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Asset managers sorting funds into different sustainability categories
realise it’'s only the first step on alonger ESG classification journey.

Key Takeaways:

* The SFDR is designed to
improve and standardise
investment firms' ESG
reporting, providing greater
transparency for investors.

* However, the classification
element of the regulation
creates a hierarchy that could
lead to a belief that Article 8
and 9 funds are always
‘better products. than Article
6 funds.

» The design of SFDR, and
upcoming MiFID rules that
will require distributors to ask
clients about their ESG
profile, are likely to reinforce
that trend, as Article 6
products will not be deemed
suitable for a client with an
‘ESG preference’.

* Investors therefore need to be
cautious of simply choosing
funds that are categorised as
Article 6, 8 or 9 and should, as
ever, do their homework.
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The Sustainable Finance
Disclosure Regulation (SFDR)
which applies since March 10,
requires asset managers to sort
their funds into different
sustainability categories based
on the product's characteristics.
Funds are categorised as
articles 6, 8 or 9, with 'Article 9'
funds requiring 'sustainable
investment' as their explicit
objective.

The SFDR is designed to
improve and standardise
investment firms’ ESG reporting
and allow investors to assess
and compare the ESG
approaches of different
investment funds - essentially,
to provide greater transparency
for investors and avoid
‘greenwashing’. Yet questions
have been raised as to whether
asset managers are clear about
the consequences of
categorising themselves as
article 8 or 9, and the amount
of information they will need to
produce for it.

Indeed, classification is not the
endgame but rather the first
step of a longer journey.
Starting in 2022, funds
categorised Article 8 or Article 9
will need to publish highly
standardized ESG factsheets
that detail the fund’'s ESG
strategy, characteristics,
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benchmark and due-diligence
policies. In annexes to fund
prospectuses and annual
reports, these templates will
also include a KPI around
alignment with the EU
Taxonomy - a system for
classifying ‘sustainable
economic activities' aligning
with the Paris Agreement
objective of carbon neutrality
by 2050.

In this short Q&A, Harald
Walkate, Head of ESG at Natixis
Investment Managers and
Corentin Couvidat, of Natixis
Investment Managers’
Regulatory Affairs department,
provide insight into how
investors and adVvisors should
read between the lines when
assessing what SFDR means for
sustainable investing.
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For you, what is the single
most important thing for
investors to understand
about SFDR?

CORENTIN COUVIDAT (CC}): In
this first phase, the main
expectation of the regulator is
that firms and funds comply
with the principles of SFDR,
notably leveraging existing ESG
reports. Funds are classified into
one of the three categories. So-
called Article 9 funds are
designated as having a
sustainable investing objective.
Article 8 is applied to funds that
promote environmental or
social characteristics as part of a
broad investment strategy.
Article 6 funds consider ESG
risks as part of the investment
process, or have no sustainable
objectives at all.

HARALD WALKATE (HW) This
system, in theory, is helpful for
investors to compare funds. In
practice, they need to be
cautious of simply choosing
funds categorised as Article 6, 8
or 9. The classification element
of the regulation creates a
hierarchy that could lead to a
belief that Article 8 and 9 funds
are always ‘better products. This
is also caused by how Atrticle 6
is drafted: it covers both funds
that do ESG integration, without
being promoted as ‘ESG Funds’
- which is what a majority of the
market is doing - and funds
that have no ESG approach at
all. What the industry needs to
avoid is a system where
managers are incentivised to
incorrectly label their funds as
Article 8 or Article 9 to attract
clients. If most or all funds are
categorised as Article 8 or 9, the

MARKET INSIGHTS

investor is no better off than
before the regulation was
implemented. In effect, this
could actually incentivize the
‘greenwashing’ that SFDR is
meant to counter.

Can SFDR help investors
make sense of ESG?

CC: Although not perfect in
terms of concepts and
incentives, as Harald explained,
SFDR has had the merit to put
an important question on the
agenda: what is an ESG fund?
Of course, there is no one-size-
fits-all answer to that complex
question - and the relentless
debates we had on SFDR
classification are a testament to
that. It gave us the occasion to
screen our entire fund offering
and ask ourselves crucial
questions on the level of ESG
integration of a fund, the
binding nature of its ESG
elements, its primary objectives
- to name but a few. Ultimately,
SFDR will put asset managers in
front of their responsibilities and
make us liable for ‘saying what
we do, and doing what we say,
which is crucial for maintaining
investor trust.

HW: Implementing regulations
such as these, in an asset
management group with our
size and complexity, requires
the involvement of a great
number of corporate functions
and many of our investment
affiliates. This has really helped
us expand the circle of smart
people who are engaged in
ESG. It includes recognizing
that it means different things to
different people, debating how
and when ESG considerations

can be relevant to investment
decisions, trying to come up
with guidelines to affiliates on
how to classify funds and how
to label, or not label, products,
and challenging the ESG team
on our policy and convictions. It
has helped us influence the
internal debate more than any
corporate policy or ESG working
group ever could.

SFDR certainly has its
critics. What are the main
areas of complaint?

CC: Let’s face it, there were
many iterations of the
prudential banking rules before
they were deemed fit for
purpose. The same goes for
MiFID. So it's not unreasonable
for SFDR to take time to bed
down. It acts as a conversation
starter at global level, as we now
see multiple jurisdictions
thinking about designing their
own ESG fund reporting rules -
including the UK, US, Singapore
and Hong Kong - and will draw
lessons from the European
experience in that space.

HW: It seems there were various
drivers at the inception of SFDR,
which have sometimes made it
difficult to understand its main
objectives, and how regulators
want us to prioritize them -
whether it is mobilizing more
capital towards ESG goals,
improving risk management, or
tackling greenwashing. Yet,
without a shared understanding
of the problems and objectives,
we fear that the proposed
solutions are not optimally
desighed and, in some cases,
might be counterproductive.

DOCUMENT INTENDED EXCLUSIVELY FOR PROFESSIONAL CLIENTS (IN ACCORDANCE WITH MIFID)



The HUB

NEWS AND VIEWS FOR INSTITUTIONAL INVESTORS

Can SFDR achieve its
purpose of providing more
transparency for investors?

HW: | think the principle
underpinning SFDR - there are
products out there claiming to
‘do’ ESG and we need to help
consumers make sense of them
- is fine as far as it goes.
However, the way that SFDR
has been written and is now
being interpreted is actually
counterproductive. | would say
that as a result consumers are
less able to assess the different
ESG-labelled products.

CC: Regulators have often said
that SFDR categories should
not be seen as labels, given they
do not set ‘minimum standards’
for qualifying - in particular, as
regards Article 8 funds. The
design of SFDR, and upcoming
MIFID rules that will require
distributors to ask clients about
their ESG profile, are, however,
likely to reinforce that trend, as
Article 6 products will not be
deemed suitable for a client
with an ‘ESG preference’.

What else should investors
look for when assessing
the sustainability of funds?

HW: Before answering this, |
should point out that asset
managers and consumers often
have different expectations
from developing or buying ESG
funds. Broadly, this can be, first,
‘ethical or values-alignment,
whereby the investor does not
want exposure to certain
companies or industries, and
the activities or industries
considered to be controversial
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can vary greatly across regions
and even across different
consumers. Second, ‘financial’ -
the investor expects to better
manage risks by taking into
account ESG factors, or expects
better financial performance,
through ESG integration, best-
in-class, or thematic strategies.
And third, ‘impact’ - or making
a better world. Here, an investor
expects that his or her way of
investing will lead to better real-
world outcomes. And of course,
you can have a combination of
these objectives. Given that,
today, there are no clear-cut
metrics or accepted standards
to determine whether any of
these expectations are present
in the investment process, we
believe there are a couple of
things that are key to the
development of the market for
ESG funds, and to avoid
greenwashing. First, to provide
clarity to the end-investor
regarding the conviction of the
investment team - its beliefs on
the relevance of ESG to the
investment process, Second, a
qualitative narrative on how this
is implemented - how have you
assembled your team, what
specific expertise is needed,
which data sources do you use?
Over time, we would like to see
regulations move in this
direction by providing a
classification along the lines of
ethical, financial or impact, as
described earlier. This would be
awarded based on the
conviction and narrative of the
asset manager or investment
team. We'd also suggest that for
each category, the fund should
describe clearly what it does
and how it intends to achieve
the goals. So, for category one,
the manager should explain

which sectors or companies it is
excluding, and which data
sources it uses to determine the
companies in scope. Also, so as
to not mislead consumers, it
should describe clearly what
this investment approach does
and does not accomplish; for
example, exclusions or negative
screening approaches do not
generally contribute as much to
financial performance or solving
societal problems. Investors
need to know what they are
buying. Finally, there should be
a separate category for
strategies that do not wish to
market themselves as revolving
around ESG objectives, but
incorporate ESG considerations
in their investment research
and decision-making and are
active owners.

What should we expect
next in this area?

CC: SFDR is just the first piece of
the EU's sustainable finance
jigsaw puzzle. Next is the EU
Taxonomy, a classification
system that will determine what
can officially be considered
‘environmentally sustainable’.
Starting in January 2022, large
listed European companies will
have to disclose the percentage
of their revenues that stem from
such activity. Article 8 and 9
funds will also have to publish
their level of taxonomy
alignment. In the future, we
expect a mainstreaming of ESG
in all financial services
regulations - MiFID, AIFMD,
UCITS, insurance and banking
prudential rules - and a strong
focus on ESG data.

Published in April 2021
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S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Im Trutz Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt am Main 60322, Germany.
Netherlands: Natixis Investment Managers, Nederlands (Registration number 50774670). Registered office: Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Sweden: Natixis
Investment Managers, Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden.
Spain: Natixis Investment Managers, Sucursal en Espafa. Serrano n°90, 6th Floor, 28006, Madrid, Spain. Belgium: Natixis Investment Managers S.A., Belgian Branch, Gare Maritime,
Rue Picard 7, Bte 100, 1000 Bruxelles, Belgium. In France: Provided by Natixis Investment Managers International — a portfolio management company authorized by the Autorité des
Marchés Financiers (French Financial Markets Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme) registered in the Paris Trade and Companies
Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendes France, 75013 Paris. In Switzerland: Provided for information purposes only by Natixis Investment
Managers, Switzerland Sarl, Rue du Vieux Collége 10, 1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zirich. In the British Isles: Provided by
Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial Conduct Authority (register no. 190258) - registered office: Natixis Investment Managers
UK Limited, One Carter Lane, London, EC4V 5ER. When permitted, the distribution of this material is intended to be made to persons as described as follows: in the United Kingdom:
this material is intended to be communicated to and/or directed at investment professionals and professional investors only; in Ireland: this material is intended to be communicated to
and/or directed at professional investors only; in Guernsey: this material is intended to be communicated to and/or directed at only financial services providers which hold a license from
the Guernsey Financial Services Commission; in Jersey: this material is intended to be communicated to and/or directed at professional investors only; in the Isle of Man: this material
is intended to be communicated to and/or directed at only financial services providers which hold a license from the Isle of Man Financial Services Authority or insurers authorised under
section 8 of the Insurance Act 2008. In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is regulated by the
DFSA. Related financial products or services are only available to persons who have sufficient financial experience and understanding to participate in financial markets within the DIFC,
and qualify as Professional Clients or Market Counterparties as defined by the DFSA. No other Person should act upon this material. Registered office: Unit L10-02, Level 10 ,ICD
Brookfield Place, DIFC, PO Box 506752, Dubai, United Arab Emirates. In Japan: Provided by Natixis Investment Managers Japan Co., Ltd. Registration No.: Director-General of the
Kanto Local Financial Bureau (kinsho) No.425. Content of Business: The Company conducts investment management business, investment advisory and agency business and Type Il
Financial Instruments Business as a Financial Instruments Business Operator. In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a
Securities Investment Consulting Enterprise regulated by the Financial Supervisory Commission of the R.O.C. Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road, Xinyi
Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2020 FSC SICE No. 025, Tel. +886 2 8789 2788. In Singapore: Provided by Natixis Investment Managers Singapore Limited
(company registration no. 199801044D) to distributors and institutional investors for informational purposes only. In Hong Kong: Provided by Natixis Investment Managers Hong Kong
Limited to institutional/ corporate professional investors only. In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and
is intended for the general information of financial advisers and wholesale clients only. In New Zealand: This document is intended for the general information of New Zealand wholesale
investors only and does not constitute financial advice. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is only available to New
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