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                                                                                                              Objective milestones 

                                                                                                              
Milestones of objectives set at companies owned within the fund. Note an 
objective must be engaged within the reporting period, Q3 2025 through 
Q2 2026, to be represented in this chart. 

Engagement numbers are derived from the percentage of the fund’s engageable securities. These numbers do not include U.S. Treasury securities, derivative contracts, 
sovereign bonds, or third-party pooled vehicles. 
The fund may invest in affiliated funds and, where applicable, the engagement numbers reflect exposure to the underlying securities held by the affiliated 
funds, with the engagements for those funds are included within the overall percentages. However, the engagement objectives and engagement 
interactions totals do not include numbers related to investments in affiliated money market funds. 
1 Engagement data reflects trailing 12 months and includes direct engagement by the investment team as well as our London-based  stewardship division, Hermes 
Equity Ownership Services Limited, a subsidiary of Federated Hermes Limited (“EOS at Federated Hermes Limited”). Engagement interactions are tailored to specific 
companies and seek to assess the most material ESG risks and opportunities, through long-term, continuous dialogue at the board and senior executive level. We may 
have multiple engagements with a company at any one time. Objectives are regularly reviewed until they are completed and are tracked using milestones. Objectives 
may be discontinued if the objective is no longer relevant, or because the engagement is no longer feasible or material. The level of engagement with a company can 
be subject to any limitations required, either explicitly or implicitly, in the jurisdiction in which a company is domiciled in an effort to comply with applicable law and/or 
to avoid legal or regulatory risk for clients, including the fund. 
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Themes of 
engagement 

Trailing 12-month engagement statistics 

• 60 companies engaged on 116 actions 

• Engagement on 75.3% of Scope 1 and 2 owned 
carbon emissions 

Nasdaq symbol — R6: FHBRX | IS: FHISX | A: FHIIX | C: FHICX 

 Summary as of June 30, 2026 

The following pages contain an overview of engagement 
activity and sustainability statistics for the Federated Hermes 
Sustainable High Yield Bond Fund (the Fund). Engagement is 
dialogue with companies on environmental, social and 
governance (ESG) issues. The dialogue with each company is 
structured taking into consideration a variety of factors, 
including but not limited to: the company’s organizational 
structure and operations, industry and any legal restrictions 
or limitations. Engagement is driven by objectives which are 
specific, measurable changes based on ongoing discussions 
with the company and these objectives are intended to seek 
to improve the long-term risk-adjusted returns consistent 
with applicable fiduciary duties and client objectives.1 Over 
the trailing 12-months ended June 30, 2026, 47% of 
engagement subjects were environmental related (climate 
change-related opportunities, natural resource stewardship, 
or circular economy & reduced pollution), 27% of 
engagement subjects were social related (human capital, 
human and labor rights, or wider societal impacts), and 17% 
of engagement subjects were governance related (executive 
remuneration, board effectiveness, or investor protection & 
rights). Note each engagement action can cover more than 
one theme.  

The Fund constructs the portfolio with a lower weighted-
average carbon intensity (WACI2) versus its benchmark, the 
Bloomberg US Corporate High Yield 2% Issuer Capped Index. 
As of the period end, WACI was 82% of the index.  
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As of 30 June 2026, CNX Resources Corp and CNX Midstream Partners LP represented 0.91% of the fund and SM Energy Co represented 1.00% of the fund. The holdings 
percentages are based on net assets at the close of business on the date indicated and may not necessarily reflect adjustments that are routinely made when presenting 
net assets for formal financial statement purposes. Because this is a managed portfolio, the investment mix will change. 
⁵ CNX, Commitment to Methane Reduction, 2026 
⁶ SM Energy. Sustainability Disclosures 2025 

Engagement highlights on methane management  

Methane is the primary component of natural gas and a potent greenhouse gas that can have a significant 
impact on climate change. The release of methane emissions can occur across oil and gas operations resulting in 
the loss of a marketable product. Effective methane management can improve operational efficiency and 
support companies’ efforts to meet evolving regulatory and consumer expectations. In contrast, poor methane 
performance may increase compliance costs, expose companies to regulatory penalties, and heighten 
reputational risk. As stakeholders place greater emphasis on emissions reduction, a company’s ability to manage 
methane emissions can directly influence its operating costs, access to capital, and long-term financial 
performance. 

 

Company  Engagement 
objective(s) 
/issue(s)  

Progress update  

CNX 
Resources 
Corp/ CNX 
Midstream 
Partners 
LP 

Methane 
management 
best practices 
 

In Q2, we discussed methane emissions management with this oil and gas company. 
The company has recognized methane management as a core element of its Radical 
Transparency program which is its effort to provide data to stakeholders. With 
recent changes to the Environmental Protection Agency (EPA) emissions calculation 
methodology, the company had identified new emission sources that had not been 
captured in prior disclosure. The company highlighted in our meeting that it has 
learned from this change and implemented increased surveillance and predictive 
maintenance to address the emissions release events. ⁵ 

SM Energy 
Co 

Methane 
management 
best practices 

We engaged with this oil and gas company on methane emissions management in 
Q2.  The company’s methane strategy is focused on preventing emission release 
events by implementing a variety of technologies. Specifically, it has installed vapor 
recovery units at production sites that captures valuable vapors for sale while also 
reducing air emissions. ⁶ Performance is tracked against clear targets and supported 
by board oversight and third-party assurance, reinforcing its approach to both 
environmental stewardship and long-term value creation. Through its efforts, the 
company saw a reduction in methane emissions intensity. We explained that we see 
value in membership of the industry leading Oil and Gas Methane Partnership 2.0 
(OGMP 2.0) as a way to improve the accuracy of methane reporting. 
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All data as of June 30, 2025 

 

 
 

 
  

Third party scores Fund Index 

MSCI Industry-Adjusted 
Company Score3  
Source: MSCI 

5.98 5.53 

Sustainalytics ESG Risk4 22.66 24.38 

A larger number for MSCI’s Industry-Adjusted Company Score is stronger. A smaller 
number for Sustainalytics's ESG risk score represents less risk.   

Carbon intensity Fund Index 

WACI (tonnes CO2e/$M 
revenue)2 

154.24 187.66 

Portfolio WACI / Benchmark 
WACI 
A number less than 100% means that the 
Fund has a lower WACI than the Index. 

82% 

- 

Carbon intensity values are calculated by a third-party vendor, who may not provide a 
carbon intensity value for each security in the fund and the index. For those 
companies missing carbon intensity data due to lack of disclosure, carbon intensity 
will be estimated by the Adviser based on the sector mean. 
Source: S&P Trucost Limited © 

Carbon footprint Fund Index 

Scope 1 and 2 (tonnes CO2e/M$ 
revenue) 

68.13 99.99 

Scope 1, 2, and 3 (tonnes 
CO2e/M$ revenue) 

163.85 187.82 

Carbon footprint values are calculated by a third-party vendor, who may not provide 
a carbon footprint value for each security in the fund and the index. Companies 
missing carbon footprint data due to lack of disclosure, are excluded from the 
calculation. Scope 3 includes indirect greenhouse gas emissions upstream from the 
extraction, production, and delivery of purchased goods and services (measured in 
tonnes of carbon dioxide equivalent). The Greenhouse Gas Protocol classifies 
emissions from the use of sold products and services under Scope 3, but Trucost's 
analysis excludes these downstream emissions to limit double counting. 
Source: S&P Trucost Limited © 2024 
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Source: Federated Hermes carbon data from S&P Trucost 
Limited © 
The graph above illustrates the top 5 and bottom 5 industry 
differentials in weighted average carbon intensity for the 
Fund vs. the index. Industries with positive values contribute 
to the fund’s overall carbon intensity and those with negative 
values detract from overall carbon intensity.   
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Source: Federated Hermes carbon data from S&P Trucost Limited ©. The graph compares the industry decomposition of Scope 1 + Scope 2 emissions for 
the fund vs. the Index based on the largest 10 industries in the index. 
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Past performance is no guarantee of future results.  
 
Investors should carefully consider the fund’s investment objectives, risks, charges and expenses before 
investing. To obtain a summary prospectus or prospectus containing this and other information, contact us 
or visit FederatedHermes.com/us. Please carefully read the summary prospectus or the prospectus before 
investing.  
 
The ratings involving governance, environment, social and other thematic factors (ratings) assigned are one consideration among others as part of 
the security selection process and do not represent an assessment of the fund itself. The qualitative analysis described does not automatically 
result in including or excluding specific securities but is used as an additional input to improve portfolio risk/return characteristics. 
 
Terminology such as “integrated”, “sustainable” or “impact”, among other terms, when used in the context of governance, environmental, social 
and other thematic factors (thematic factors) is not uniformly defined across the industry. Investment managers may understand and apply such 
thematic factors in different ways, and that the role those factors play in investment decisions also varies. Therefore, we recommend investors 
understand the role of such factors in a strategy to ensure that approach is consistent with their investment objectives. Like any aspect of 
investment analysis, there is no guarantee that an investment strategy that considers such factors will result in performance better than or equal to 
products that do not consider such factors. Investing and making buy and sell decisions that emphasize such factors carries the risk that, under 
certain market conditions, the fund or strategy may underperform those that do not incorporate such factors explicitly into the decision-making 
process. The application of thematic factors may affect exposure to certain sectors or securities and may impact relative investment performance 
depending on whether such sectors or securities are generally in or out of favor in the market. 
Although the information provided in this document has been obtained from sources that Federated Hermes believes to be reliable, it does not 
guarantee accuracy of such information and such information may be incomplete or condensed.  
 
A word about risk  
 
Mutual funds are subject to risks and fluctuate in value.  
High-yield, lower-rated securities generally entail greater market, credit/default and liquidity risks, and may be more volatile than investment grade 
securities.  
Bond prices are sensitive to changes in interest rates, and a rise in interest rates can cause a decline in their prices.  
The adviser or the sub-adviser will consider “sustainable” investments as those that are selected in accordance with its sustainable investment 
methodology, which is based on a materiality assessment of a company’s carbon intensity and incorporates a proprietary scoring methodology 
focusing on the overall sustainability credentials of issuers. Like any aspect of investment analysis, there is no guarantee that an investment 
strategy that considers sustainability factors will result in performance better than or equal to products that do not consider such factors. Investing 
and making buy and sell decisions that emphasize sustainability factors carries the risk that, under certain market conditions, the fund or strategy 
may underperform those that do not incorporate such factors explicitly into the decision-making process. The application of sustainability criteria 
may affect exposure to certain sectors or securities and may impact relative investment performance depending on whether such sectors or 
securities are generally in or out of favor in the market. 
 
Disclaimers 
 
Part of this publication may contain Sustainalytics proprietary information that may not be reproduced, used, disseminated, modified nor 
published in any manner without the express written consent of Sustainalytics. Nothing contained in this publication shall be construed as to make 
a representation or warranty, express or implied, regarding the advisability to invest in or include companies in investable universes and/or 
portfolios. The information provided is provided “as is” and, therefore Sustainalytics assumes no responsibility for errors or omissions. 
Sustainalytics cannot be held liable for damage arising from the use of this publication or information contained herein in any manner whatsoever.  
 
S&P Disclaimer: Reproduction of any information, data or material, including ratings (“Content”) in any form is prohibited except with the prior 
written permission of the relevant party.  Such party, its affiliates and suppliers (“Content Providers”) do not guarantee the accuracy, adequacy, 
completeness, timeliness or availability of any Content and are not responsible for any errors or omissions (negligent or otherwise), regardless of 
the cause, or for the results obtained from the use of such Content.  In no event shall Content Providers be liable for any damages, costs, expenses, 
legal fees, or losses (including lost income or lost profit and opportunity costs) in connection with any use of the Content.  A reference to a 
particular investment or security, a rating or any observation concerning an investment that is part of the Content is not a recommendation to buy, 
sell or hold such investment or security, does not address the suitability of an investment or security and should not be relied on as investment 
advice.   
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Certain information contained herein (the “Information”) is sourced from/copyright of MSCI Inc., MSCI ESG Research LLC, or their affiliates 
(“MSCI”), or information providers (together the “MSCI Parties”) and may have been used to calculate scores, signals, or other indicators. The 
Information is for internal use only and may not be reproduced or disseminated in whole or part without prior written permission. The Information 
may not be used for, nor does it constitute, an offer to buy or sell, or a promotion or recommendation of, any security, financial instrument or 
product, trading strategy, or index, nor should it be taken as an indication or guarantee of any future performance. Some funds may be based on or 
linked to MSCI indexes, and MSCI may be compensated based on the fund’s assets under management or other measures. MSCI has established an 
information barrier between index research and certain Information. None of the Information in and of itself can be used to determine which 
securities to buy or sell or when to buy or sell them. The Information is provided “as is” and the user assumes the entire risk of any use it may make 
or permit to be made of the Information. No MSCI Party warrants or guarantees the originality, accuracy and/or completeness of the Information 
and each expressly disclaims all express or implied warranties. No MSCI Party shall have any liability for any errors or omissions in connection with 
any Information herein, or any liability for any direct, indirect, special, punitive, consequential or any other damages (including lost profits) even if 
notified of the possibility of such damages. 
 
Definitions  
 
2 Weighted-average carbon intensity calculates the portfolio’s exposure to carbon-intensive companies, expressed in tons CO2/$M revenue. WACI 
is the summation of the current value of the investment divided by the current portfolio value multiplied by the sum of the issuer’s scope 1 and 
scope 2 greenhouse gas emissions divided by the issuers’ revenue. Carbon intensity values are calculated by a third-party vendor, who may not 
provide a carbon intensity value for each security in the Fund and the index. For those companies missing carbon intensity data due to lack of 
disclosure, carbon intensity will be estimated by the Adviser based on the sector mean. 
 

3 MSCI Industry-Adjusted Company Score: “This score is calculated by normalizing the Weighted Average Key Issue Score relative to the ESG Rating 
industry peer group, based on score ranges set by the benchmark values in the peer set. 
Weighted Average Key Issue Score (WAKIS): This is calculated for each company based on the weighted average of the scores received on: All the 
individual Environmental and Social Key Issues contributing to the rating of the company; and The Governance Pillar Score. 
The Governance Pillar Score is an absolute assessment of a company’s overall governance that uses a universally applied 0-10 scale. Starting with a 
10, the Governance Pillar Score is based on the sum of deductions derived from Key Metrics included in the Corporate Governance (comprising 
Ownership & Control, Board, Pay and Accounting) and Corporate Behavior (comprising Business Ethics and Tax Transparency) Themes. 
Key Issue Scores (Environmental and Social Themes): Each company receives a score on each selected Key Issue ranging from 0 to 10. In the 
Environmental and Social Pillars, the scores evaluate the company’s exposure to risks or opportunities and its ability to manage that exposure. 
These are calculated using the Key Issue Exposure Score and Key Issue Management Score.” 
From: MSCI, ESG Ratings Methodology, April 2024, https://www.msci.com/. 
 
4 Sustainalytics ESG risk: “Morningstar Sustainalytics’ rating framework that measures the extent to which enterprise value is at risk, driven by 
environmental, social and governance (ESG) factors. The rating takes a two-dimensional approach. The exposure dimension measures a company’s 
exposure to ESG risks, while the management dimension assesses a company’s handling of these ESG risks. A company’s ESG Risk Rating applies the 
concept of Risk Decomposition to derive the level of Unmanaged Risk for a company and is comprised of a quantitative score and a related ESG Risk 
Category on Overall Level. The quantitative score represents units of unmanaged ESG risk with lower scores representing less unmanaged risk. 
Unmanaged Risk is measured on an open-ended scale starting at zero (no risk) and, for 95% of cases, a maximum score below 50. It is calculated as 
the difference between a company’s overall Exposure score and its overall Managed Risk score. For companies in the Comprehensive framework, it 
can alternatively be calculated summing up the company’s Issue Unmanaged Risk scores.” 
From: Morningstar | Sustainalytics, The ESG Risk Rating Methodology Abstract: Version 3.1, June 2024, https://www.sustainalytics.com/. 
 
Scope 1 emissions are all direct greenhouse gas (GHG) emissions by a company. They include fuel combustion, company vehicles and fugitive 
emissions. 
Scope 2 emissions are indirect emissions from the generation of purchased electricity, heat and steam. 
Scope 3 emissions are all other indirect emissions that occur in a company’s value chain (for example, purchased goods and services, business 
travel, employee commuting, waste disposal, etc.) 
 
Bloomberg US Corporate High Yield 2% Issuer Capped Index is an issuer-constrained version of the flagship U.S. Corporate High Yield Index, which 
measures the USD-denominated, high yield, fixed rate corporate bond market. The index follows the same rules as the uncapped version, but limits 
the exposure of each issuer to 2% of the total market value and redistributes any excess market value index wide on a pro rata basis. The index was 
created in 2002, with history backfilled to January 1, 1993.  
 
Indexes are unmanaged and cannot be invested in directly. 
Federated Securities Corp., Distributor 
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