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Foreword

The energy transition and the myriad environmental and social challenges we face mean that
an increasing number of investors are considering factors other than purely financial ones
when making their decisions.

At Degroof Petercam, this approach fits into a long tradition of sustainable investment.
Our mission as a wealth manager across generations has led us to advocate a long-term
perspective for 150 years.

Every challenge can also create opportunities, and brings prosperity to those who embrace
them. Combining prosperity with sustainability creates an impulse for your investments.

We integrate environmental, social, and governance criteria into our analysis, whether
concerning the products we offer or the management we carry out on behalf of our clients.
We are also trying to contribute to a better society by reserving part of our investments for
companies whose activities impact the environment and social issues.

As you will read in this brochure, by amending the MiFID Il Regulation, the European
authorities now allow you to express yourself on these crucial matters. Accordingly, you are
invited to express your sustainable investment preferences in the context of the management
of your portfolio or the investment advice you receive.

Expressing your preferences begins with understanding sustainability concepts and how we
define and translate them into our investment policy. That is the purpose of this brochure.

And of course, as with other topics, you can rely on your private banker to guide you through
this process.

Sabine Caudron
Head of Private Banking
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The goal is to
create a more
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As of August 2, 2022, new European rules
regarding sustainable finance came into effect for
investments executed under investment advice or
discretionary portfolio management.

The goal is to create a more sustainable society,
and as an investor, you have the opportunity to
participate in this transition actively.

Following changes to the rules of the European
MIFID Il Directive, you can now express your views
on sustainability within your investments. Via a
new questionnaire, you will be asked to determine
your preferences regarding sustainable invest-
ments by answering several questions.

Bank Degroof Petercam will consider these prefer-
ences in its discretionary portfolio management
and investment advice services.



Summary

tion, came into force in 2018.

For investors:

v by providing them with better protection
thanks to stricter rules on conflicts of
EES

+/ more transparent information on
investment services to be provided by
investment firms.

The purpose of this brochure is to provide you with

more information on the challenges associated
with sustainable investments, and their various
practical concepts that are also linked to each
other. The aim is for you to be able to determine
your preferences regarding sustainability in an
informed manner.

Indeed, you have the possibility, if you wish, to
express your preferences according to different
concepts:

MIFIDI1: MiFID stands for “Markets in Financial Instruments Directive.” This regulation
came into force in 2007. The MIFID Il Directive, which complements this regula-

MIFID Il consists of strengthening the European rules as follows:

On the stock markets:

v by increasing investor protection and
strengthening the rules of conduct and
competition in the trading and settlement of
financial instruments;

v by increasing transparency and supervision
of financial markets.

Alignment with Taxonomy.

Sustainability based on SFDR.

Taking into account the main negative indica-
tors on sustainability ‘Principal Adverse
Impacts’ (PAI).

Are you not familiar with these technical terms? We
explain everything in more detail in this brochure so
that you can make the best choices for your future
investments.
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Introduction

Sustainability and the multitude of environmental
and social challenges concern us all. Not only in
our daily lives as consumers, but also as investors.

That's why we have assumed responsibility at the
bank level to take extra-financial factors gradually
into account in our investment policies. This action
ensures that we are not complicit in controversial
conducts or sectors and can promote best
practices and beneficial activities, ensuring
positive input to society. In fact, we firmly believe
that sustainable investment is the way forward to
reduce risk, anticipate tomorrow'’s successes, and
contribute to a better society.

Beyond this internal commitment, there is also an
external willingness on the part of governments
and the European Union, which in recent years
have set ambitious targets, in particular to become
climate-neutral by 2050. An action plan has been

drawn up with different regulations destined for

the various stakeholders to achieve these goals

and redirect capital flows towards investments
that allow more sustainable growth.

A wave of new regulatory texts in this area has

been progressively adopted in recent years:

+ First, for the companies, through new reporting
requirements for extra-financial data such as
their carbon footprint or their water use (CSRD
Regulation’).

+ Second, for investment companies like Degroof
Petercam to clarify which underlying activities
contribute to the achievement of Europe’s envi-
ronmental goals (Taxonomy Regulation?) and
to what extent do they consider extra-financial
factors in the investment products they offer to
clients (SFDR?®).

+ Finally, for individual investors, enabling them to
express their sustainability preferences
(Delegated acts amending MiIFID Il Regulation?).

" CSRD (Corporate Sustainability Reporting Directive): a European directive that establishes new standards and
obligations for non-financial reporting for major European companies.
2 Taxonomy: European regulation which lays down criteria for the selection of environmentally sustainable economic

activities.

3 SFDR (Sustainable Finance Disclosure Regulation): disclosure requirements for sustainability-related data and policies
at an organization, services and product levels to standardize sustainability performance.

4MiFID Il (Markets in Financial Instruments Directive): a European directive that sets out the rules financial institutions
are required to follow when offering or advising on investment products.

Integrating sustainable preferences into MiFID II



This latest regulation, which concerns you directly, ensuring that companies disclose reliable and

is now adding a new layer to the MiFID question- comparable extra-financial information to help
naire you know already. These are now supple- investors evaluate extra-financial performance
mented by questions that allow you to express of companies and redirect investments towards
your preferences in terms of sustainable activities that enable sustainable prosperity.
investments.

All these regulations are therefore interlinked
Through these initiatives, the European Union is and feed into each other.
building a common reporting framework and

Companies Asset Private Investors
Managers Bankers
Provide more Provide information Discuss sustainability Investing
information on about how sustainability preferences with sustainably
sustainability is addressed in financial their clients
products

Extra-financial

reporting SFDR & Sustainability

preferences

(CSRD Taxonomy in MiFID II

+Taxonomy)
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What's changing?

What’s changing?

The European Union requires financial institutions
offering investment services to take sustainability
risks into account in their organization and also to
consider the sustainability preferences of the client
within their suitability process®.

Investment firms must, therefore, in addition to
the traditional elements of financial capacity,
knowledge, and experience, also collect informa-
tion on their clients’ sustainability preferences.
The goal is to ensure that the instruments advised

or used within the discretionary management of
the portfolio are aligned with sustainability prefer-
ences (or lack thereof).

Moreover, the new rules stipulate that only “sus-
tainable investment instruments” can be used to
answer investors’ specific sustainability preferenc-
es. In this sense, three types of these instruments
have been defined (we discuss them in more detail
in this brochure).

5 For clients who use «execution only» services (execution order on your initiative, without advice), nothing will change.

Integrating sustainable preferences into MiFID II



I am a new client

When opening a new investment
portfolio, the Bank will define a profile
with you based on some questions
(the investment profile), which will
now be supplemented with questions
about your preferences linked to the
theme of sustainability.

I am already a client

In this case, your private banker or
your usual contact person will invite
you to complete the sustainability
questionnaire with them during the
revision of your MiFID investment
profile. Suppose you are already a
client and want to open a new invest-
ment portfolio. In that case, we will
immediately ask you about your sus-
tainability preferences so that the
proposed investments align with your
sustainable investment objectives.
These objectives may vary from
portfolio to portfolio.

11



How?

How?

As an investor, you can determine your sustain-
ability preferences by answering some questions
about your interests in various sustainability
issues. The aim is to ensure that the financial
instruments recommended to you or purchased
under a management mandate are suitable for you
taking into account these preferences.

The existing MiFID questionnaire (PFI¢) will not
change. Your sustainability preferences will be
determined through a new questionnaire.

You must know that you can change your sustain-
ability preferences at any time through your regular
contact person.

As part of your onboarding or your re-profiling, you
should answer at least the first question of the

Answering no to this question means that you
have no sustainability preferences for the
portfolio covered by this questionnaire. Then you
will be considered a ‘neutral investor’, meaning
that your services do not change, and you can
use both sustainable and unsustainable instru-
ments in this portfolio.

If you answer yes to this question, it means
that you have sustainability preferences, and
you want to integrate them into your investment
portfolio. In this case, the Bank will analyze
them based on more detailed additional
questions.

In line with our portfolio approach, you first have
the option to determine the minimum percentage
you want to invest sustainably within the portfolio.

questionnaire.

> Personal and Financial Inventory

12



Then, you can pass on your specific preferences
regarding the financial instruments themselves:
Alignment with Taxonomy.
Sustainability based on SFDR.
Considering the main negative sustainability
indicators ‘Principal Adverse Impacts’ (PA).

Bank Degroof Petercam has also developed an
‘in-house” methodology for clients who have sus-
tainability preferences but do not wish to express
themselves at the level of specific instruments
(Taxonomy, SFDR, PAI).

S U

- -



Taxonomy

Alignment with




Substantially
The European Taxonomy Project aims to establish a contribute

classification system for economic business activi-
ties that are considered 'sustainable’ from an envi-
ronmental or social perspective, with a strong
emphasis for the time being on climate change mit-
igation and adaptation.

An activity can be classified as ‘'sustainable’ in the

Taxonomy if it contributes substantially to one of Do no

the six environmental objectives (including by significant harm
meeting technical screening criteria), without to any of the other
causing significant harm to any of the other five 5 environmental
objectives. In addition, an activity must also meet objectives as defined
basic social criteria to be considered ‘sustainable’ in the Regulation

(alignment with OECD? guidelines).

The 6 sustainable goals according to the Taxonomy:

Climate change mitigation Pollution prevention and Transition to a circular economy
control

& ¢

Sustainable use and Climate change adaptation Protection and restoration of
protection of water and biodiversity and ecosystems

O (=) N2

The Organisation for Economic Co-operation and Development

15
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Taxonomy

If your sustainability preferences as an investor
align with the Taxonomy, then you are investing in
the activities of a company qualified as sustain-
able. The reason is that its activities contribute
materially to one of the sustainability objectives,
do not detract from another objective, and are
conducted in compliance with minimum guaran-
tees (social or governance). The aim is, therefore,
to make a positive contribution.

Specifically, a company will have to verify that its
activities are included in the Taxonomy List
(however, the provisionally listed activities are very
specific and represent only a small part of the real
economy) and/or meet all the set conditions. Only
activities that pass all the stages can be used to
calculate the company’s alignment rate with the
Taxonomy.

As for you as an investor, you can determine the
level of alignment with the Taxonomy you want,
and then they are compared: if the level of
alignment with the Taxonomy of a company is
lower than your expressed preferences, then the
investment is not suitable for you.

IMPORTANT TO KNOW:
The Taxonomy story is still at the beginning:

v Only two environmental objectives (climate

change mitigation and adaptation) have all
the criteria to assess an activity
completed; the other four are expected to
be completed later in 2023, so very few
activities can be considered “aligned with
the Taxonomy”.

The inclusion of nuclear power and gas
remains controversial.

The Social Taxonomy is still in the consul-
tation phase and is not yet final.
Companies are not yet required to report
Taxonomy-related information, so there is
currently important information missing to
start determining the Taxonomy level of a
company or business.

Given all these points, the current impact
of Taxonomy on the market is limited for
now, but in the coming years, we expect
this element will undoubtedly increase in
importance.




SFDR

Alignment with the SFDR

Alignment with the Sustainable Finance Disclosure
Regulation (SFDR) Through its Sustainable
Finance Disclosure Regulation (SFDR), which
came into force on March 10, 2021, the European
Union has introduced a set of binding rules on
transparency of sustainability risk integration and
terminology.

SFDR defines sustainable investment as “an
investment in an economic activity that contrib-
utes to an environmental objective, or an invest-
ment in an economic activity that contributes to a
social objective, provided that such investments
do not cause significant harm to any of these
objectives and that the companies invested in
apply good governance practices”.

The SFDR regulation and recent market develop-

ments also introduced new typologies for funds
and portfolios under management according to

their intrinsic ESG® or sustainable characteristics:

Products that have a sustainable
investment objective

~/ What: Products that have one or more defined
objectives with regard to sustainability themes
and wish to exert a positive impact in doing so
SFDR Reference: Article 9

Concrete: In line with the ambitions, these
products should provide the most detailed
information. In doing so, they take into account
that -in support of their objective- they need to
focus on underlying sustainable positions that
all take into account the principle “do not signifi-
cantly harm other sustainability objectives”.

v
v

8 ESG : Environmental, social, and corporate governance

Products promoting ESG
characteristics

+ What: Products that elaborate ESG elements
(exclusions, ESG analyses, PAl integration,...)
in heir investment policy without making
additional sustainable investments

SFDR Reference: Article 8

Concrete: This type will provide more informa-
tion on its ESG policy where the underlying
investments respect the principles of good
governance, but also indicates that it does

not make sustainable investments.

AN

This is clarified on the first page of the
mandatory pre-contractual and periodic
documents.

Products promoting ESG
characteristics and making
sustainable investments

+ What: Products that elaborate ESG elements
(exclusions, ESG analyses, PAl integration,...) in
their investment policy and additionally making
additional sustainable investments

SFDR Reference: Article 8

Concrete: This type will provide more informa-
tion on its ESG policy where the underlying
investments respect the principles of good
governance. Besides, this type will also explain
its sustainable investments (specifically, these
investments must also comply with the
principle “do no significantly harm other sus-
tainability objectives”).This is clarified on the
first page of the mandatory pre-contractual
and periodic documents.

v
v

17
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SFDR

Products that do not pursue
sustainable objectives and do not
promote ESG characteristics

What: Products that have no ambitions in this

area nor advance ESG elements

SFDR Reference: In accordance with Article 6,
these products do have to define their sustain-
ability risk policies

Concrete: This type may not publicise ESG or

sustainability but will indicate how it manages
any relevant risks.

Sustainable investment therefore goes beyond
ESG investment, as this approach not only inte-
grates ESG characteristics but also seeks to have
a tangible positive impact.

Do the concepts of investments in line with the
Taxonomy and sustainable investments
according to SFDR seem identical to you?

The two concepts have similar objectives that seek
positive environmental and/or social impacts.
However, the methodology for identifying
companies and financial products that contribute
to these objectives differs. With Taxonomy, we
evolve within a technical framework, precisely
defined by European regulations where strict
conditions apply. With sustainability, according to
SFDR, financial institutions have more freedom in
the analysis method they want to use, provided
they do so in complete transparency.
Transparency, then, is the primary goal of this
SFDR regulation. Below you will find more
information.

DECENT WOSX RAIDY
ECOROMIC CRONTH

Suppose you choose to invest sustainably as an
investor according to SFDR. In that case, you
invest in financial instruments that contribute to
an environmental and social objective and respect
good governance practices. The goal is, therefore,
to make a positive contribution.

IMPORTANT TO KNOW:

There is currently no harmonized definition
or rating methodology at the EU level to
determine what, according to SFDR, consti-
tutes a sustainable investment.

This situation means that each fund or
portfolio manager is free to develop its
valuation methodology, leading to differenc-
es between players in the financial world.
The types are therefore not homogeneous
categories in terms of working method or
parameters, and it is recommended that the
predetermined ambitions and the methodol-

ogy used for this are carefully read for each
product.

However, we see a market trend to use the
SDG (Sustainable Development Goals) as
a reference value. Therefore, for the time
being, this is also the methodology used
by Bank Degroof Petercam in this area.
The SDG, or the seventeen Sustainable
Development Goals, were adopted in 2015
by the United Nations member states to
eradicate poverty, fight inequality, ensure
access to water and education, reduce major
pandemics, and safeguard the planet.




PAI

Alignment with the

Another key concept defined by SFDR is that of workers, respect for human rights, and the fight
Principal Adverse Impacts (PAI). against active and passive corruption.

It concerns a list of indicators defined by Europe The integration of PAl means that the fund aims to
that allows investment funds to assess and limit its negative impact on the selected themes by
manage the negative impact of their investment monitoring the indicators and reducing their
decisions on environmental issues relating to impact.

Climate and other environment-related indicators

GHG emissions GHG emissions

Carbon footprint

GHG intensity of investee companies

Exposure to companies active in the fossil fuel
sector

Share of non-renewable energy consumption and
production

Energy consumption intensity per high impact
climate sector

Biodiversity Activities negatively affecting biodiversity-sensitive
areas
Water Emissions to water

Waste Hazardous waste ratio
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PAI

Social and employee, respect for human rights, anti-corruption

and anti-bribery matters

Social and employee matters

Violations of UN Global Compact principles and
OECD Guidelines for Multinational Enterprises
Lack of processes and compliance mechanisms to
monitor compliance with UN Global Compact prin-
ciples and OECD Guidelines for Multinational
Enterprises

Unadjusted gender pay gap

Board gender diversity

Exposure to controversial weapons

Suppose you, as an investor, choose to invest and
incorporate the PAI. In that case, it means you wish
to limit your impact in a selected area by monitor-
ing it and trying to reduce the level of impact.
Developing PAl is, therefore, relevant if you wish to
limit your future “investment footprint” for some
themes.

IMPORTANT TO KNOW:

European legislation does not prescribe how
financial products should take into account
PAL.

However, this can be done in various ways,
such as monitoring indicators, setting a
threshold (think best-in-class score for
indicators), applying exclusions related to
indicators, engaging with issuers on
indicators, and establishing a voting policy
based on indicators or a combination of
different methods.

At present, many funds have only just begun
to announce which PAls they will include and

have not yet determined which quantitative
criteria they will use. As a result, assessing
how the fund industry will develop this
element is complex.
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Points of attention for the
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Points of attention

Determining your sustainability preferences is not
optional. Indeed, it must be done in an objective
and considered manner, as it can have important
implications for your portfolio and its
configuration.

O Limiting the investment universe
The higher or more demanding your
sustainability preferences are, the more limited
your investment universe will be. After all, only
the most sustainable instruments can then be
used, and given the current state of the market,
you will have a more limited choice. The
integration of sustainable criteria into the
advisory structure or management of your
portfolio may therefore limit your investment
universe and exclude some specific -more
polluting- sectors.

O Concentration risk

Only a limited number of products on the
market incorporate sustainability criteria, which
can lead investors with very strong
sustainability preferences to invest in the same
instruments. Consequently, we could potentially
face concentration risk in individual lines or
funds due to the limited selection of
instruments available.

O Adaptation of the existing portfolio
As sustainability preferences are part of the
suitability process under MiFID Il Regulation,
high sustainability preferences may also mean
that your existing portfolio needs to be adjusted
to meet your preferences. These adjustments
may result in arbitrage transactions, which may
result in costs, charges, or taxes.

However, the Bank will make these adjustments
in stages, considering the associated costs, and
always acting in your best interests as an
investor.

Integrating sustainable preferences into MiFID II

To facilitate the integration of sustainability prefer-
ences, Bank Degroof Petercam has also developed
its reference framework defining what constitutes

a “sustainable financial instrument”.

In summary, the Bank considers the following
instruments to be sustainable in terms of suitabili-
ty requirements:

+ Issuer of which a minimum of the income is
derived from sustainable economic activities as
defined in the European Taxonomy Regulation,
and/or

+ The issuer of the instrument or the instrument
itself (fund) contributes positively to the
Sustainable Development Goals (SDG) defined
by the United Nations and/or

+ The instrument is aligned with the principles of
sustainable bonds (green, social, or transition).

Through the specific questionnaire, you have the
opportunity to align your sustainability preferences
with the Bank’s methodology.



Conclusion

Conclusion

As an investor, since August 2, 2022, you can
express your preferences on sustainability
regarding your investments through a new
questionnaire.

Bank Degroof Petercam will consider these prefer-
ences in its discretionary portfolio management
and investment advice services.

Three concepts can be used to define sustainable

investments:
Aligned with Taxonomy: substantial contribu-
tion to at least one of the sustainability objec-
tives defined by the European Union.
Sustainable according to SFDR: investments in
companies that contribute to environmental or
social objectives. We use the Sustainable
Development Goals as a framework for esti-
mating this contribution.
PAl integration: list of indicators defined at the
European level and used to assess the negative
impact of investments on environmental and
social issues.

Sustainable finance is nevertheless still under con-
struction. Currently, very little data is available on
the market, and several regulatory uncertainties
remain.

Sustainability is here to stay and will influence how
we invest in the future.

You have a role to play if you wish. If you have any
questions about sustainability, don't hesitate to get
in touch with your private banker or your usual
contact.
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