentioned.

Past performance is not a guide to future returns.

The distribution of specific products is restricted in
certain jurisdictions, investors should be aware of
these restrictions before requesting further specific
information.

The views expressed are opinions of the portfolio
managers as of the date of this document and are
subject to change based on market and other conditions
and may differ from other portfolio managers or of the
firm as a whole. These opinions are not intended to be

a forecast of future events, research, a guarantee of
future results or investment advice.

Please note the information within this report has been
produced internally using unaudited data and has not
been independently verified. Whilst every effort has
been made to ensure its accuracy, no guarantee can be
given.

The information provided should not be considered

a recommendation to purchase or sell any particular
strategy / fund / security. It should not be assumed that
any of the securities discussed here were or will prove
to be profitable.

It is not known whether the stocks mentioned will
feature in any future portfolios managed by Martin
Currie. Any stock examples will represent a small part
of a portfolio and are used purely to demonstrate our
investment style.

Risk warnings - Investors should also be aware of the
following risk factors which may be applicable to the
strategy shown in this document.

« Investing in foreign markets introduces a risk where
adverse movements in currency exchange rates could
result in a decrease in the value of your investment.

« This strategy may hold a limited number of
investments. If one of these investments falls in value
this can have a greater impact on the strategy’s value
than if it held a larger number of investments.

+ Smaller companies may be riskier and their shares
may be less liquid than larger companies, meaning
that their share price may be more volatile.
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