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• Play the crossover universe of High Yield and Investment
Grade bonds to take advantage of structural inefficiencies
created by rating agencies
• European credit fund investing in the BBB+ to B–
categories (ex-financials)

The “crossover” investment universe
Since their creation at the beginning of the last century, rating
agencies have continuously gained a growing influence on the
assessment of debt obligation issuers and the debt instruments
themselves. Ratings have become the foundation of credit risk
evaluation, private contracts, investment guidelines and some
financial regulations.

• Bottom-up driven approach ensuring that only bonds of
companies with solid fundamentals are selected

Asset Management at Nordea
As an active investment manager, Nordea Asset Management
manages asset classes across the full investment spectrum and
aims to serve its clients in every market condition. Nordea’s
success is based on a sustainable and unique multi-boutique
approach that combines the expertise of specialized internal
boutiques with exclusive external competences allowing us to
deliver alpha in a stable way for the benefit of our clients1. Furthermore, we’ve put a lot of emphasis on launching outcome
– as opposed to benchmark – oriented investment solutions
whose basis, “stability investment philosophy”, is designed to
meet clients’ risk appetite and needs.
The Nordea 1 – European Cross Credit Fund has been managed internally by the Credit Team since launch 22.02.2012.
The investment team is located in Copenhagen and comprises
experienced portfolio managers and analysts organized by
industry. At least 2 analysts follow the same industry, covering
the entire risk spectrum from investment grade (IG) to high
yield (HY). This ensures a full visibility of the entire market
and allows playing the crossover universe. The team manages
a number of products in the credit space ranging from money
market to high yield solutions.

Investment grade

• Hedged in Euro

Credit Risk

Standard &
Poor’s

Highest quality
High quality (very strong)
Upper medium grade (strong)
Medium grade
Lower medium grade (somewhat speculative)
Low grade (speculative)

High Yield

• Aims to yield more than an Investment Grade portfolio
with a lower risk than a “pure” High Yield one1
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Most speculative
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In default
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Source: Standard & Poor’s.

While ranking bonds across the risk spectrum, rating agencies
have created two main corporate bond categories: Investment Grade (IG) and High Yield (HY). This has led to a segmentation where investors typically don’t cross the barrier of
quality between BBB investment grades and high yield bonds
with a rating of BB and below. This distinction, based on an
arbitrary barrier set by rating agencies, creates inefficiencies
and a new world of opportunities: the crossover space.
Bonds that occupy the space on the risk spectrum where IG
meets HY and straddle the gap between both segments are
called crossover bonds. They include the lowest-rated investment-grade bonds (e.g. BBB by S&P) to the highest-rated highyield bonds (e.g. BB by S&P).

1) There can be no warranty that an investment objective, targeted returns and results of an investment structure is achieved. The value of your investment can go up and down, and you could lose some or all of your invested
money.

Any investment decision in the sub-funds should be made on the basis of the current prospectus and the Key Investor Information Document (KIID).

Crossover space

Highlights

Exploiting market inefficiencies
Bond ratings are intended to make markets more efficient by
reducing information costs for investors and creditors. Nevertheless, at times, the market can disagree with the rating agencies classification. We have already seen investors starting to
consider certain BBB rated credits as HY bonds, as witnessed
by spikes in credit spreads, while the rating agency still stick to
the old rating of BBB (see table below).
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A specific characteristic of investing across the crossover space
is that the fund could catch the most attractive fallen angels
and pick rising stars. The change in a credit spread following
a change in a company’s fundamental is immediate while a
re-rating by rating agencies often tends to lag. As a result, pricing discrepancies occur and opportunities arise.

Fallen angels
When a company is downgraded from investment grade to high
yield and becomes a fallen angel, its bonds generally lose value –
in part because some investors may be forced to sell their holdings
in the company for regulatory purposes. This may lead to mispricings and can create opportunities to buy relatively strong debt at
discounted prices.
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When a company is upgraded from high yield to investment grade,
bondholders will generally see the value of their bonds appreciate
as investors recognize the improved corporate fundamentals.
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Source: Nordea Investment Management AB, for illustrative purposes only. Financial issuers are excluded from
the data. Note: The bar chart shows bonds within the respective rating class sorted by credit spread level
(basis points).

These market imperfections cause pricing discrepancies and
open up investment opportunities, especially at the borderline
rating scheme between IG and HY.

How to capitalise on these opportunities?
By adhering to the prevalent practice of separating their investment grade and high yield mandates, investors may be limiting
their opportunities to benefit from corporate credit allocations.
To gain from the opportunities that both of these worlds offer,
Nordea has launched a dedicated strategy focused on crossover bonds.
The Nordea 1 – European Cross Credit Fund exploits investment opportunities across what we call 6B’s: BBB, BB and B
rating categories. The cornerstone of the strategy is to exploit
credit spreads/valuation variations between the different
rating buckets revealing the best risk/adjusted returns2. Consequently, the Portfolio Manager selects the credits with the
healthiest fundamentals within this specific universe at an
attractive relative valuation.
This bottom-up approach results in a conservative high conviction portfolio being built based on the credits’ solid fundamentals. Furthermore, in order to be less dependent on short-term
political and macroeconomic developments as well as related
volatility, the fund doesn’t have any exposure to financials (no
banking and insurance).

The fund will NOT ONLY invest in fallen angels and rising stars.
By a continuous focus on relative value in the crossover universe we will catch attractive opportunities when they arise.

Focus on bottom-up selection
The primary focus is to assess long-term developments that
will impact the credit profile of an issuer. The analysis consistently runs through 4 categories of credit considerations as
shown in the graph below.

Business

Strategy

Account

Analysis

2) There can be no warranty that an investment objective, targeted returns and results of an investment structure is achieved. The value of your investment can go up and down, and you could lose some or all of your invested
money.

•

Business refers to industry dynamics, position of company,
substitutes/technology, profit drivers, growth drivers and
regulatory risk. We do not like low visibility, aggressive
market share competitions, LBO risk and regulatory risk

•

Strategy is analysed in terms of business strategy, communication, disclosure and financing strategy. We look for
consistency in strategy, reporting and communication, commitment to rating target, targeted use of capital in order
to implement appropriate capital structure. We do not like
aggressive growth targets, acquisition based growth strategies, off balance sheet risk, excessive shareholder value
focus and expansion into unrelated business areas

•

•

Account is about relevant financial ratios. In evaluating a
given issuer we monitor and evaluate the current quarterly
results, but our focus is on identifying medium to long term
structural changes critical to credit quality. We generally
look for stable cash flow, operating efficiency and diversification and perform scenario analysis to evaluate sensitivity
towards business relevant risks
Structure is the debt profile, position in capital structure,
covenants and legal structure. We look for diversified debt
maturity profiles, back up facilities, covenants and transparent company structure

The Portfolio Manager bases his portfolio construction decisions on the credit analysis input from our sector analysts. The
sector specialist would express their highest convictions within
their respective sectors and consistently rank bonds on credit
fundamentals and relative value regardless of ratings. Based
on these ranked lists the Portfolio Manager will select bonds
across sectors and position the portfolio to be within the investment guidelines and according to the targeted volatility band
(± 2%) between investment grade and high yield indexes (both
ex-financials). The aim is to have a certain level of risk measured as expected volatility3.

The Portfolio Manager focuses on exploiting the full risk budget
on the key expertise of the team, namely fundamental credit
analysis, and do not use a top-down investment approach.

”

Only the total portfolio risk
is to be considered and only
securities with high convictions
find their way to the portfolio –
either we like the credit
fundamentals or not.

Jan Sørensen, Portfolio
Manager of the
Nordea 1 – European
Cross Credit Fund.

Keep it simple: a truly defensive high yield3
•

Target a risk level between IG and HY European cash
bonds, ex. Financials

•

Conservative high conviction security selection

Targets 50 – 70 issuers:
•

Fixed and floating rate notes

•

Only invest in BBB to B ratings at time of purchase

•

Max 10% non-rated bonds

•

Max 5% per issuer

•

Corporate issuers only, no financials (no banking and
insurance companies)

Buy & Hold approach:
•

Defensive selection approach based on bottom-up credit
analysis and hold to maturity

•

Low trading costs

Only bonds considered to possess strong fundamental characteristics and relative value find the way into the portfolio. As a
result the portfolio construction process is simple and bonds in
the portfolio are initially equally weighted.
Financials are excluded from the investable universe, as financials are considered to be driven by short term drivers or
themes – currently related to regulatory changes. This makes
Financials unsuitable for long-term buy and hold investment,
which is the basis for our crossover strategy. With the high
transaction costs in the credit markets, it is intended to reduce
portfolio turnover rate via a defensive selection approach with
the initial aim to keep bonds until maturity.

3) There can be no warranty that an investment objective, targeted returns and results of an investment structure is achieved. The value of your investment can go up and down, and you could lose some or all of your invested
money.

Nordea 1 – European Cross Credit Fund

Risks

Fund manager

Nordea Credit Team

Fund domicile

Luxembourg

ISIN codes*
Annual management fees
Base currency
Reference index
For risk comparison only
Launch date

LU0733673288 (BP-EUR)
LU0733672124 (BI-EUR)4

Please be aware that there are risks associated with investing in this
sub-fund, amongst others in: ABS/MBS, Credit, Derivatives, Hedging, Prepayment and extension. For further details, please refer to
the Key Investor Information Document, which is available as described in the disclaimer at the end of this document.

1.00% p.a. (BP-EUR)
0.50% p.a. (BI-EUR)4
EUR
67% ICE BofA BB-B Eur Non-Fin HY
Constr HDG EUR and 33% ICE BofA
Eur Corp Non-Fin BBB Idx HDG EUR
22.02.2012

*Other share classes may be available in your jurisdiction. 4) BI-EUR share class: only for distribution towards institutional clients. Minimum investment amount: EUR 75,000 (or the equivalent).

The sub-funds mentioned are part of Nordea 1, SICAV, an open-ended Luxembourg-based investment company (Société d’Investissement à Capital
Variable), validly formed and existing in accordance with the laws of Luxembourg and with European Council Directive 2009/65/EC of 13 July 2009.
This document is advertising material and does not disclose all relevant information concerning the presented sub-funds. Any investment
decision in the sub-funds should be made on the basis of the current prospectus and the Key Investor Information Document (KIID), which are
available, along with the current annual and semi-annual reports, electronically in English and in the local language of the market where the mentioned SICAV is authorised for distribution, without charge upon request from Nordea Investment Funds S.A., 562, rue de Neudorf, P.O. Box 782,
L-2017 Luxembourg, from the local representatives or information agents, or from our distributors as well as on www.nordea.lu. Investments in derivative and foreign exchange 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 shares can greatly fluctuate as a result of the sub-fund’s investment policy
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. For further details of investment risks associated with these sub-funds,
please refer to the relevant Key Investor Information Document (KIID), available as described above. Nordea Investment Funds S.A. has decided to bear the cost for research, i.e. such cost is covered by existing fee arrangements (Management-/Administration-Fee). Nordea Investment
Funds S.A. only publishes product-related information and does not make any investment recommendations. A summary of investor rights is available in English through the following link: https://www.nordea.lu/documents/engagement-policy/EP_eng_INT.pdf/. Nordea Investment Funds S.A.
may decide to terminate the arrangements made for the marketing of its sub-funds in any respective EU-country of distribution in accordance with
Article 93a of Directive 2009/65/EC. Published by Nordea Investment Funds S.A., 562, rue de Neudorf, P.O. Box 782, L-2017 Luxembourg, which is
authorized by the Commission de Surveillance du Secteur Financier in Luxembourg. Further information can be obtained from your financial advisor. He/she can advise you independently of Nordea Investment Funds S.A. Please note that all sub funds and share classes might not be available in your country of jurisdiction. Additional information for investors in Switzerland: The Swiss Representative and Paying Agent is BNP
Paribas Securities Services, Paris, Succursale de Zurich, Selnaustrasse 16, 8002 Zurich, Switzerland. Additional information for investors in Germany: The Information Agent in Germany is Société Générale S.A. Frankfurt Branch, Neue Mainzer Straße 46-50, 60311 Frankfurt am Main, Germany. A hard copy of the above-mentioned fund documentation is also available here. Additional information for investors in Austria: The Information and Paying Agent in Austria is Erste Bank der österreichischen Sparkassen AG, Am Belvedere 1, 1100 Vienna, Austria. Additional information
for investors in the Netherlands: Nordea 1, SICAV is a Luxembourg Undertaking for Collective Investment in Transferable Securities (UCITS) registered in the Netherlands in the register kept by the AFM, and as such is allowed to offer its shares in the Netherlands. The AFM register can be
consulted via www.afm.nl/register. Additional information for investors in France: With the authorisation of the AMF the shares of the sub-funds
of Nordea 1, SICAV may be distributed in France. Centralising Correspondent in France is CACEIS Bank, located at 1-3, place Valhubert, 75206 Paris
cedex 13, France. Investors are advised to conduct thorough research before making any investment decision. Additional information for investors in Belgium: The Financial Service Agent in Belgium is BNP Paribas Securities Services S.C.A., Brussels Branch, Rue de Loxum, 25, 1000-Brussels, Belgium. A hard copy of the above-mentioned fund documentation is available upon demand free of charge. Additional information for investors in Spain: Nordea 1, SICAV is duly registered in the CNMV official registry of foreign collective investment institutions (entry no. 340) as
authorised to be marketed to the public in Spain. The Depositary of the SICAV’s assets is, J.P. Morgan Bank Luxembourg S.A. In Spain, any investment must be made through the authorised distributors and on the basis of the information contained in the mandatory documentation that must
be received from the SICAV’s authorised distributor prior to any subscription. The Representative Agent is Allfunds Bank S.A.U., C/ de los Padres
Dominicos, 7, 28050 Madrid, Spain. A complete list of the authorised distributors is available in the CNMV’s webpage (www.cnmv.es). Additional
information for investors in Portugal: The Management Company of the SICAV, Nordea Investment Funds S.A., and the Depositary of the SICAV’s
assets, J.P. Morgan Bank Luxembourg S.A., are validly formed and existing in accordance with the laws of Luxembourg and authorized by the Commission de Surveillance du Secteur Financier in Luxembourg. The Paying Agent in Portugal is BEST - Banco Electrónico de Serviço Total, S.A., duly
incorporated under the laws of Portugal and registered with the CMVM as a financial intermediary. Additional information for investors in Italy:
Fund documentation as listed above is also available in Italy from the distributors and on the website www.nordea.it. The updated list of distribution
agents in Italy, grouped by homogenous category, is available from the distributors themselves or from the Paying Agents: State Street Bank International GmbH – Succursale Italia, Allfunds Bank S.A.U. – Succursale di Milano, Société Générale Securities Services S.p.A., Banca Sella Holding
S.p.A, Banca Monte dei Paschi di Siena S.p.A., CACEIS Bank S.A.,Italian Branch and on the website www.nordea.it. Any requests for additional information should be sent to the distributors. Before investing, please read the prospectus and the KIID carefully. We recommend that you read the
most recent annual financial statement in order to be better informed about the fund’s investment policy. The prospectus and KIID for the subfunds have been published with Consob. For the risk profile of the mentioned sub-funds, please refer to the fund prospectus. Additional information for investors in the United Kingdom: The Facilities Agent is FE Fundinfo (UK) Limited., 3rd Floor, Hollywood House, Church Street East,
Woking GU21 6HJ, United Kingdom. Additional information for investors in Ireland: The Facilities Agent is Maples Fund Services (Ireland) Limited, 32 Molesworth Street, D02 Y512 Dublin 2, Ireland. Additional information for investors in Sweden: The Paying Agent is Nordea Bank Abp,
Swedish Branch, Smålandsgatan 17, 105 71 Stockholm, Sweden. Additional information for investors in Denmark: The Representative Agent is
Nordea Danmark, Filial af Nordea Bank Abp, Finland, Grønjordsvej 10, Postbox 850 0900 CopenhagenC, Denmark. A hard copy of the above-mentioned fund documentation is available here. Additional information for investors in Norway: The Nordea 1, SICAV is registered in Norway. Additional information for investors in Finland: The Nordea 1, SICAV is registered in Finland. Additional information for investors in Latvia: The
Representative Agent is Luminor Bank AS, 62 Skanstes iela 12, 1013 Riga, Latvia. Additional information for investors in Estonia: The Representative Agent in Estonia is Luminor Bank AS, Liivalaia 45, 10145 Tallinn, Estonia. Additional information for investors in Lithuania: The Representative
Agent in Lithuania is Luminor Bank AB, Konstitucijos pr. 21 A, 03601 Vilnius, Lithuania. Shareholders must evaluate possible investment risks and
take this into consideration when making investment decisions. Additional information for investors in Brazil: This is a strictly privileged and
confidential document for the purposes of a potential investment in foreign securities on a one-on-one basis with potential investors with a pre-existing relationship with Nordea Investment Funds S.A. This document contains information addressed only to a specific individual and is not intended for distribution to, or use by, any other person. This document (i) is provided for informational purposes only, (ii) should not be construed in any
manner as any solicitation or offer to buy or sell any securities or any related financial instruments, (iii) should not be construed in any manner as a
public offer of any securities or any related financial instruments, and (iv) and will be addressed to a potential investor with restrict access of information. Neither Nordea Investment Funds S.A nor Nordea 1, SICAV have been, and will not be, registered with the Brazilian Securities Commission
(Comissão de Valores Mobiliários - CVM). Nordea 1, SICAV must not be offered or sold in Brazil except in circumstances which do not constitute a
public offering or distribution under Brazilian laws and regulations. Any public offering, placement or distribution, as defined under Brazilian laws
and regulations, of securities in Brazil, is not legal without prior registration under Law No. 6,385 of December 7, 1976, as amended. Documents relating to the offering of the Nordea 1, SICAV, as well as information contained therein, must not be supplied to the general public in Brazil (as the
offering of the Nordea 1, SICAV is not a public offering of securities in Brazil) or used in connection with any offer for subscription or sale of the
Nordea 1, SICAV to the general public in Brazil. Investors within Brazil should consult with their own counsel as to the applicability of these laws
and regulations or any exemption there from. Source (unless otherwise stated): Nordea Investment Funds S.A. Unless otherwise stated, all views
expressed are those of Nordea Investment Funds S.A. This document 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 financial advisers 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.

