Advertising material for professie

5 only : p ' . ’ !
MOR ‘ ‘ \ “ | e AS%ET MANAGEMEN

ESPRESSO

Interview with Michael Maldener, Managing Director and
Conducting Officer of Nordea Investment Funds S.A,,
and Cecilia Siegbahn, Regulatory Expert

EU ESG Regulation

Please note that the conference call occurred on the 28th of October 2020. All market commentary and information refers
to the period before then.

Key takeaways
e Even though the “Level 2” regulation of the SFDR has been delayed, the deadlines for the initial higher level (Level
1) regulations must still be met by the 10" of March 2021
e  Sustainability preferences in the MiFID Il update must be considered at every single suitability assessment and have
far-reach implications on advisors and distributors (e.g. training, documentation)
¢ Documentation will be an important “proof point” and will be easier with robust processes
e Product classification remains a key question

We’ve seen some delays of expected regulation: what are the implications of this?

The Disclosure regulation was adopted by the EU in 2019 (coming into force in 2021), setting out the broad expectations, but
we do not yet have many details of how to meet these requirements. For example, the Disclosure regulation states in article 8
that Financial Market Participants need to disclosure “How Environmental and/or Social characteristics are met”. We will need
to comply with this by 10 March 2021. However, we are still waiting for details on how we disclose, which will be part of the level
2 regulations. Despite the delay in the detail, we must still comply with the level 1 regulation, so we cannot sit and wait for the
details to be published. We have to continue working on how our own businesses will meet the requirements of the regulation
as it stands, knowing that we may have to change things after the publication of the level 2 regulations.

In the case of the details behind the disclosure regulation, these “delegated acts” were expected to be published in December
2020 (as per the image below). We now expect them in the first quarter of 2021, but we are still waiting final confirmation from
the EU Commission.
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Where are some implications of sustainability preferences in suitability assessments?

We know that the changes to MIFID Il will require sustainability preferences to be included in every suitability assessment. This
will be across asset classes, geographies and risk levels. It's going to have to feature in every piece of advice distributors give.
Two implications of this are the need to for training — advisors need a good grasp of the subject to give a good client experience
— and documentation. Documentation of the suitability assessment will have to be given to the retail customer, and good
documentation will be a strong “proof point” that advisors followed the requirements of the legislation. This will be easier if an
advisor has robust assessment and selection processes.

How will advisors meet sustainability preferences?

Although there has been nothing concrete, a leaked draft of the MiFID Il proposals indicated some aspects of how to define
“sustainable” products that raised several concerns throughout the industry. This leak suggested that Article 8 products (“light
green” ESG products) need to integrate the Principle Adverse Impact (PAI) in the investment decision or have a minimum amount
invested in sustainable investments. This product classification differs from the classification in the SFDR (Disclosure regulation),
which only requires Article 9 (“dark green” sustainable) products to have sustainable investments as its objective. If MiFID rules
result in a distributors not being able to sell a straight Article 8 product (as per SFDR) as an ESG or light green product under
MIFID, distributors’ product assessment and selection process would have to go beyond what is actually disclosed by asset
managers under SFDR. In addition, PAl is still very much in the air because the SFDR Level 2 requirements have not yet been
published, and there remains a lack of adequate and concise data available from the underlying companies.

Another very concerning suggestion was that MiFID Il could expect the investor, at the individual level, to determine the “minimum
proportion of sustainable investments” for a product to meet his suitability criteria. If this responsibility is put on the investor it
becomes nearly impossible for asset managers or distributors to categorise products themselves.

What key points do distributors and advisors need to think about now in relation to MiFID
n?

There are 7 key aspects we believe our clients need to be considering, as shown below, but these can broadly be grouped into
clusters. 1) How to integrate sustainability risk into your governance, which potentially includes adjusting or establishing KPIs,
how to document your approach and how to manage potential conflicts of interest; 2) Suitability assessment, discussed above;
3-5) Target market and products requires a process at distributor level for assessing, classifying and selling the different types
of product; 6) Ensuring your processes support strong documentation and 7) Training and education throughout your value
chain.

4. Product classification

Classification to be in accordance with MiFID II
rules — potential mismatch with disclosure
regulation?

1. Sustainability Risk 5. Product offering

Integration of sustainability risk into firm's
governance framework (Risk Mgmt.,
policies/procedures, decision-making, etc)

To get to final product offering: initial product
assessment and selection process incl. regular

review
2. Suitabiltiy Assessment 6. Disclosure
Integration of SUSTAINABILITY PREFERENCES Distinct documentation and disclosure rules are to

be respected

3. Target Market 7. Upskilling

Provision of target market information through Consequent training and education of staff on new
EMT regulations, product offering and corporate strategy




Nordea Asset Management is the functional name of the asset management business conducted by the legal entities Nordea Investment Funds
S.A. and Nordea Investment Management AB (“the Legal Entities”) and their branches, subsidiaries and representative offices. This document
is intended to provide the reader with information on Nordea’s specific capabilities. This document (or any views or opinions expressed in
this document) does not amount to an investment advice nor does it constitute a recommendation to invest in any financial product,
investment structure or instrument, to enter into or unwind any transaction or to participate in any particular trading strategy. This document is
not an offer to buy or sell, or a solicitation of an offer to buy or sell any security or instruments or to participate to any such trading strategy. Any
such offering may be made only by an Offering Memorandum, or any similar contractual arrangement. Consequently, the information contained
herein will be superseded in its entirety by such Offering Memorandum or contractual arrangement in its final form. Any investment decision
should therefore only be based on the final legal documentation, without limitation and if applicable, Offering Memorandum, contractual
arrangement, any relevant prospectus and the latest key investor information document (where applicable) relating to the investment. The
appropriateness of an investment or strategy will depend on an investor’s full circumstances and objectives. Nordea Investment Management
AB recommends that investors independently evaluate particular investments and strategies as well as encourages investors to seek the advice
of independent financial advisors when deemed relevant by the investor. Any products, securities, instruments or strategies discussed in this
document may not be suitable for all investors. This document contains information which has been taken from a number of sources. While the
information herein is considered to be correct, no representation or warranty can be given on the ultimate accuracy or completeness of such
information and investors may use further sources to form a well-informed investment decision. Prospective investors or counterparties should
discuss with their professional tax, legal, accounting and other adviser(s) with regards to the potential effect of any investment that they may
enter into, including the possible risks and benefits of such investment. Prospective investors or counterparties should also fully understand the
potential investment and ascertain that they have made an independent assessment of the appropriateness of such potential investment, based
solely on their own intentions and ambitions. Investments in derivative and foreign exchange related transactions may be subject to significant
fluctuations which may affect the value of an investment. Investments in Emerging Markets involve a higher element of risk. The value of
the investment can greatly fluctuate and cannot be ensured. Investments in equity and debt instruments issued by banks could bear
the risk of being subject to the bail-in mechanism (meaning that equity and debt instruments could be written down in order to ensure
that most unsecured creditors of an institution bear appropriate losses) as foreseen in EU Directive 2014/59/EU. Nordea Asset
Management has decided to bear the cost for research, i.e. such cost is covered by existing fee arrangements (Management-/Administration-
Fee). Published and created by the Legal Entities adherent to Nordea Asset Management. The Legal Entities are licensed and supervised by
the Financial Supervisory Authority in Sweden and Luxembourg respectively. The Legal Entities’ branches, subsidiaries and representative
offices are licensed as well as regulated by their local financial supervisory authority in their respective country of domiciliation. Source (unless
otherwise stated): Nordea Investment Fund S.A. Unless otherwise stated, all views expressed are those of the Legal Entities adherent to
Nordea Asset Management and any of the Legal Entities’ branches, subsidiaries and representative offices. This document is furnished on a
confidential basis and may not be reproduced or circulated without prior permission and must not be passed to private investors. This document
contains information only intended for professional investors and eligible investors and is not intended for general publication. Reference to
companies or other investments mentioned within this document should not be construed as a recommendation to the investor to buy or sell the
same but is included for the purpose of illustration. The level of tax benefits and liabilities will depend on individual circumstances and may be
subject to change in the future. © The Legal Entities adherent to Nordea Asset Management and any of the Legal Entities’ branches,
subsidiaries and/or representative offices.




