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About Task Force for Climate-related Disclosures (TCFD)

2017: TCFD published a set of recommendations for climate-related financial disclosures, across the areas of Governance, Strategy,
Risk Management, and Metrics and Targets. Nordea Asset Management was one of the first companies worldwide to commit to the
TCFD recommendations.

2020: Nordea Asset Management (NAM) published the first TCFD aligned climate report.

This report has been aligned with the TCFD recommended disclosures.

Core elements of recommended climate-related financial disclosures*

Governance
The organisation's governance around climate-related risks
and opportunities

Governance

Strategy

The actual and potential impacts of climate-related risks
and opportunities on the organisation's businesses, strategy
and financial planning

Risk Management
The processes used by the organisation to identify, assess
and manage climate-related risks

Metrics
and Targets

Metrics and Targets
The metrics and targets used to assess and manage
relevant climate-related risks and opportunities

About Nordea Asset Management'

Nordea Asset Management (NAM, AuM 241bn EUR**), is part of the Nordea Group, the largest financial services group in the Nordic
region (AuM 362bn EUR**). NAM offers European and global investors exposure to a broad set of investment funds. We serve a wide
range of clients and distributors which include banks, asset managers, independent financial advisors and insurance companies.

Nordea Asset Management has a presence in Bonn, Brussels, Copenhagen, Frankfurt, Helsinki, Lisbon, London, Luxembourg, Madrid,
Milan, New York, Oslo, Paris, Santiago de Chile, Singapore, Stockholm, Vienna and Zurich. Nordea's local presence goes hand in hand
with the objective of being accessible and offering the best service to clients.

Nordea’s success is based on a sustainable and differentiated multi-boutique approach that combines the expertise of specialised
internal boutigues with exclusive external competences allowing us to seek alpha in a stable way for the benefit of our clients. NAM
solutions cover all asset classes from fixed income and equity to multi asset solutions, and manage local and European as well as US,
global and emerging market products.
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CEO Foreword

2022 proved to be a formidable challenge for the investor community, with a global energy crisis in
full swing, central banks battling inflation and companies facing supply chain shocks. At the same
time the window for remaining within 1.5° C of global warming continues to narrow, while science
tells us that every additional decimal of temperature change may trigger irreversible climate
tipping points and the associated catastrophic scenarios.

Against this backdrop, we continue to be sharply focused on
addressing climate risks and opportunities within our port-
folios, as well as doing our part to support the transition to a
low-carbon economy. In 2021 we were amongst the first cohort
of asset managers to make an explicit net zero commitment as
part of the Net zero Asset Managers Initiative. 2021 also saw
the release of an additional set of supporting interim climate
targets for our firm. 2022 in turn was a year of execution.

Nils Bolmstrand

Chair of the Responsible
Investments Committee
and Head of Nordea Asset
Management

First, we knew we needed more intelligence on the transition
readiness of investee companies. To that end, we built an
in-house Paris alignment assessment tool which allows us

to assess the Paris alignment status of all issuers within our
investment universe. This type of analysis is key to our net zero
commitment and is incorporated into our issuer-level climate
targets, specifically our interim target to ensure that the 200
biggest contributors to our carbon footprint are Paris-aligned
or subject to active engagement to become so. In 2022 we initi-
ated engagements with 149 of these companies on the subject
of their Paris-alignment.

| choose to highlight this target because it exemplifies the
important role that active ownership plays in our work. It is

our strong belief, and borne out by our experience, that it is
through targeted engagement and voting that we can have the
biggest influence.

Our Thematic Sustainable Solutions family added new strat-
egies, as well: The Nordea 1 — Global Climate Engagement
Fund, an Article 8 ESG thematic portfolio, brings active owner-
ship to a new level by investing in and engaging with compa-
nies that have a continued role in a low-carbon economy, but
which can benefit from guidance and nudging to further their
green transition. Even before investing, the portfolio manag-
ers engage with and evaluate companies, to ensure that only
when there is sufficient alignment of goals to allow material
real-world impact to happen, will a name find its way into the
portfolio.

The Nordea 1 — Global Sustainable Listed Real Assets Fund,
on the other hand, taps into the megatrend of greening core
industries like energy, telecoms and transportation, while scru-
pulously screening out issuers that do not live up to the criteria
for a “sustainable investment” under the EU Sustainable Fi-
nance Disclosure Regulation.

Many of the issues that made 2022 a challenging year for the
global economy will carry over in 2023, but our mission is un-
changed: We will continue to work hard to deliver returns with
responsibility, of which our commitment to fostering real-world
decarbonisation is an integral part.
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At a glance

Where society is today

Remaining carbon budget for

limiting global warming to National targets
1.5°C, equivalent to 9 years put society on
at 2022 emissions level.* track for 2.4°C

of warming.®
Where NAM is today

NAM is one of the first Founding member of Investor-led initiative
companies worldwide Net Zero Asset Managers to engage the world's
to commit to the TCFD (NZAM) initiative: largest corporate
recommendations * 301signatories emitters of GHGs
e $59 trillion AuM¢ 166 companies
assessed and engaged

360

NAM targets — our way to Net Zero by 2050

NAM Progress to date Our carbon footprint in 2022
23% 75% 41.8

4) Global Carbon Project (2022).

5) Climate Action Tracker figures as of 10 November 2022.

6) Net Zero Asset Managers figures as of 31 December 2022.

7) The targets can be found in NZAM's Progress report, which presents targets set by all founding members.



https://www.globalcarbonproject.org
https://climateactiontracker.org/
https://www.netzeroassetmanagers.org/
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Nordea Asset Management

Figure 1
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(Senior Executive Management (SEM))

Nordea Group Sustainability

al

« Set strategic sustainability direction and
focus areas

Responsible Investment Committee (RIC)
« Define, launch, implement and follow up on RI

—>
* Support business areas in “ strategy and climate targets
implementation ¢ Chaired by NAM CEO
¢ Present recommendations to the RIC  Integration of ESG research and climate

¢ Implement RI Policy and climate strategy

* ESG research
¢ Report annually on RI progress

risk
¢ |nvestment-led ESG engagements
« Support specific Rl initiatives

* Measure, analyse and report on ESG and climate risk exposure

Board and management oversight

Sustainability is embedded across Nordea's business strategy,
backed by measurable targets, strong governance, and one of
the broadest sustainability offerings in the market as of 2022.
A net-zero emissions objective by 2050 across Nordea's lend-
ing and investment portfolios and internal operations was pub-
lished in 2021. Group sustainability has the responsibility to
support the business areas, such as NAM, in the implementa-
tion of this and other objectives.

At NAM, the commitment to climate-resilient investments
comes from the top. The Board oversees the strategic direction
and reviews the development of our ESG and climate policies,
and is updated at least annually on their implementation.

The Senior Executive Management team is kept well informed
on climate-related matters and several are members of the Re-
sponsible Investment Committee (RIC), where oversight of the
strategic delivery of NAM's climate commitments rests.

RIC was created in 2009 and is chaired by the CEO of NAM.

Climate governance in practice

Every quarter RIC meets to monitor progress towards climate
targets, discuss whether to engage or divest from companies
that are failing to meet responsible investment expectations,

and decide on significant changes to our Responsible Invest-
ment policy and processes.

The Heads of Investment Boutiques are responsible for inte-
grating ESG risks, including risks arising from climate change,
into the investment analysis and decisions. Various resources
are available for investment teams to monitor climate risks and
opportunities in the portfolios, including a climate dashboard
in regular risk reports.

Climate is a key focus area for the Responsible Investment (RI)
Team. Climate-focused workshops for investment teams and
other functions are regularly conducted to increase knowledge
and awareness of climate issues, and the analysis of climate-
related investment risks and opportunities is an important part
of the product development work.

Since 2013, the RIC has made it a priority to identify companies with unmitigated climate-related financial risks.

In 2015 a first analysis of coal mining companies was presented to the RIC, and a decision was made to restrict investments into
companies judged to have excessive exposure to thermal coal mining. RIC reviews the restrictions on an ongoing basis, and have
decided to further strengthen restriction on coal mining and introduce restrictions on oil sands and artic drilling.2 RIC are set to
ensure restrictions continue to align with global pathways towards net zero.

Nordea Asset Management's Responsible Investment Policy



https://www.nordea.lu/documents/esg-ri-policy/ESG-RI-PL_eng_INT.pdf?inline=true
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to net zero

Climate change has been a strategic focus for NAM since we
became a signatory to the UN-supported Principles for Re-
sponsible Investment (PRI) in 2007. In 2015, we implemented
our first climate-related divestment from coal mining, and
started analysing and disclosing the carbon footprint of our
ESG STARS funds. In 2019, we publicly committed to align-
ing our investment strategies with the objectives of the Paris
Agreement, and in 2020 we cemented this commitment by
becoming a founding member of the Net Zero Asset Managers
(NZAM) initiative, a global coalition of asset managers work-
ing for the achievement of net-zero greenhouse gas emissions
by 2050. In addition, during 2020, we helped co-create the

Net Zero Investment Framework (NZIF), a method for asset
managers/owners to set climate targets consistent with the
objectives of the Paris Agreement, and in November 2021, we
released a set of additional climate targets, in line with NZIF
guidance and our NZAM commitment.®

2022 in turn was a year of execution. We built an in-house issu-
er-level Paris alignment assessment tool, initiated engagements
with 149 investee companies on Paris-alignment and launched
Nordea 1 — Global Climate Engagement Fund, which focuses
on companies with underappreciated opportunities to become
relevant in, and benefit from, a low carbon future.
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Figure 2: NAM targets and commitments

NAM's climate journey
What we have achieved so far and where are

we heading to?

NAM'’s climate timeline

< 2007
Signatory to the UN-supported Principles for Responsible
7 Investment
2008
Launch of Nordea 1 — Global Climate and Environment Fund*
X 2015

2018 7

Joined UNEP FI pilot group to support the development
of analytical tools and indicators to report on the risks
and opportunities presented by climate change

2020 7

Published first Climate report in line with TCFD
recommendations

Published net zero targets including a reduction of the
weighted average carbon intensity (WACI) of investments
by 50% before 2030

Co-developed the Net Zero Investment Framework
together with other members of the Institutional Investor
Group on Climate Change (IIGCC)

Founding member of the Net Zero Asset Managers
(NZAM) initiative

2025

80% of top 200 holdings Paris aligned or engaged
Double the scope of portfolio level carbon reduction targets

Phase out investments in coal-related companies without
plans to achieve a full exit from coal by 2040

N

First climate-related divestment from coal mining, and
disclosure of the carbon footprint of ESG STARS funds

X 2019

Public commitment to aligning investment strategies with
the objectives of the Paris Agreement

X 2021

Established further reduction and engagement targets
to reach net zero by 2050 or sooner

’< 2022

1 Launch of Nordea 1 — Global Climate Engagement Fund

Launch of Nordea 1 — Global Sustainable Listed Real
Assets Fund

1> 2030

Achieve our fund-specific carbon footprint reduction

1 targets (CO2e/M EUR invested)

1 100% of top 200 holdings Paris aligned or engaged
|

I 50% reduction of WACI

2050

Net zero

across Nordea Group's

operations and investments
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Identifying risks and opportunities

As the largest asset manager in the Nordics, our investments
cover all major asset classes, including listed and private eg-
uity, corporate bonds, green bonds, sovereign bonds, covered
bonds, structured products and others. Through these invest-
ments, we are exposed to several types of climate-related risks
and opportunities.

As is best practice, we categorise climate-related risks into two
types:

1. Transition risks, which relate to the impacts associated with
the transition towards a less polluting and greener economy.
Some sectors of the economy face big shifts in asset values

or higher costs of doing business as climate policies become
stricter. In addition to policy risks, transition risks include risks
related to technological developments, as well as liability risks.

2. Physical risks, which relate to impacts resulting from cli-
mate change, can result from adverse extreme weather events
(acute risks) or long-term shifts in climate patterns (chronic
risks). Physical risks may have both direct financial implications
for organizations, due to damage to assets, and indirect im-
pacts from supply chain disruptions and variations in resource
availability.

Of these two risk types, transition risk is likely to have a more
imminent and abrupt impact on our investments.

The climate commitments that the signatories to the Paris
Agreement have so far made to address global warming are
widely understood to be insufficient for limiting temperature
increases to below 1.5°C. The world is continues to head for 2.4
degrees of warming under current targets'™. Despite this clear
emissions gap, outcomes of COP27 reflected only modest pro-
gress on reducing emissions". We therefore continue to expect
increased political action to address these gaps in the years to
come, exposing economies to heightened transition risk.

Climate Action Tracker. 11) World Resource Institute 08.12.2022: COP27: Key Takeaways and What's Next.



https://www.climateactiontracker.org/
https://www.wri.org/insights/cop27-key-outcomes-un-climate-talks-sharm-el-sheikh
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Primary
time horizon

1-10 years

>10 years

Figure 3: Risk horizons

Category

Direct transition risks
and opportunities

Transition risks

and opportunities
transmitted through
investments

Physical risks

Primary
drivers

Evolving regulations and
expectations:

» Evolving regulations and standards
for climate-related reporting and other
communication

* Increasing expectations and demand
from clients to manage climate-related
risks and opportunities

Policy and legal:

¢ Higher carbon pricing and increased
regulation and litigation.

Reputation:
» Negative stakeholder feedback
Technology:

* Obsolete technologies, capital
expenditure requirements to
accommodate new technologies

Market:

¢ Changing consumer demand, rising
material costs, new entrant disruption

Physical risks of our investments:

¢ Acute: Increased severity and
frequency of extreme weather events

¢ Chronic: Rising sea levels, mean
temperatures and weather pattern
variability

Implications
for NAM

We monitor and participate in all leading
climate-related investor initiatives, to ensure
our activities reflect best practice

We engage in dialogue with our customers
and continue to increase our range of
climate-related product offerings

We focus engagements on the most
exposed companies and countries

We integrate climate risk metrics in our risk
reporting

We restrict investments in companies
whose business model is fundamentally
unaligned with the objectives of the Paris
agreement.

We identify companies in critical sectors
with aggressive decarbonisation strategies

* We identify which sectors/companies are

most exposed to the effects of climate
change
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10

Scenario analysis

Itis clear that our exposure to the climate risks and opportuni-
ties identified above is perceptible across all our investment
strategies and within our investment horizons.

To further quantify climate-related risks and assess implica-

tions for our investment strategies, we conduct two types of

scenario analysis: Climate-Value-at-Risk analysis and climate
alignment analysis.

Climate Value at Risk

Since 2020, we have used the Climate-Value-at-Risk (CVaR)

model to estimate three key climate risk metrics across a num-

ber of plausible scenarios for climate change and climate poli-

cy outcomes:

¢ Policy Risk = % of investment value at risk due to future
climate policy

¢  Technology Opportunities = % of investment upside due
to low-carbon technology revenues, which combined with
Policy Risk gives us Transition Risk

o Physical Risk and opportunity = % of investment value
at risk from the impact of extreme weather events and
longer term changes

Transition risk

For policy risk and technological opportunity, scenarios from the
Network for Greening the Financial System (NGFS) are used.
Amongst others, this includes 1.5°C Orderly, 2°C Disorderly

and 3°C scenarios. The Disorderly scenario assumes that most
climate policies are not introduced until 2030, which means
that emissions reductions need to be sharper and more drastic
than in an Orderly scenario, where climate policies would be
introduced early and gradually become more stringent to limit
warming to the same temperature target.

As presented in figure 4, a delayed transition response presents
the highest value-at risk and across all scenarios, policy risk
outweighs potential upsides.

Overall, transition risk is lower for corporate bonds. This is un-
surprising given that the average length of maturity of invest-
ment grade bonds are less than 15 years'?, and even less on
secondary markets, but is also responsive to different sector
allocations within the two asset classes.

Figure 4: Transition risk listed equity and corporate bonds

31122022 1.5°C: NGFS NZ2050

CVaR Transition Policy risk Technological
risk opportunities
Listed equities -7.89% 3.95%
Corporate bonds -0.71% 0.04%

Data as of 31.12.2022. Data coverage: 99% for listed equities, 63%

©2023 MSCI ESG Research LLC. Reproduced by permission.

Figure 5: Sector contribution to transition risk

2°C: NGFS Delayed Transition

3°C: NDC Hot House

Disorderly
Policy risk Technological Policy risk Technological
opportunities opportunities
-19.48% 6.66% -0.69% 016%
-3.01% 0.07% -0.03% 0.00%

for corporate bonds. Source: Nordea Investment Funds S.A.,

1.5°C Orderly M Policyrisk M Technological opportunity 1.5°C Orderly
Agriculture, Food and Pharmaceuticals _ Agriculture, Food and Pharmaceuticals
Banks, Insurance and Real estate - Banks, Insurance and Real estate
Basic Materials _.- Basic Materials
Communications -. Communications
Consumer, Cyclical _ Consumer, Cyclical
Consumer, Non-cyclical - Consumer, Non-cyclical
Energy I Enery

Industrial

Other

Other financials
Technology

Utilities

Industrial

” Other

” Other financials
Technology

Utilities

Total: =5.54%%

-04 0.0 04 0.8

Total: 2.67%

Data as of 31.12.2022. Data coverage 77%. Sector classification is based on Bloomberg Industry Classification System (BICS). "Agri-
culture, Food and Pharmaceuticals" has been separated out from Consumer, non-cyclical and Financials have been split into two:
"Banks, Insurance and Real estate" and "other financials". Source: Nordea Investment Funds S.A., ©2023 MSCI ESG Research

LLC. Reproduced by permission.

12) OECD. 2020. Corporate Bond Market Trends, Emerging Risks and Monetary Policy.
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Figure 5 displays the contribution of our listed equity and cor-
porate bond investments to transition risk across sectors, in an
1.5°C Orderly scenario. Any given sector’s ‘contribution’ is deter-
mined by the transition risk of the company holdings within that
sector as well as the relative exposure to the sector. The sum of
all contributions represents aggregate transition risk.

Our investments in carbon-intensive sectors such as Basic ma-
terials (mining, iron/steel etc) and Industrials (electronics,
building materials, other manufacturing etc.) represent the
largest contributions to policy risk. The contribution from Ener-
gy, while carbon-intensive, is modest, driven by our relatively
small exposure to this sector.

The biggest upside is seen in utilities, driven mainly by electric
utilities. This is reflective of our efforts to identify electricity
providers with large renewable electricity generation capacity
and growth potential, as part of our Paris Aligned Fossil Fuel
Policy. On an aggregate sector level, net transition costs are
still expected to outweigh potential benefits across all sectors.
Yet, there are numerous companies in our portfolios, across
most sectors, for whom transition opportunities outweigh tran-
sition risks.

Physical risk and opportunities

For physical risks and opportunities, the CVaR model quantifies
the expected change in costs to a company from business in-
terruptions and damages to physical assets materialising from
climate-related acute events and chronic changes such as ex-
treme heat and cold, rainfall, flooding and tropical cyclones.
Using the physical location of a company’s facilities and a

probability distribution of the annual costs of the manifestation
of climate hazards, it provides an estimate of both the average
cost as well as a more severe, 95th percentile ‘aggressive’ out-
come that explores the less likely but more extreme impact po-
tential of climate change.

As shown in figure 6, physical risks in an aggressive outcome are
significantly higher, but for corporate bonds, they remain modest
given the shorter timescale. For listed equity, in contrast, the
difference in damages amounts to 2.8 percentage points.

Figure 6: CVaR Physical risk and opportunities

CVaR Extreme Weather Average Aggressive
Listed equities -8.32% -1113%
Corporate bonds -0.46% -0.78%

While offering valuable insights into relevant climate risks, the
CVaR model does not exhaustively address all dimensions of
climate risk. Crucially, the model does not fully take into ac-
count companies' risk mitigation efforts, such as strategic plans
for reducing carbon emissions or efforts to diversify away from
fossil fuel dependency on a forward-looking basis.

For a more complete picture we need to understand how indi-
vidual issuers are managing climate risks and opportunities.
We achieve this by conducting climate alignment analysis of
individual issuers in high-risk sectors.


https://www.nordea.lu/documents/esg-paris-aligned-fossil-fuel-policy/ESG-PAFF_eng_INT.pdf?inline=true
https://www.nordea.lu/documents/esg-paris-aligned-fossil-fuel-policy/ESG-PAFF_eng_INT.pdf?inline=true
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Climate alignment analysis

In order to gain a holistic understanding of the trajectory of our
portfolio companies, we assess individual issuers using NZIF's
maturity scale approach. NZIF introduces ten current and for-
ward looking criteria with a binary yes/no outcome, which can be
combined to categorise companies into four categories; Aligned,
aligning, committed to aligning or not aligning (see figure 7)13

As an example of the comprehensiveness of this approach,
having a science-based target is one out of the six core align-
ment indicators, but on its own it is not sufficient to be catego-
rized as ‘aligning’. For that we also need to see adequate GHG
disclosure and a supporting decarbonization strategy.

To identify the alignment status of all issuers in our investment
universe we have built an in-house alignment assessment tool.
For each of the six core criteria, we rely on data from credible
third parties such as Transition Pathway Initiative, Science-
Based Targets Initiative, CA100+ and CDP, which we compli-
ment with proprietary data to indicate if the criterion is met.

The quantitative assessment is indicative of alignment, but is
complemented by individual research into and engagement
with companies to firmly establish alignment status.

Paris-Aligned Fossil Fuel Policy

In September 2020, we implemented a new approach to re-
stricting investments in companies involved in fossil fuels,
which we call the Paris-Aligned Fossil Fuel (PAFF) policy. The
PAFF policy prohibits investments in fossil fuel companies that
are not transitioning in line with the climate objectives of the
Paris Agreement, while still enabling investments in companies
that are leading the transition out of fossil fuels. Companies
that can demonstrate this are put on the Paris-Aligned Fossil
Fuel list (PAFF list). Companies that are not on the list will be

excluded from funds adhering to the policy. More than 2000
companies are subject to this screening because they have sig-
nificant fossil fuel involvement.

The PAFF policy is distinct from more traditional exclusion ap-
proaches that tend to be based primarily on sector classifica-
tion or revenue thresholds. The latter approaches often ignore
companies with ambitious plans to transition towards cleaner
energy and it ignores the critical role that energy plays in the
economy, while our approach is research-driven and based on
the merits of the individual company.

A note on Implied Temperature Rise metrics
Another often used alignment metric is the Implied
Temperature Rise (ITR) metrics. At NAM we do not
presently use ITR metrics for the purposes of reporting
portfolio Paris alighment. ITRs can at times be useful as

an indicator of a company's transition path, but while as a
metric it is simple to understand, the computation required
to construct it is not. The result of this modelling complexity
is that it is sensitive to the methodological choices made by
any given provider. This is also why those estimates can vary
significantly across providers. In addition, ITR models do

not account for the extent to which a company’s products
and services serve to help others avoid or reduce emissions,
which is highly relevant when evaluating portfolios
overweight in climate solution providers. At NAM we remain
longer term optimistic, but presently cautious when using
them in our own decision making.

This type of analysis is key to our net zero commitment and is
incorporated into our issuer-level climate targets. In addition,
it is a particular prerequisite for our implementation of the
Paris-Aligned Fossil Fuel Policy.

Figure 7
Alignment KPIs Threshold Aligned Aligning Committed Not aligning
1 Net-zero ambition The issuer has a long-term decarbonization goal consistent with achieving v v
global net zero by 2050
2 Short- & medium-term The issuer has a short- or medium-term GHG target that is consistent v v
targets with 1.5°C and covers material emissions
3 Emissions performance The issuer’s current emissions performance in line with its GHG target v All other
Disclosure The issuer discloses scope 1, 2 and material scope 3 emissions v Vv ssuers
5 Decarbonization strategy  The issuer explicitly sets out the measures that will be deployed to y v
deliver on GHG target and shift towards green revenues
6 Capital allocation The issuer clearly demonstrates that its capital expenditures are v

alignment consistent with achieving net zero by 2050

7 Climate policy

engagement direct and indirect lobbying activities

8 Climate governance

9 Just transition
business model on its workers and communities

1

o

Climate risk and

accounts incorporates such risks into its financial accounts

The issuer has clear oversight of transition planning and executive
remuneration is linked to delivering targets and transition is

The issuer considers the impacts from transitioning to a lower carbon

The issuer has a Paris-aligned climate lobbying position and aligns its

KPIs 7-10 in NZIF are optional and not currently included in
most investors' alignment nents due to data availability

NAM currently include Climate governance components in the
assessment of KPI 5: Decarbonization strategy.

The issuer discloses transition risks through TCFD Reporting and
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The dominant source of climate risk exposure for NAM is our
investments in companies which are themselves exposed to
climate risk. Managing our climate risk, therefore, involves inte-
grating climate risk into our investment selection process, as-

It was with these objectives in mind that the NAM Climate
Change Strategy was adopted in 2019. Its five pillars all contrib-
ute to the development of a more robust climate risk manage-
ment framework, and within each pillar, we are taking active

sessing the quality of climate risk management that we see

from the companies we invest in, and using our influence to
stimulate a strengthening of their risk management practices.
In other words: climate risk management for NAM is both
about selecting the right investments and managing those in-
vestments responsibly.

Figure 8

Climate
strategy pillars

Description

Key features

ESG and climate KPIs integrated into portfolio performance

Integration Climate risk and .
opportunity analysis reviews of our equities and fixed income teams
is integrated intothe . A portfolio risk reports include climate dashboards with
overall investment key figures such as the weighted average carbon intensity
process as part of (WACI) and absolute emissions of investments
company research X . . .
and regular risk « For funds with a carbon footprint redu.c‘non target thg risk
monitorin report tracks progress, and compares investments to its
9 . IR R
industry-geography peer group highlighting best-in-class
companies and possible laggards™
Active We engage and » The Corporate Governance team, in close collaboration
ownership vote to improve the with the Responsible Investments team and Portfolio

Divestment and
mitigation

climate resilience of
our investments

We take active
measures to reduce
our exposure to
highly carbon-
intensive sectors
that do not have
meaningful
prospects for a
sustainable
transition

Managers evaluate all important climate resolutions. Our
aim is to vote in at least 90% of all general meetings of
equity holdings

Active participant and co-lead in key engagement
initiatives such as Climate Action 100+

Strict exclusion criteria for thermal coal mining and oil
sands (5% revenue threshold) as well as arctic drilling
(0% threshold)

Our Paris-Aligned Fossil Fuel Policy, restricts investments in
fossil fuel companies that are not transitioning in line with
the objectives of the Paris Agreement

The RI team regularly conducts analyses to highlight
NAM'’s exposure to sectors and companies with high
climate risk, and makes recommendations to the
Responsible Investment Committee to divest from or
engage with carbon intensive companies that fail to show
signs of transformation

measures to responsibly manage our climate risk exposure.

Notable actions in 2022

Built additional functionality in
proprietary ESG data platform,
to now include issuer level Paris
alignment metrics across entire
investment universe

Voted in 96.96% of all climate
resolutions

Initiated engagement with all
‘non aligning’ companies amongst
our 200 biggest carbon footprint
contributors

Initiated our methane engagement
campaign in collaboration with select-
ed partners to engage companies in
the oil and gas industry on the disclo-
sure and mitigation of their methane
emissions

Lowered exclusion threshold for
involvement in oil sands extraction
and arctic drilling


https://www.nordea.lu/documents/esg-paris-aligned-fossil-fuel-policy/ESG-PAFF_eng_INT.pdf?inline=true
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Climate Description

strategy pillars

Product We focus on

development products that
support the

transition to a low
carbon economy

Policy support We support climate
policy that help
deliver on the

Paris Agreement's
objectives, and are

involved in various

Key features

« ESG STARS range has grown to include 22 strategies with
more under development

« Rl strategies now represent more than 70% of NAM's
assets under management as of end of 2022

« Amongst the first cohort of signatories to the Net Zero
Asset Managers (NZAM) initiative and co-developer of
the Net Zero Investment Framework

» Signatory to the Finance for Biodiversity Pledge, a

commitment of financial institutions to protect and restore
biodiversity through finance activities and investments

Notable actions in 2022

launch of our new Nordea 1 — Global
Climate Engagement Fund. The
strategy will focus on companies

with underappreciated opportunities
to become relevant in, and benefit
from, a low carbon future. Through
engagement, we will seek to drive
forward the necessary strategic and
operational changes to unlock value
via supporting to reduce environmen-
tal risks

Launch of Nordea 1 — Global Sustain-
able Listed Real Assets which taps
into the megatrend of greening core
industries like energy, telecoms and
transportation

Signatory to IIGCC's 2022 Global Inves-
tor Statement to Governments on the
Climate Crisis, calling for government
action ahead of COP27

Co-signed the US Federal EPA
Methane public policy letter, calling

industry initiatives
that promote the
same agenda

3.1 Managing in line with net zero

As an early signatory to Net Zero Asset Managers Initiative we
are committed to supporting the goal of net zero greenhouse
gas emissions by 2050 or sooner, in line with global efforts to
limit warming to 1.5°C.

With this commitment comes a requirement to set an interim
target for the proportion of assets to be managed in line with
the attainment of net zero emissions by 2050 or sooner. This
raises the question of what it means to ‘manage in line with
net zero?

According to NZAM guidelines, managing assets in line with
net zero means the following:1>

1. Setting interim targets for 2030, consistent with a fair share
of the 50% global reduction in CO2 identified as a require-
ment in the IPCC special report on global warming of 1.5°C

2. Taking account of portfolio Scope 1 & 2 emissions and, to
the extent possible, material portfolio Scope 3 emissions

3. Prioritising the achievement of real economy emissions re-
ductions within the sectors and companies in which we
invest

The Net Zero Asset Managers Commitment

on the Biden administration to rapidly
advance methane regulations for the
U.S. oil and gas sector

4. If using offsets, investing in long-term carbon removal,
where there are no technologically and/or financially viable
alternatives to eliminate emissions

5. As required, creating investment products aligned with net
zero emissions by 2050 and facilitate increased investment
in climate solutions

Our first key choice has been to follow the Net Zero Investment
Framework (NZIF), one of three target-setting methodologies
endorsed by NZAM. In our view, a strong point of NZIF is its
dual emphasis on having both top down portfolio level tar-
gets as well as bottom up issuer-level alignment targets.

Our second key choice has been to only count an investment
strategy as part of AUM that is ‘'managed in line with net zero’
if it is subject to a portfolio specific carbon footprint reduction
target specifically structured to prioritize the achievement of
real economy emission reductions.

This is the case for 17.3% of NAM's total AUM.17
An alternative approach would have been to use our '50% re-

duction in WACI by 2030' target to justify a large proportion of
AUM as committed to be managed in line with net zero. Doing

Appendix
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so would mean that approximately 70% of our AuM could be la-
belled “managed in line with net zero”, because they are encom-
passed by our existing WACI target™. However, we do not consid-
er this to be best-practice or in the interest of our clients, who
should feel confident that the funds they are invested in could be
expected to decarbonize in line with net-zero requirements, if
such funds are said to be managed in line with net zero.

What are our next steps?

Our EOY2024 ambition is to double the share of AUM that is
managed in line with net zero.

As the largest asset manager™* in the Nordics, NAM invest-
ments cover all major asset classes; listed and private equity,
corporate bonds, green bonds, sovereign bonds, covered
bonds, structured products and others. For most of these asset
classes, methodologies for measuring Net Zero alignment has
not yet been established. Going forward, to increase the share
of net-zero committed AUM, we will work to expand the scope
of our target-setting framework to corporate bonds strategies
and continue working collaboratively to establish industry best
practice methodologies for measuring 1.5°C alignment across
more asset classes.

In addition, a key component of a net-zero investment strate-
gy is to increase investment in the range of climate solutions
needed to meet our shared climate goals. This requires a ro-
bust, and peer-comparable approach to identifying — and
measuring the contribution of — climate solution providers.
Developing frameworks in line with emergent best practice is
a key priority for 2023.

Facilitating real emission reductions in the
oil & gas industry...

Methane is a powerful greenhouse gas, estimated to be
contributing to 25% of global warming today. Methane has
more than 80 times the warming power of carbon dioxide
over the first 20 years after it reaches the atmosphere.
Although CO: has a longer-lasting effect, methane sets the
pace for warming in the near term. The oil and gas industry
is the largest industrial source contributing to 25% of global
anthropogenic methane emissions. Reducing methane
emissions is critical for companies to achieve a 1.5 degree
pathway. The International Energy Agency has demonstrated
that reducing methane in oil and gas in the next decade is
one of the most cost-effective forms of climate risk mitigation.

In July 2022, we initiated the first phase of a collaboration with
selected partners and clients to engage with 15 companies in
the oil and gas industry on the disclosure and mitigation of
their methane emissions. Our primary engagement ask is for
investee companies with methane emissions to join the Oil and
Gas Methane Partnership (OGMP) 2.0 framework. OGMP is the
gold standard in methane measurement, reporting and target
setting. In addition to joining the OGMP, investee companies
are asked to identify the actions being taken to reduce meth-
ane emissions and to share the cost/benefit analysis of these
actions in engagement meetings.

During the second half of 2022, we expanded phase one of the
engagement to additional companies and our engagement ef-
forts across the group continue. Although we still see gaps in
the maturity of the companies in tackling methane emissions,
we are seeing progress in the engagement. Many of the com-
panies are taking action to reduce their methane emissions
and are in dialogue with the OGMP 2.0 programme on mem-
bership. Petrobras and EOG Resources joined the OGMP 2.0 in
January 2023.
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In November 2021 our net zero commitment was cemented by
the release of a new set of climate targets, complementing ex-
isting objectives!. Collectively, our targets embody our overall
ambition to continue building climate resilience and embracing
the opportunities presented by the transition to a low-carbon
economy.

Our overarching long-term goal is to achieve net-zero emis-
sions for all assets under management by 2050. Our short-and
mid-term targets work towards this overall ambition, through
complimentary top-down and bottom-up approaches: from an
organisational wide target to reduce the weighted average
carbon intensity (WACI) of investments; a set of portfolio-spe-
cific carbon footprint reduction targets, and a complimentary
target to ensure individual companies are engaged to be-
come 1.5°C aligned. To this end, we have also set a 2025 target
to phase out investments in coal-related companies without
plans to achieve a full exit from coal globally by 2040.'8

In practice, we expect our targets to be achieved through three
mechanisms, which in order of priority are:

o Pushing current investee companies towards acceler-
ated decarbonization. Active ownership is a core pillar of
our climate strategy underpinning our investments, includ-
ing the launch of our Climate Engagement strategy

¢ Investing in companies that facilitate real-world decar-
bonization. A good example of this is our PAFF Policy, as
well as our efforts to ensure our portfolio-level carbon
footprint targets incentivise investment in decarbonisation
leaders

e  Shifting portfolio allocation away from high-emitting
companies and sectors. We restrict investments in sec-
tors with a limited future in a decarbonised economy, and
integrate the identification of negative emission outliers
into the overall investment process
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Figure 10: NAM quantified targets

Timeline

Short term:
2025

Mid-term:
2030

Target

80% of top 200 contributors to financed emissions to be either
categorized as “Aligned” or else be subject to engagement to
become aligned

Phase out investments in coal-related companies without plans
to achieve a full exit from coal globally by 2040.

Double share of net-zero committed AuM to 35%

100% of top 200 contributors to financed emissions to be either
categorized as “Aligned” or else be subject to engagement to
become aligned

Achieve fund-specific carbon footprint reduction targets. The
AUM-weighted average target value is currently 34.5 tCO2e/
mUSD, equivalent to a 48% reduction from 2019 baseline year,

but varies depending on sector composition

50% reduction in the weighted average carbon intensity (WACI)

of investments from 2019 baseline year

Increase investments in climate solutions

Long-term:
2050

Net zero greenhouse gas emissions

Weighted Average Carbon Intensity

To ensure alignment with the Paris agreement, in 2020 NAM
committed to reducing the weighted average carbon intensity
(WACI) of its aggregated listed equity and corporate bond in-
vestments by 50% before 2030, compared to a 2019 baseline.
WACI measures TCO2e/EUR million revenue, and as such is not
a direct measure of emissions. Yet, it is a useful measure of a
portfolio’s exposure to carbon-intensive companies, and acts as
a proxy for climate transition risk, since companies with higher
carbon intensity are likely to face more exposure to carbon-re-
lated market and regulatory risks.

2022 saw a 23% decrease in WACI compared to 2019. The
decrease is primarily driven by reduced exposure to the energy
sector, as well as a switch towards less carbon intensive com-
panies within Utilities following the introduction of our PAFF
policy. The next section sheds more light on this, by breaking
down our financed emissions across sectors.

Scope

Listed equity and corporate
bonds

Companies involved in the
mining for coal or use it for
electricity generation

All asset classes

Listed equity and corporate
bonds

17.3 % of total AuM

Listed equity and corporate
bonds

To be defined

Total AuM

Figure 11: WACI
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Status

Initiated engagement with 149
companies on Paris alignment
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17.3% of AuM net-zero committed

Ongoing
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Financed emissions and carbon footprint

Targeting a reduction in average carbon intensity is a big
step towards aligning investments strategies with the Paris
Agreement, which will require a much less carbon-intensive
economy. However, the average intensity metric itself does
not capture developments in absolute emissions. In line with
the recommendations of TCFD and Partnership for Carbon
Accounting Financials (PCAF), we therefore also track our
financed emissions: The absolute emissions that we finance
through our investments.

When calculating financed emissions, a portion of the annual
GHG emissions of a company is allocated to an investor, based
on its relative exposure. Simply put, the more shares or bonds
an investor has in a company, the larger the share of emissions
attributed to that investor.!

The resulting figure can be expressed both in absolute terms
and as a carbon footprint metric, which is the absolute GHG
emissions per million EUR invested. The latter is arguably a more
meaningful indicator as it is not influenced by overall growth in
assets under management. NAM' absolute financed emissions
decreased by 15% from 2019 to 2022. NAM's carbon footprint,

Figure 13: NAM's carbon footprint across sectors
Carbon footprint of investments by sector
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The carbon footprint of each sector is a measure of the carbon

a emissions (scope 1+2) of investee companies in that sector,

weighted by our relative exposure to companies within the sector.
Sector contribution to NAM's carbon footprint
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A sector's contribution to our carbon foortprint is a function of carbon
footprint of the sector as well as our relative exposure to that sector.
The sum of each column equals the total carbon footprint of that year.

which controls for the size of the investment portfolio and hence
measures the emissions profile of the portfolio irrespective of its
size, fell by 27%. The main driver of this reduction was a switch
to less carbon-intensive companies within the energy, utilities
and materials sectors, together with an overall reduction in our
exposure to the energy sector. The carbon footprint remained
relatively flat in 2021-2022, since developments in the utilities
sector largely offset reductions achieved in other sectors.

Figure 12: Financed emissions

Financed emissions scopes 1-2 (tCO:ze)

2019 2020 2021 2022
Listed 7047552 6369.470 7688412 6.206.663
equities
Corporate 3348761 4186406 1946459 2625993
bonds

Data as of 31.12.2022. Financed emissions figures are coverage-
adjusted. Data coverage listed equity: 96% (2019), 97% (2020),
98% (2021), 100% (2022). Data coverage corporate bonds: 81%
(2019), 84% (2020), 72% (2021), 87% (2022). Securities for
which no data is available are assumed to be the average of the
sector. This is done to avoid excluding those securities and
thereby undercounting financed emissions. Source: Nordea
Investment Funds S.A., ©2023 MSCI ESG Research LLC.
Reproduced by permission.

Investment exposure across sectors
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The graph displays investment allocation across sectors (as %
of total).

W Other
M Consumer, Cyclical

Data as of 3112.2022. Data coverage: 88%
(2019), 91% (2020), 87% (2021), 94% (2022).
Sector classification is based on Bloomberg
Industry Classification System (BICS). The
'Other' category includes the following BICS
catepgories: Communications, Financials, Tech-
nology, Diversified and NA. Source: Nordea
Investment Funds S.A., ©2023 MSCI ESG
Research LLC. Reproduced by permission.

Energy
Consumer, Non-cyclical
Industrial

M Basic Materials

W Utilities

Scope 1: all direct emissions coming from the activities of a
company (e.g. the pollution emitted from a factory).

Scope 2: indirect emissions from the consumption of pur-
chased energy, coming from a utility provider.

21) For an in-depth explanation of the methodology, see The Global GHG Accounting and Reporting Standard for the Financial Industry.
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Portfolio-level carbon footprint targets

In line with our NZAM commitment, we report and track the
percentage of AUM committed to be managed in line with net
zero. Here we only count an investment strategy as part of
AUM that is ‘'managed in line with net zero' if it falls in line
with a decarbonization target that is consistent with 1.5°C.

Our initial set of portfolio reduction targets covers a majori-
ty of listed equity investments, corresponding to 17.3% of
total AUM.22

Each investment strategy in scope (i.e., every individual portfo-
lio counted in the 58% of listed equity AUM) is subject to a
strategy-specific carbon footprint target for 2030, expressed in
terms of tCO2e/mUSD invested. The precise target value for
any given investment strategy varies depending on the invest-
ment universe and composition of the strategy, but the
AUM-weighted average target value is currently 34.5 tCO2e/
mUSD, equivalent to a 48% reduction relative to the bench-
mark intensity in the baseline year.

Figure 14: lllustrative trend for example portfolio
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A key aspect of the NZAM commitment is to “Prioritise the
achievement of real economy emissions reductions within the
sectors and companies in which we invest”.

When setting mid-term targets a core objective therefore was
to ensure targets incentivise real economy reductions by con-
tinuing to incentivise investment in sectors that are critical for
real-world decarbonization.

This was achieved by setting targets that incentivize invest-
ments in decarbonization leaders in all sectors. We achieve this
by defining fund-specific and sector-agnostic target baselines,
based on the average emissions of specific sector-geography
combinations represented in a portfolio. The adjusted bench-
mark baseline value expresses what the carbon footprint of the
portfolio’s benchmark would have been in 2019, if the bench-
mark had the same sector/geography composition as the cur-
rent portfolio. From that a target reduction value is calculated
based on the notion of a fair share contribution.23

For more information on our target setting process see
Appendix

—@— Illustrative trend

Trend if sector-
geography
composition
remains

unchanged

Dec2025 Dec2026 Dec2027 Dec2028 Dec2029

The adjusted benchmark baseline value expresses what the carbon footprint of the portfolio’s benchmark would have been in 2019, if the
benchmark had the same sector/geography composition as the current portfolio.
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Issuer-level targets

A key driver for achieving our climate targets and net zero
commitment is the increasing alignment of companies to net
zero pathways. As active owners we prioritise engagement as
the primary mechanism to drive alignment, which is why our
2025 target is for 80% of our top 200 carbon footprint con-
tributors be on a Paris-aligned trajectory or else subject to en-
gagement. This target will increase to 100% by 2030.

To identify our top 200 list, we measure financed emissions
(tCO2e) and carbon footprint (tCO2e/million EUR invested) fol-
lowing the Partnership for Carbon Accounting (PCAF) guid-
ance. The ‘financed emissions’ of a company represent NAM's
share of that company’s emissions. It is a function of two
things: 1) Company GHG emissions; and 2) NAM's exposure to
the company.

All else equal, a company is more likely to end up on our Top
200 list if it has relatively high GHG emissions or if our expo-
sure is relatively high.

Collectively, the top 200 list is responsible for 81% of our
equity and corporate bond financed emissions.24

Note that our top 200 list is @ moving target. Its composition
changes as reported emissions change (the desired outcome
of our engagement) and our issuer exposure changes (due to
portfolio re-allocation). Over the next years we will therefore
expect to engage significantly more than 200 companies.

Progress made in 2022

In line with the NZIF, we assess each company against a set of
current and forward-looking alignment criteria in order to cate-
gorize it into one of 4 alignment categories: aligned, align-
ing, committed to aligning or not aligning. Figure 15 show
the alignment spread of our top 200 companies.2>

Figure 15: Paris alignment maturity of our top
200 companies

47%

M Aligned M Aligning Comitted to aligning Not aligning

Our 2022 priority was to initiate engagement with all compa-
nies categorised as not aligning. This milestone was met
through the following key actions:

. Individual dialogues with companies in which we stated
and discussed our expectations of Paris alignment;

. Engagements via collaborative initiatives (CA100+, CDP
non-disclosure campaign);

e Aletter addressed to select company CEOs outlining the
six alignment criteria and highlighting our expectation, as
well as the expectation of the growing number of net-ze-
ro committed asset managers, of an increase in alignment
maturity if the company is to remain investable in the me-
dium to long term

In total in 2022, 149 companies (75%) on our top 200 list
were engaged on the topic of Paris alignment.
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Our Priorities for 2023

The world is at a pivotal moment in its fight against climate change.

The energy crisis we are currently facing is a stark reminder of
the fragility of our current energy system and the urgent need
to transition to more distributed, cleaner and renewable sourc-
es of energy. The world remains off track to deliver the decar-
bonization needed to limit global warming to 1.5 degrees, but
we see policy makers beginning to wake up, with the Inflation
Reduction Act in the US and The REPowerEU plan.

Eric Pedersen,

Head of Responsible
Investments

In this light, it is clear that the investment landscape is rapidly
evolving, offering both challenges and opportunities for net
zero committed investors. At the same time, there is an in-
creasing recognition amongst Net zero finance alliances that
net zero commitments must be channeled in a way that drives
outcomes in the real world. In the words of Mark Carney (Co-
Chair of GFANZ and UN Special Envoy on Climate Action and
Finance), the purpose of the various net zero alliances is “to
guide the financial sector to support real-world decarbonisa-
tion, not the false comfort of portfolio decarbonisation”26.

What does a faithful translation of these high-level commit-
ments, into action for the specific purpose of supporting decar-
bonization look like? For us it means the following:

¢ Awillingness to add carbon-heavy issuers to portfolios,
where there's confidence that the carbon is put to good
use (i.e. delivery of climate solutions) or where we believe
we can exert influence to facilitate its reduction

¢« Anemissions target and monitoring framework which
gives us confidence that real emission reductions occur
within our portfolios

¢ A continued push for investee companies towards accel-
erated decarbonization

In 2023 we will continue to engage the biggest contributors to
our Greenhouse Gas footprint, both in collaboration with other
investors and on an individual basis. This includes the recent
launches of our Climate Engagement strategy, our Sustainable
Real Assets strategy and our targeted methane engagement
campaign, which addresses what is potentially the most effec-
tive way of slowing climate change in the short term.

The climate crisis is here. Physical risks from climate change is
manifesting itself across the Globe in both rich and — especially
— poorer countries. And policy risks to companies from inaction
are growing. Our focus continues to be on the double materi-
ality of climate risk: addressing climate risks and opportunities
within our portfolios, as well as doing our part to support the
Global transition to a low-carbon economy.


https://www.gfanzero.com/press/gfanz-releases-guidance-on-credible-net-zero-transition-plans-and-seeks-public-input-to-accelerate-action/
https://www.gfanzero.com/press/gfanz-releases-guidance-on-credible-net-zero-transition-plans-and-seeks-public-input-to-accelerate-action/

Appendix

22

Appendix

Deriving portfolio-specific reduction pathways

In line with the principles laid out in the Net Zero Investment
Framework, we have set our fund-level carbon footprint
targets based on the notion of a ‘fair share’ of emission re-
ductions, meaning that we use regional and sectoral sci-
ence-based pathways that are consistent with achieving net
zero global emissions by 2050.

The "fair share’ emission reductions refers to the recognition
that within the ultimate goal of reducing global GHG emissions
to net zero by 2050, or earlier, different sectors, industries, and
regions will decarbonise at different rates. Therefore, for some
sectors or regions, a ‘fair share’ contribution may be more

or less than 50% by 2030. For example, the power sector is
expected to decarbonise faster than the steel and cement sec-
tors. Europe and North America are expected to decarbonise
faster than Asia. The carbon footprint targets for our portfolios,
therefore, are proportional to how large their exposure is to
sectors and regions for which the required decarbonization is
higher-than-average or lower-than-average.

Allin all, we currently distinguish between 24 different sector/
geography vectors, each with its own decarbonization path-
way, and determine to which vector every investee company
belongs. The objective is to ensure that every company we
invest in is assessed against a relevant and sector-specific
1.5°C-aligned decarbonization pathway, as well as a relevant
peer group of other companies. Every company in a given port-
folio contributes to that portfolio’s carbon footprint reduction
target in a way that is reflective of two key considerations:

1)  the decarbonization needs in that company’s sector/geog-
raphy vector; and

2) how high or low the company’'s emissions are in relation
to others in the same vector.

For example, a portfolio that is invested in an average electric
utility would, all else equal, be subject to a steeper decarbon-
ization target than a portfolio that is invested in an average
software company, because electric utilities generally need to
deliver a great emission reduction than software companies.
However, if the portfolio is invested in an electric utility that is
more emissions-intensive than the sector average, then this
would imply an even steeper decarbonization target, because
sector laggards generally need to deliver greater emission re-
ductions than sector leaders. When this assessment is applied
to a portfolio that is fully diversified against all sectors and re-
gions, it results in a carbon footprint reduction target of =50%

by 2030, which is in line with the global 1.5°C pathway in the
sustainability-oriented P2 scenario in the IPCC Special Report
on Global Warming of 1.5°C. For any given portfolio of ours, the
actual target will be higher or lower than —50%, depending on
to what extent the portfolio is invested in sectors and countries
that need to decarbonize more or less than 50%, and to what
extent the specific investee companies in those sectors and
countries are leaders or laggards within their vectors.

Figure A1: 24 vectors

OECD OECD Rest of Total
Europe N.A. World

7% -8% —4% -5%

1.5°C-aligned
reduction p.a.

Utilities

Energy -18% -18% -10% -12%

Transport -3% -11% 7% —-6%

Cement -3% -5% 1% -3%

Steel —6% -13% 2% 7%

Other Materials —6% ~7% -3% -5%

Other Industrials —6% 7% -3% -5%

Other —6% =% -3% -5%

Total -8% -10% -5% 7%

For the identification of relevant sector/geography vectors to
use in this methodology, and their associated decarbonization
pathways, we rely on a 2020 version of the One Earth Climate
Model (OECM), which was developed at the Institute for Sus-
tainable Futures at the University of Technology Sydney, and
commissioned by the UN-convened Net Zero Asset Owner
Alliance and the European Climate Foundation. This version of
OECM identifies five critical sectors (Energy, Utilities, Transport,
Steel and Cement) and plots 1.5°C-aligned pathways for each,
in three separate geographical regions (OECD Europe, OECD
North America, and Global). This yields 15 sector/geography
vectors for which we directly use the decarbonization path-
ways from OECM. We further divide the remaining sectors into
three categories (Other Materials, in relation to how emissions
intensive they are, and split also these across the same three
geographical regions. This yields 24 vectors in total. During
2022, OECM has launched newer versions of their pathways
with a higher level of sectoral granularity, and going forward,
we will seek to reflect this in our target-setting methodology.


https://www.parisalignedinvestment.org/media/2021/10/Net_Zero_Investment_Framework_final.pdf
https://www.parisalignedinvestment.org/media/2021/10/Net_Zero_Investment_Framework_final.pdf
https://www.ipcc.ch/sr15/
https://www.ipcc.ch/sr15/
https://www.unepfi.org/publications/one-earth-climate-model-sectoral-pathways-to-net-zero-emissions/
https://www.unepfi.org/publications/one-earth-climate-model-sectoral-pathways-to-net-zero-emissions/
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To express our 1.5°C-aligned portfolio level targets, we con-
struct what we call a “custom baseline” footprint, against
which we measure carbon footprint reductions for our portfo-
lios. The custom baseline expresses what the carbon footprint
of the portfolio's benchmark would have been in 2019, if the
benchmark had the same sector/geography composition as
the portfolio. Then, every vector in that baseline is assigned its
own carbon target based on its decarbonization pathway. This
is ultimately aggregated based on the portfolio’s composition
to express an overall reduction target.

The custom baseline represents a sector- and geography-neu-
tral comparison between the portfolio’s carbon footprint and
that of its benchmark. This means that a target expressed in
relation to a custom baseline cannot be met by simply chang-
ing the sector allocation in a portfolio. A comparison between
the portfolio and its custom baseline, however, is still sensitive
to differences in stock selection within vectors, as well as real
emissions reductions undertaken by companies in the portfolio.
This means that in order for our portfolio carbon footprint tar-
get to be met, we need to ensure that we are able to increase
investments in decarbonization leaders across all sectors, and
ensure that the companies that we invest in deliver real-world
emissions reductions over time. In other words, we seek to
eliminate sector allocation effects from our carbon footprint
targets, and instead emphasize issuer selection effects and real
decarbonization. In this context, it is important to note that the
granularity of the sector/geography vector system matters. Ex-

Figure A2: Custom baseline

The "custom baseline"
approach is a method for
comparing carbon
footprints on a sector-
agnostic basis

Sector allocation

cessive granularity will overstate sector allocation effects, and
insufficient granularity will understate them. For this reason,
we prioritise distinguishing between sectors where we can
capture either distinct decarbonization pathways, or significant
differences in current emissions intensities.

The fundamental reason for using this approach is that it al-
lows us to avoid disincentives to invest in specific sectors (e.g.,
Materials) or countries (e.g., Asia). Not using a custom baseline,
and instead formulating a target based on a simple compar-
ison with a benchmark or a historical version of the portfolio,
would significantly disincentivize investments in emerging
markets and several sectors that are critical for real-world
decarbonization, without offering any climate benefits to com-
pensate for this.

A desired consequence of our approach is that the precise
target value for a given portfolio varies depending on its com-
position and investment universe. This means that periodic
recalibration of carbon footprint targets may be necessary

for portfolios where the sector/geography composition has
changed significantly. At the inception of our fund-level carbon
footprint targets, the average reduction target for 2030 across
strategies was 48% relative to the reference footprint in 2019.
The fact that this is below 50% is partly reflective of our stra-
tegic underweight in some fossil fuel-related sectors, which
would be subject to a higher-than-average decarbonization
requirement.

Issuer selection

Benchmark

Portfolio

“Custom Baseline”
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Nordea Asset Management is the functional name of the asset management business conducted by the legal entities Nordea Investment Funds S.A. and Nor-
dea Investment Management AB (“the Legal Entities”) and their branches and subsidiaries. Additional information for Nordea 1, SICAV: The sub-funds
mentioned are part of Nordea 1, SICAV, an open-ended Luxembourg-based investment company (Société d'Investissement a 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 Information Document (KID) or the Key Investor Information Document (KIID) for UK investors, which are avail-
able, 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, PO. Box 782, L-2017 Luxembourg, from the
local representatives or information agents, or from our distributors as well as on www.nordea.lu. Further information can be obtained from your financial advi-
sor. 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, Paris, Zurich branch,
Selnaustrasse 16, 8002 Zurich, Switzerland. Additional information for investors in Germany: The Nordea 1, SICAV is registered in Germany. A hard copy of
the above-mentioned fund documentation is also available at Nordea Investment Funds S.A. Additional information for investors in Austria: The Facility
Agent in Austria is Erste Bank der dsterreichischen Sparkassen AG, Am Belvedere 1, 1100 Vienna, Austria. Additional information for investors in the Nether-
lands: 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 infor-
mation 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 89-91 rue Gabriel Peri, 92120 Montrouge, France. Investors are advised to conduct thorough research
before making any investment decision. Additional information for investors in Belgium: The Nordea 1, SICAV is registered in Belgium. Financial Service
Agent responsibilities have been assumed by Nordea Investment Funds S.A. A hard copy of the above-mentioned fund documentation is available upon
demand free of charge from the management company Nordea Investment Funds S.A. (562, rue de Neudorf, L-2017 Luxembourg, Grand Duchy of Luxembourg)
or on the website: www.nordea.be. 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 Electrénico de Servico Total, S.A,, duly incorporated under the laws of Por-
tugal 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 ltalia, Allfunds Bank S.A.U —Succur-
sale 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 KID 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 KID for the sub-funds 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, Smalandsgatan 17,105 71 Stockholm, Sweden. Additional information for investors in Denmark: The Representative and Sub-Paying Agent is Nordea
Danmark, Filial af Nordea Bank Abp, Finland, Grenjordsvej 10, Postbox 850 0900 Copenhagen C, Denmark. A hard copy of the above-mentioned fund docu-
mentation 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 in Latvia 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. 21A,
03601Vilnius, Lithuania. Shareholders must evaluate possible investment risks and take this into consideration when making investment decisions. 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 spe-
cific 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 man-
ner 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 informa-
tion. Neither Nordea Investment Funds S.A. nor Nordea 1, SICAV have been, and will not be, registered with the Brazilian Securities Commission (Comissao de
Valores Mobiliarios - CVM). Nordea 1, SICAV must not be offered or sold in Brazil except in circumstances which do not constitute a public offering or distribu-
tion 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. Additional information for investors in Canada: For
further information please refer to the Canadian Information Statement, Canadian Marketing Legend and Notification to Canadian Clients. 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 your investment can go up and down, and you could lose some or all of your invested money.
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 Information Document
(KID) or the Key Investor Information Document (KIID) for UK investors, available as described above. The investment promoted concerns the acquisition
of units or shares in a sub-fund, not in any given underlying asset such as shares of a company, as these are only the underlying assets owned by the fund.
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 Supervi-
sory Authority in Sweden and Luxembourg respectively. A summary of investor rights is available in English through the following link:
https://www.nordea.lu/documents/summary-of-investors-rights/SOIR_eng_INT.pdf/. Nordea Investment Funds S.A. may decide to terminate the arrange-
ments 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. The Legal
Entities’ branches and subsidiaries are licensed as well as regulated by their local financial supervisory authority in their respective country of domiciliation.
Source (unless otherwise stated): Nordea Investment Funds 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 and subsidiaries. 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 and/or subsidiaries.
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